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Central Bank of the Solomon Islands
Directors’ report

The Directors present their report together with the {inancial statements of the Central Bauk of the
Solemon Tstands {“the Bank™} for the year ended 31 December 2016 and the auditors” report thereon.

Dircctors
The Directors in office during the financial yvear and at the date of this report were:

Denton Rarawa (Chairman and Governer}

Gane Simbe {Depoty Governor)

Hary D Kuma { appointed 13 May 2015}

Sir Thomas Ko Chan ( appointed on 3 August 2015)
Loyley Ngira {comract end on 5 February 2016)
Lity Lomulo (contract end on 5 February 2016)
John Usuramo ( appointed on 18 December 2013)
Tele Barttlet (contract end on 17 July 2016)
Primo Afeau (contract end on 17 July 2018)
David K C Quan {appointed on 17 August 2016)
Leslie Teama (appointed on [7 August 2016)

State of affnirs

in the opinion of the Directors;

» there were no significant changes in the state of affairs of the Bank during the financial year under
review not otherwise disclosed in this report or (he financial statements:

+ the accompanying statement of {inancial position gives & true and fair view of the state of affairs of
the Bank as at 31 December 2016 and the accompanying staterment of profit and loss and other
comprehensive income, statement of changes in equity and statement of casl flows give a true and
fair view of the results, of the Bank for the year then ended,

Principal activities

The Bark's role as a central bank, a5 defined in the Central Bank of Solomon Islands Act.. 2012 is:
{a} to achieve and to maintain domestic price stability;
{b) to foster and 1o maintain a stable financial system;
(¢) to support the general economic policies of the government,

Results
The nel loss of the Bank for the year ended 31 December 2016 was $42.5m (2015; $44.3tm profie).

Reserves

The Beard approved the following transfers of teserves in the statement of profit end loss and other
comprehensive income during the yesr:
= {$66.35m) (2015: $26.10m) to the foreign exchange revaluation reserve; and

o $23.84m (2015: §17.61m) to the general reserve.,

Provisions

There were no material movements in provisions during the vear apart from the normal amaunts set
aside for such items as depreciation and employee entitlements.

Going Concern

The Board befieves that the Bank will continue to operate as a going coneeim.



Central Bank of the Solomon 1slands

Directors’ report (continued)

Assets

The Directors took reasonable sieps before the Bank’s financial statements were made out to ascertain
that the assets of the Bank were shown in the accounting records at a value equal to or below the value
that would be expected to be realised in the ordinary course of business,

At the date of this report, the Directors were not aware of any circumstances which would render the
values attributable to the assets in the financial statements misleading.

Directors’® benefit

No direcior of the Bank has, since the iast financial year, received or become entitfed to recelve a
benefit {other than a benefil included in the total amount of emoluments received or due and receivable
by directors shown in the Bank's financial stalemerits) by reason of & contract made with the Bank ora
related corporation with the directer or with a firm of which he is a member, or in a Bank in which he
has a substantial financial interest.

Unusual transaetions

Apait from these maiters md other matters specifically referred o in the financial staternents, in the
opinion of the Directors the resubts of the operations of the Bank during the financial year were not
substantially affected by any item, tansaction or event of a material unusual nature, nor has-there arisen
between the end of the financial year and the date of this report any item, transaction ot svent of &
material unusual nature likely. in the opinion of the Directors, to affect substantially the resulis of the
operations of the Bank in the current financial year.

Events subsequent fo balance date

There has not arisen in the interval between the end of the financiat year and the date of this report any
item, transaction or event of 2 material and unusual nature likely. in the opinion of the ditectors. of the
Bank, to affect significantly the operations of the Bank. the results of those operations, or the state of
affairs of the Bank. in fylure financial years.

Other circumstances

At the date of this report, the Directors are not aware of any circumslances not otherwise dealt with in
{his report or financial statementts which render amounts stated in the financial statements misieading.

Dated at Heniara this i"&j’ ..... of April 2017.

Signed in accordance with a resolution of the Board of Directors:

%ﬁwﬂx*\,w

Denten Raraws Harry D Kuma
Chairman of the Board and Governor Director
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Central Bank of Selomon Islands

Statement by Directors

In the opinion of the Directors:

{a} the gecompanying statement of profit and loss and other comprehensive income is drawn up so
as to give a true and fair view of the resuits of the Bank for the year ended 31 December 2016;

(b the accompanying statement ol financial position is drawn up so as to give a true and fair view
of the state of affairs of the Bank as at 31 December 2016;

(e} the accompanying statement of changes in equity is drawn up 5o as to give a true and fair view
of the clanges in equity of the Bank for the year ended 31 December 2016;

{d) the accompanying statement of cash flows is drawn up so as to give a true and fair view of the
cash flows of the Bank for the vear ended 31 December 2016;

(e) at the date ol this statement there are reasonable grounds to believe the Bank will be able to pay
its debts as and when they fall due;

N all related party transactions have been adequately recorded in the books of the Bank, and

{g)  the financial statements have been properly prepared in accordance with Internationdl Financial
Reporting Standards (“IFRS™) and Central Bank Solomon Istands Act 2012 (*Act 2012™).

For and on behalf of the Board of Dircctors by authority of a resolution of the Divectors this ‘?‘aﬂ

of April 2017.

Denton Rarawa Harry D Kuma
Chairman of the Boeard and Governor Director

dl1 gy



Solomon Islands Office “ -
of the Auditor-General ‘v
INDEPENDENT AUDITOR'S REPORT TO THE BOARD OF DIRECTORS OF CENTRAL BANK OF SOLOMON ISLANDS

Report on the Financial Statements

Opinion

I lfave in joint consultation with the Board of Directors (“the Board) of the Bank pursuant to section 60(1) of the
Central Bank of the Solomon Islands Act 2012 contracted KPMG Fiji which is part of the KPMG International
network to assist me to audit the accompanying financial statements of the Central Bank of the Solomon Islands
(“the Bank™), which comprise the statement of financial position as at 31 December 201 6, the statements of
profit and loss and other comprehensive income, statement of changes in equity and statement of cash flows for
the year then ended, and notes to the financial statements, including a summary of significant accounting policies
and other explanatory information as set out in notes 1 to 27.

In my opinion, the accompanying financial statements give a true and fair view of the financial position of the
Bank as at 31 December 2016, and of its financial performance and its cash flows for the year then ended in
accordance with the International Financial Reporting Standards (IFRS).

Emphasis of matter

As at 31 December 2016, the Bank’s total assets amounted to $4.666 billion. This was less than the sum of the
Bank’s total monetary liabilities and its unimpaired capital which total &4.727 billion. These conditions have
arisen from the Bank’s large open position in foreign currency which is subject to foreign exchange rate
movements.

Under section 56 of the Central Bank of the Solomon Islands Act 2012, the Bank will be required to inform the
Minister of Finance and Treasury within 30 days of this report of the reason of the shortfall and request a capital
contribution to remedy the shortfall,

Without further modifying my opinion, 1 draw attention to Note 2 (b) in the financial statements which indicates
that the Bank had a deficiency in net assets of $11.4m as at 31 December 2016, These conditions indicate the
existence of a material uncertainty which the Bank must address under Section 56 of the Central Bank of the
Solomon Islands Act 2012 through a request to the Minister of Finance and Treasury for a capital contribution
by the Government to remedy the deficit and maintain reputable going concern.

Basis for Opinion

I conducted the audit in accordance with International Standard on Auditing (ISAs). My responsibilities under
those standards are further described in the Auditors’ Responsibilities Jor the Audit of the Financial Statements
section of my report. I am independent of the Bank in accordance to the ethical requirements that are relevant to
my audit of the financial statements and I have fulfilled my other ethical responsibilities in accordance with these
requirements. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for
my opinion.

Responsibilities of Management and Those Charged with Governance for the Financial Statement
Management are responsible for the preparation and fair presentation of the Financial Statements in accordance
with International Financial Reporting Standards, and for such internal control as the management determine is
necessary to enable the preparation of the financial statements that are free from material misstatement, whether
due to fraud or error

In preparing the financial statements, management are responsible for assessing the Bank’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless management either intends to liquidate the Bank or to cease operations, or have no realistic
alternative but to do so.



Thase charged with governance are responsible for overseeing the Bank’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Staterents

My objectives is to obtain reasonable assurance about whether the Financial Statements as & whole are fiee from
raterial misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion,
Reasoriable assurance is a high level of assutance, but is not guarentee that an audit conducted in accordance
with International Standard on Auditing (ISAs) will elways detect a material misstaterent when it exists,
Misstatements can arise from fiaud or error and are considered material if, individually or aggragate, they could
reasonably be expected 1o influence the economic decisions of users taken on basis of the financial statements.
As part of an audit in accordance with ISA, [ exercise professional judgement and maintain professional
scepticism throughout the audit. | also:

*»  Idenify and access the risks of materizl misstaterent of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

*  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opimion on the
effectiveness of the Bank’s internal control,

*  Evaluate the appropriaienass of accounting policy used and the reasonableness of accounting estimates
and related disclosuras made by management,

* Conclude on the appropriateness of the management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the bank’s ability to confinue as going concem. If' 1
conclude that materfal uncertainly éxist, I am required 10 draw attention in my auditor's report to the
related disclosures in the financial statements or, if such disclosures, are inadequate, to modify my
opinion. My conclusion s based on the audit evidence obiained up to the dats of our auditor’s report.

» Evaluate the overall presentation, structure and content of the financial staterents, including the
disclosures, and whether the financial statement represent the underline transactions and events in &
manner that achieves fair presentation.

I communicate with those charge with governance regarding, among other matters, the planred scope and timing
of the audit and significant audit findings, including any significant deficiencies in internal control that 1
identified during my audit.

Report on Other Legal and Regulatory Requirements .
I have obtained all the information and explanation which, to the best of my knowledge and belief, were
necessary for the purpose of my audit,

in my opinion:
i) proper books of accotnt have been kept by the Bank, sufficient to enable financia) statements to be prepared,
so far as it appears from my examination of those books; and

ii} to the best of my knowledge and according to the information and explanations given to me the financial
statements give the information required by the Central Bank of Solomon Islands Act 2012, in the manner so
required,

A

Peter Lokay Office of the Auditor-General
Auditor-General Honiara, Sclomon Islands
25 April, 2017



Central Bank of Solomon Islands
Statement of profit and loss and other comprehensive income
For the year ended 31 December 2016

Nute 2616 2015
$°000 $000

Income
Interest income 4(n) 41,444 39.844
Fees and commission income 4{b} 38,859 43,898
Other income 4(c) 6,153 695
Change in fair value of investinent properties 10 - 600
Net nnrealised foreign exchange revaluation gain - 26.101
Total income __ B6456 115.138
Expenses
[nterest expense 4{d) 5.058 12,463
Fees and commission expense [.684 1221
Administrative expenses He) 33.999 34919
Other expenses N 21873 22237
Net unrealised foreign exchange revaluation loss . ..66346 -
Total expenses _ 128.960 70.830
Net operating {loss)/profit (42.504) 44,308
Other comprehensive incomef{loss)
Ttems that will iot be reclassified to proft or loss
Net change in fair value {properly, plant and equipment) - 14,626
Net change in fajr value (available - for - sale financial
asseis) L. 17869 _(26890)
Total other comprehensive income/(foss) Lo 17868 12,264y
Total comprehensive (loss)/income {24,635} 32,044

This statement of profit and loss and other comprehensive income is 1o be read in conjunction with
the notes to and lorming part of the fipancial statements set out on pages 11 10 39.

T luge



Central Bank of Solomon Isiands
Statement of financial position

As at 31 December 2416

Note 2016 2615

5000 5000

Foreign currency assets
Cash at bank 20 1.048.532 781,517
Accrued inferest 5.3 6.493
Held-to-maturity investments 3 2.859.056 3,094.483
Available-for-sale investments 6 235460 206,921
liternational Monetary Fund 7 263467 206302
Tota foreign currency assets 4,401,835 4295718
Local currency assets
Cash on hand 20 202 196
Loans and advances 3 12.26] 11,629
Currency inventory 9 36,116 36.623
investment properties 10 13,262 13262
Property, plant and equipment 12 149,644 130,180
Cther asscts 11 523534 4516
Total local currency assets 263819 216,406
Total assets 4665654 4,512,124
Forcign currency linbilities
International Monetary Fund 7 390348 324,646
Demand deposits 13(a) 59,202 16,240
Total foreign currency linbilities 449,550 340,886
Local currency liahilities
Demand deposits 13(b) 2.519,783 2573231
Currency in circulation 14 868,393 776.640
Fixed deposits t5 761,658 721,671
S1G monetaty operations account i6 51,359 58422
Employee entitlements 7 15671 17,000
Other liubilities 18 10,628 11,025
Total lecal Habilities 42274094 4,157,995
Total fiabilities . ABTT844 4,498,881
Net assets {11,392) 13,243
Capital and reserves
Paid up capital 21 50,000 50,000
General reserve 22(a) 71.02] 33179
Foreign exchange revaluation reserve 224bY (214,677 (148.331)
Asset revaluation reserve 22(c) 104,318 104318
Gold revaluation teserve 22{c) {39920 (107.798)
Capital asset reserve 22(e) 61,873 61.875
Total capital and reserves {11,392) 13,243

Signed in accordance with the resolution of the Board of Directors;

R DL et~

Denton Raraws Harry K
Chairman of the Board and Governor Birector

BllPary



The statement of {irancial position is to be read in conjunction with the notes (o and forming part of

Central Bank of Solomon Isiands
Statement of changes in equity

For the year ended 31 December 2016

Foreigu
exchange
Tssued & Gold assets Asset  Capital
paid up revaluation General revaluation revalyation assels
capital reserve  reserve reserve reserve  resetve Total
5000 3600 3000 S068 5006 3000 000

Balance at 1 January 2015 30,000 (80908) 35572  (174432) 89.092 61875 (18801
Total comprehensive
income for the year
Profit (loss) fer the vear
{Note 19) - - 17.607 26.101 600 - 44,308
Oifier compreliensive
income/flosses)
Fair value losses — gold - {26,890) - - - - {26890}
Fair value gains — Properiy,
plant and equipment - - - - 14626 - 14,626
Total other comprehensive
incone/(losses) - {(26.890) 17,607 26,101 18,226 - 32,044
Balance as at 31 December
2015 50,000  (107,798) 53,179 {148,331 104,318 61,875 13,243
Balance at | January 2016 30,000  (197.798)  53.179  {148.331) 104,318 61,875 13,243
Total comprehensive
income for the year
Profit (foss) for the year
(Note 19) - - 23842 (66.3486) - - (42.504)
Dther comprehensive
incomefflosses)
Fair value osses - gold - [7.869 - - - - 17.869
Fair value pains — Property,
plant and equipiment T e - - - -
Total other comprehensive o T
income/flosses) - 17,869 23,842 (66,346) - - (24,635)
Balance as at 3t December
2016 50,600 (89,929)  TN021 (214671 i04,318  6f,875 (11,39

Gituge



The statement of changes in equity is 1o be read in conjunction with the notes 1o and forming part of the financial
statements set out on pages 11 to 39,

I Papy



Central Bank of Solomon Isiands
Statement of cash flows
For the year ended 31 December 2016

Note 2016 2015
5000 5000

Operating activities
[merest received 42.666 38.500
Cash received from other income 45013 48,494
interest paid {4.543) (12427
Cash paid to suppliers and employees {55,549) (57,050)
Net movement in held to maturity investments 235427 (209,933
Net movemen! in International Monelary Fund accouns 33,759 {1,160)
Wet movement in other recetvables (45.819) 38990
Net movement in other payables - 4,943
Cash flows from/{used in) operating activitics 250,554 (149,641)
Investing activities
Acquisition of property. plant and equipment {4,803) R
Proceeds from sale of premises, plant and equipment - 99
Net movement it available-for-sale invesiments (670} {12,443}
Met movemnent in lean to government 0N 63,950
Net movement in loans and advances to staft {652) (280)
Cash flows (used in)/frem investing activities {6,152) 48,549
Financing activities
Net movement in currency in circulation 91,754 82,297
Net mmovement in demand deposits {10,488) 96.270
Net movement in fixed deposits received 39,981 99,948
Solomon (stands government monetary operations {7.063) 28207
Net movement in International Monetary Fund credit
facilities £25,222) {26.965)
Cash flows from financing activities 88,965 279,757
Net effect of exchange rates {66,346) 26,101
Net increase in cash 267,021 204,766
Cash and cash cquivalents at the beginning of the
financial year LLTBLTIS 576947
Cash and eash equivalents at the end of the financial
year 20 1,048,734 781,713

The statement of cash flows is fo be read in conjunction with the notes 1o and forming part of the
financial statements set out on pages 11 lo 39,

1 Papy



Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

1

Principal activitics and principal place of operations

The Centra) Bank of Solomon Islands (“the Bank™) operates under the Central Bank of Solomon
istands Act., 2012, The Bank is an independent legal entity wholly owned by, and reporting to, the
Government of the Solomon islands, The Bank’s primary objective as defined in the Central Bank
of Solomon Istands Act., 2012, Section 8 is:

(a) to achieve and to maintain domestic price stability:

(b) to foster and fo maintain a stable financial system;

(c) to support the generdl economic policies of the government.

The Bank’s principal place of operations is located at Mud Alley Street, Honiara. Solomon Islands.

2. Basis of preparation

{n) Statement of compliance

The financia! statements of the Bank have been prepared in accordance with International
Financial Reporting Standards (‘1FRS") and the Central Bank of Solomon Islands Act., 2012,
except where the Central Bank of Solomon Islands Act 2012, requires different freatment in which
case Lhe Central Bank of Solomon Islands Act., 2012 takes precedence,

The Bank will comply with the requirements of the Central Bank of Solomon [stands Act (Section
56) which requires that in the event that the value of its assets falls below the sun of its monstary
liabilities and its unimpaired authorised capital, then —

(2) The Board, with the advice of the external audit of the Bank, shall assess the situation and
prepare a report on the causes and extent of the shortfall and assess the situation within a
period of no more than 30 calendar days:

{b) If the Board approves the report under paragraph (a), the Bank shall request the Minister of
Finance for a capital contribution to be made by the Government {o remedy the deficit; and

(c) Upon receipt of this request the Government shall, within a period of no more than 30 calendar
days, transfer to the Bank the necessary amount in currency or in negotiable debt instruments
with a specified matority issued at market-related interest rates prevailing in Solonton Islands.

Asat 31 December 2016, the Bank’s total assets amounted to $4.67 Gillion. This was less than the
suin of the Bank’s total meonetary liabilities and jts unimpaired capital which totalled $4.73 billion.
The Bank had requested the Ministry of Finance for a capital contribution during the year 1o
relmedy the prior year deficit but the request had been repudiated. An emphasis of maiter has been
included in the audit report relating to this matter.

{b) Going concern hasis of accounting

The financial statements have been prepared on & going concern basis, and as at 31 December
2016 the Bank had a deficiency in net assets of $1 1.4 miltion.

The Bank’s deficiency in net assets had implicate materialy on its going concern and reguires
relable support of the Solomon Istands Goverriment, These conditions indicate the exisience of a
material uncertainty which the Bank will address to maintain a reputable going concern,

The Board consider it appropriate to prepare these financial statements on a going concern basis
and as provided for by section 56 of the Central Bank of Solomon Islands Act 2012 the Bank will
again request through the Minister of Finance for capifal contribution by the Government to
rethedy the defich.

12Z°Pugav



Central Bank of Selomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

2.

Basis of preparation {continued)
(b) Going concern basis of accounting (contined)

The financial statements do not include any adjustments relating to the recoverability or
classification of recorded asset amounts and classification of liabilities that might be necessary
should the Bank be unable to continue as a going concem.

(¢} Basis of measuremeént

The financial statemenis have been prepared on the historical cost basis and do not take into
account changes in money values except for lhe folowing material items in the statement of
Anancial position.

Available-for-sale financial assets are measured at fair value.

Held to maturity financial assets are measured at amortised cost,

Lang and buildings classified as property, plant and equipment are measured at fair value.
Investment properties are measured at fair value,

{(d)} Functional and presentation currency

The financial statements are presented in Solomon Istands dollars, which is the Bank’s functional
currency. All financial information presented in Solemon Tslands dollars has been rounded to the
nearest thousand except when otherwise indicated,

(e} Use of estimates and judgement

The preparation of the financial statements in conformity with IFRS requires management to make
Jjudgements, estimates and assumptions that affec! the application of accotnting policies and the
reporled amounts of assels, liabifities, income and expenses. Actual results may differ lrom these
estimates,

Estimates and underlying assumptions are reviewed on an ongoing basis. Revision to accounting
estimates are recognised in the period in which the estimates are revised and in any future periods
alfected,

The estimates and assumptions that have a Significant risk of causing material adjustment o the
carrying amount of assets and liabilities within the next financial year are discussed in the
following paragraphs;

Impairment of financial assets

A financial asset not carried at fair value through profit o loss is assessed at each reporting date to
determine whether there is objective evidence that it is impaired. A financial asset is impaired if
objective eviderice indicates that a loss event has occurred after the initial recognition of the asset.
and that the loss event had a negative effect on the estimated future cash flows of that asset that
can be estimated reliably.

Objective evidence that financial assets are impaired can include default or delinquency by a
debtor, restructuring of an amount due o the Bank on terms that the Bank would not consider
otherwise. indications that a debtor or issuer will enter into bankruptcy, adverse changes in the
payment status of borrowers or issuers in the Bank, economic conditions that comelate with
defaults or the disappearance of an active markel for a security.

13 une




Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

3.

{n)

()

{c)

(@

{e)

Statement of significant accounting policies

The accounting policies set out below have been applied consistently to all petiods presented in the
financial statements.

Foreign currency

Transactions in foreign currencies are translated info the functional currency of the Bank at the
spot exchange tates at the date of the transactions. Monetary assets and liabilities denoininated in
foreign currencies at the reporting date are retranslated fo the functional currency at the spot
exchange rate at that date. The foreign currency gain or foss on monetary items is the difference
between amortised cost in the functiona! currency at the beginning of the year. adjusted for
effective interest and payments during the year, and the amortised cost in foreign currency
translated af the spot exchange rate at the end of the year.

Non-monetary items that are measured based on historical cost in a foreign currency are translated
using the spot exchange rate at the date of transaction,

Foteign currency differences arising on retranslation are recognised in profit or loss.

Interest

Interest income and expense arc recognised in profit or loss using the effective interest method.
The effective interest rate is the rate that exactly discounts the estimated {uture cash paymenis and
receipts through the expected life of the financial asset or liability (or, where appropriate, a shorter
period) to the carrying amount of the financial asset or lability. When caleulating the effective
interest rate, the Bank estimates future cash flows considering all contractual terms of the financial
instrument, but not future credit losses.

The calculation of the effective interest rate includes all ransaction costs and fees paid or received
that are an integral part of the effective intersst rate. Transaction costs include incremental costs
that are directly atiributable to the acquisition or issue of a fingncial asset or liability,

Interest income and expense presented in the stalement of profit and loss and other comprehensive
income include:

» Interest on financial assets and financial liabilities measured at amortised cost caleulated on an
effective interest basis; and
» Interest on available-for-sale investments securities caleulated on effective interest basis.

Fees and commission

Fees and commission income and expense relate mainly to transaction and service fees, which are
recognised as revenue wlen services are rendered or expensed as the services are received.

Other income
Other incame are brought to account on an accrual basis.

Tax expense

The Bank is exempted from income tax under the Income Tax (Central Bank of Solomon Istands)
(Exemption) Order of 21st June 1976 as provided for under Section 16 (2} of the income Tax Act
(CAP 123),

Mitage



Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

3. Statement of significant accounting policies (continued)

(H Financial assets and {inancial liabilities

i.

Recognition

The Bank initially recognises loans and advances, deposits and debt securities on the date that they
are originated. All other financiaf assets and [iabilities are recognised initially on the trade date,
which i¢ the date that the Bank becomes a party to the contractual provisions of the instrument.

A financial asset or financial fability is measured initially at fair value plus, for an item not at fair
value through profit or loss. fransaction costs that are directly attiibutable to its acquisition or
issus.

i,

ith,

i

Classificution
Finarcial assets
The Bank classifies Hs financial assets in ore of the following categories:

* Joans and advances:
« held to maturity;
+ available-for-safe.

Financial liabilities
The Bank classifies its financial liabilities as measured at amortised cost.

Derecognition
Financial agsets

The Bank derecognises a linancial asset when the contractual rights to the cash flows from the
financial asset expire, or it transfers the rights to veceive the contractual cash flows i a
transaction in which substantially all the risks and rewards of ewnership of the {inancial asset
are transferred or in which the Bank neither transfers nor retains substantially all the risks and
rewards of ownership and it does not regin control of the financial asset, Any interest in such
wansferred financial assets that qualify for derecognition that is created or retained by the Bank
is recognised as a separate asset or Hability. On derecognition of & financial asset, the difference
hetween the carrying amount of the asset (or the carrying amount allocated to the portion of the
asset transferred), and the sum of (i) the consideration received (including any rew asset
obtained less any new liability assumed) and (ii) any cumulative gain or loss that bad been
recognised in other comprehensive income is recognised in profit or loss.

Financiat liabilities

The Bank derecognises & financial Hability when its comtractual cbligations are discharged,
cancelled or expire.

Amariised cost measurement

The amortised cost of a financial asset or Tiability is the amount at which the financial asset or
liability is measured at initial recognition. minus principal repayments, plus or minus the
cumulative amortisation using the effective interest method of any differance between the initial
amoumt recognised and the maturity amount. minus any reduction for impairment.

3l une



Central Bank of Solomon Islands
Notes to and forming part of the financial statemeats
For the year ended 31 December 2016

3.
t)

®

()

M

W

Statement of significant accounting policies (continued)
Financin! assets and financial liabilities (continued)

v.  Fuir vaine measarement

Fair value is the amount for which an asset could be exchanged, or a lability setfled, between
knowledgeable, willing parties in an arm’s length transaction on the méasurement date.

The Bank measues the fair value of an instrument using quoted prices in an active market for
that instrument, A market is regarded as active if quoted prices are readily amd regularly
available and present actual and regularly occurring market transactions on an arm's length
basis.

Assets are measured at a bid price, while Habitities are measured at an asking price, Fair values
reflect the credit visk of the instrument and include adjustirients to take account of credit risk of
the Bank.

Cash and cash equivalents

Cash and cash equivalents include notes and coins held by the Bank, teller’s cash, current accounts
with a maturity of three months or less from the acquisition date and other short term highly liquid
term deposits.

Cash and cash equivalents gre catried at amortised cosis in the statement of financial position.

Held-to-maturity

Held-to-maturity investments are non-derivative assets with fixed or determinable payment and
fixed maturity that the Bank has the positive intent and ability to hold to materity. Held-to-malurity
investments comprise of fixed term deposits. short term commercial papers and bonds.

Held-lo-maturity investments are carried at amortised costs using the effective interest method less
any impairment losses. A sale or reclassification of more than an insignificant amount of held-to-
maturity investiments prior to maturity would result in the reclassification of" all held-to-maturity
investments as available for sale. and would prevent the Bank from classifying investment
securities as held to maturity for the curvent and the following two financial years.

Availabie-for-sale

Available-for-sale investments are non-derivative investments that are designated as available-for-
salz or are not classified as anoiher category of financial assets. Available-for-sale investments
comprise ol zold holdings and are carried at fair value.

Fair value changes other than impairment losses are recognised in other comprehensive income
and presented in the gold revaluation reserve in equity. When the investment is sokl, the pain or
loss accumulaled in equity is reclassified to profit or loss. Impairment losses are recognised in
profit or loss.

Lioans aud advances

Loans and advaices are non-derivative financral assets with fixed or determinable paymenis that
are not quoted in an active market and that the Bank does not intend fo seil immediately or in the
near tefm. Loans and advances comprise of Toans and advences to the Solomon Islands
Government and staff loans.

Loans and advances are Initially measured at faiv value plus incremental direct transaction costs,
and subsequently measured at their amortised costs using the effective interest method.
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Central Bank of Solomeon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

3.
(k)

®

Statement of significant accounting policies (continued)

Currency invenfory
Currency inventory arc recognised in the statement of financial position af cost,

Currency inventory relates 10 notes and coins purchased for circulation, The amount expensed in
profit or ioss is based on the cost of notes and coins that are issued into circulation.

Curreney in clrculation

Currengy issved by the Bank represents a claim o the Bank in favour of the holder. Currency in
circulation comprises notes and coins isswed by the Bank and the liability for currency in
circulation is recorded at face value in the statement of financial position.

{m} Property, plant and equipment

Recognifion and measurement

Certain items of property. plant and equipment are initially measured at cost less accumulated
depreciation and any accumulated impairment losses, Land and buildings are initially recognised at
cost less sccumuiated depreciation and subsequently revalued to fair vajue.

Costs inctudes expenditure that is directly atiributable to the acquisition of the asset. Purchased
software that is integral to the functionality of the related equipment is capitalised as part of that
equipment.

Any gain or loss on disposal of property, plant and equipment (calculated as the difference
between the net proceeds from disposal and the carrying emount of the asset at the time of
disposal) is recognised within other income in profit or loss.

Subsequent costs

Subscguent expenditure is capitalised only when it is probable that the Riture economic benefits of
the expenditure will flow to the Bank. Ongoing repairs and maintenance are expensed as incurred,

Depreciation

Jtems of property, plant and equipment are depreciated from the date they are available for use,
Depreciation is chorged on a straight Jine basis over the estimated useful lives of the assets. The
rates of depreciation used are based on the following estimated useful lives:

Buildings 4 - 55 years
Computers 3 years
Furnitwre, plant and equipment 3 - 3 years
Molor vehicles 4 years
Periodiv revaluation

The Board has determined hat apart frem land and buildings, the remaining fixed assets of the
Bank are recorded at values approximating recoverable market values, With Board approval, a
three year periodical revaluation of its land and bildings was fivstl done in 2012 and recently done
in 2015. This included a review of the asset classes, estimated useful lives and depreciation rates,
and current market values where deemed appropriate. The basis of this valuation is the open
matket value, that is, the highest and best value the property would expect to be realised for, if put
for sale on private treaty. The Board proposes to have such assets rovaluation every three years,
The next revaluation will be done in 2018,
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3
(n}

(0)

(m

()

Statement of significant accounting policies (continued)

Tnvestment property

Investment property, is property held efther to eam rentals or for capital appreciation or for both,
nvestment property is inftially measured at cost and subsequently at [air value with any change
therein recognised in profit or foss. Costs include expenditure that is directly atiributable to the
acquisition of the investment property.

Any gain or loss on disposal of an investment property {calculated as the difference between the
net proceeds from disposal and the carrying amount of the flem) is recopnised in profit or loss.
When an investment property that was previously classified as property, plant and cgquipment is
sold. any related amount included in the revaluation reserve is transferred to retained eamings.

When the use of the properly changes such that it is reclassified as property, plant and squipment,
s fair value at the date of the reclassification becomes its cost for subsequent accounting,

Demand deposits

Demand deposits represent funds placed with the Bank by financial ingtitutions and other
organisations. Demand deposits are initially measured at fair value minus incremental direct
fransaction costs, and subsequently measured at their amortised cost using the effective inferest
method. These deposits are at call,

Employee entitlements
Short-term employvee henefiis

Short-term employee benefits comprising of accrued wages and salaries, annual leave and
entitlement to Solomon Islands National Provident Fund are measured on an undiscounted basis
and are expensed as the related service is provided.

Liabilities recognised in respect of short-term employee benefits expected to be settled within 12
months, are measured af their nominal values using the remuneration rate expected to apply at the
time of seltlement.

Long-term emplovee benefits
Long-erm employee benefits comprises of long service leave and early retirement benefit.

Liabilities recognised in respect of long-terrn employee benefits which are not expected to be
seftied within 12 months are measured at the present value of the estimated future cash outflows to
be made resulting from employee’s service provided to balance date, based on staff turnover
history and is discounted using the rates attaching 1o the external bonds pertfolio.

Impairment

The carrying amounts of the Bank’s assets are reviewed at balance date to determine whether there
is any Indication of impairment. [f any such indication exists, the assets recoverable amont is
estiinated. An impairment loss is recognised whenever the carrying amount of an asset or its cash-
generating unit exceeds its recoverable amount. Impairment losses are recognised in profit or loss.

18|fugee
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements

For the year ended 31 December 2016

3

Statement of significant accounting policies {econtinued)

(r) Comparative figures

(s}

Where necessary, comparative figures have been ¢hanged to conform to changes in presentation in
the cuTent year,

New standards and interpretations not yet adopted

[FRS 9 *Financia! instruments’, published in Juty 2014, replaces the existing guidance in [AS 39
‘Financial Instruments: Recognition and Measurement”, IFRS 9 includes revised puidance on the
classification and measuremnent of financial instruments, including a new expected credit loss
model for caleulating impairment on finaneial assets, and the new genera! hedge accounting
requirements. It alsa carries forward the guidance on recognition and de-recognition of financial
instruments from [AS 39, The standard is effective for annual reporting periods beginning on or
after | January 2618, with early adoption permitied.

IFRS 16 ‘Leases’, removes the classification of leases as either operating leases or finance lenses —
for the lessee — effectively treating all leases as finance leases, Short-ferm leases (less than 12
months) and ieases of low-value assets (such as personal computers) are exempt from the lease
aceounting requirements. There are also changes in accounting over the life of the lease. In
particular, comparies will now recognise a front-loaded pattern of expense for most Jeases, even
when they pay coenstant annual rentals, Lessor accounting remains similar to current practice — i.e.
lessors continue to classify leases as finance and operating leases. The standard is effective for
annuel reporting periods beginning on or after | January 2019, with early adoption permitted.

IFRS 15 Revenue from Contracts with Customers was issued in 2014 by JASB. The standard is
not mandatorily effective for the Bank untif 1 January 2018. IFRS 15 contains new
requirements for the recognition of revenue and additional disclosures about revenue, 1t is
éxpected that a significant proportion of the Bank’s revenue will be outside the scope of IFRS
13,
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Central Bank of Selomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

4
@)

(b

(©)

(d)

(e)

M

Income and expenses
fntecrest income
Overseas investments
Local investments

Fees and commission income,
Foreign dealings
l.ocatl dealings

Other income

Gain on disposal of fixed assets
Rent received

Sale of numismatic coins

Gains on {oreign currency exchange
Royalties on numismatics

Others

Interest expense
Foreign liabilities
Local Habilities

Administrative expenses

Staft costs

Teleconumunication

Utilities

Repairs and maintenance
Insurance

Consuinables

Stationery. printing and postage
Consultancy

Other

Other expenses

Board of directors remunerations and expenses

Curreney expenses
Depreciation

Auditors rentuneration
Other

2016 2015
$:000 5000
#1214 38,31
41 444 39,844
38.283 43,249
56649
38859 43R08
! §9
882 1.075
78 80

- oG
4,239 2.301
953 124
6,153 4,695
66 57
4992 12406
5,058 12,463
23,518 25.012
{785 1,727
2,101 1.801
3.021 2.304
516 441
424 430
490 478
452 1.35¢
L L6%4 1375
33,999 34,919
161 326
11.569 14,952
5,339 3333
300 330
4504 1084
21,873 22227
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

5 Held-to-maturity investnients
Fixed term deposits
Shor? term commercial paper
Bonds

6. Available-for-sale investments
Unallocated gold - at fair value
Gold bullior - at fair value

2016 2015
$'000 5'000
2.680,828 2,328,000
57.990 175,294

130238 - 91189
2,849,056 3,004,483
109,285 100,299

LAY (106,623
235,460 206,921

7. International Moootary Fund

The Solomon Islands is a member of the International Monelary Fund (IMF) and the Central
Bank of Solomon Islands has been designated as the Govemment of Solomon Island’s fiscal
agency (through which the Government deals with the TMF) and as the depository for the IMF's

holding in Solomon Islands dollars.
The Solomon Istands subscription to the IMF has been met by:

(i)  payment to the IMF out of the Central Bank’s external assets which have been reimbursed

by the Government of Solomon Islands by issue of non-interest bearing securilies;

(i) the funding of accounts in favor of the IMF in the books of the Central Bank by the

Government of Solomen Istands.

(i) The [iabilities to the IMF include subscriptions which are maintained in the IMF No.! and
IMF No. 2 accounts, are disclosed together as capital subscription. The [MF maintains
such balances in their accounts in both Special Drawing Rights (SDR} and Solomon
Islands dollar equivalents: the Bank balances are maintained only in Solomon [slands

dollars,

The standby credit facility with IMF commenced in 2010 with first disbutsement received 23rd
June 2019, The final disbursement was wansacted on the st of December 2011,

The extended credit facility with IMF was approved and drawn down on [ [ December 2012.

IMF reluted assets and labilities

2016 2015
$'600 $'606
Foreign currency assets
-~ Reserve tranche position 34,153 5981
- Special drawing rights 37.944 93243
- Currency subscription 101,368 _ 107078
263.467 206.302
Foreign currency liabilities
- Standby credit facility 73.069 101,733
- Special drawing rights aliocation 109,918 107,714
- Extended credit facility 11.537 8.076
- Securities 190,893 103,388
- Capital subscription 4.929 4718
390.348 324,646
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9’

18

2016 2015
32000 $000
Loans and advanees
Solomon Isknls Government
L.oans and advances 46 46
Development bonds 21 27
Treasury bills ¢ 30
Other securities 4936 4936
5019 3,039
Staff laans
Staff housing foans 5,780 5.093
Management car foans 512 453
Personal loans L 980 L hDad
CTd2dr T ese0
12,261 11,629
Currency inventory
Notes 11.164 11,339
Coins 24,952 25284
30,116 36.623
Investment propertics
Balance at beginning of financial year — at fair vaiue 13.262 12,662
Add: Changes in failr value - 800
Balance at end of financial year — at fair value 13,262 13.262

Investment property comprises of a commercial and a residential property that are leased to
third parties, Each lease contains a lease period of 3 and 2 years respectively with annual
rental subject to increase upon renewal indexed to the Honiara retail price tndex.
Subsequent renewals are negotiated with the lessee,

When rent reviews or lease renewals have been pending with anticipated reversionary
increases. all notices. when appropriate counter-notices, have been served validly and within
the appropriate time.

Rental income from nvestment properties of $881,845 (2015: $1.075,000) has been
recognised in other income.

Fair valye hierarchy

The fair value of investment property and land and building (refer to note 12) was
determined by an external, independent property valuer, having appropriate recognised
professional qualifications and recent experience in the location and category of the property
being valued. The independent valuer provides the fair value of the Bank’s investmenl
property porifolio on 2 regular bass,

The fair value of the Bank's invesiment property are categorised into Level 3 of the fair
value hierarchy.
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Cenfral Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

10.

(1.

Investment properties (continued)

Volyation techniques and significant _unobservable inputs

The following table shows the valuation technique used in measuring the fair value of
investinent properties, as well as significant unobservables inputs used,

Valuation technique

Significant wnobservable
inputs

Inter-relationship
beiween key
enobservable inputs and
Falr value measurement

Replacement cost method:
where the improvements
are valued using current
replacement cost and an
allowance for depreciation
and obsolescence plus the
freelold value of the land
(notable sales of
comparable vacant sites
within Honiara are noted).

»  Depreciation rate

applied.

s Locality of the
property

» Proximity to civic
amenities

s Tonography/geographi
cal feature of the land
o Demand for the land

The estimated fair value

would increase (decrease)

if:

e depreciation rate were
lower {higher);

s the property located in
urban locality;

e closero civic
amenities;

» the higher the demand
for the land.

Otlier assets
Commercial bank clearing
Othars

2016 2015
$000 $000
49,274 696

o apee 3830
52,334 4516
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Central Bank of Selomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

13. Demand deposits

2016 2615
5600 S600

{a) Forelgn currency demand deposifs
Demand deposits 59,202 16,240

Demand deposits include deposits from international organisations such as the Asian Development Bank
(ADB), European Development Bank (EDB), International Fund for Agricultural Development { [FAD) and
International Development Association,

2016 2015
600 5000
(b) Local currency demand deposits
Commercial banks 1747 864 1.510,974
Solomon Islands Government 759,033 1,050,278
Other finangial corporations 4,809 5,077
Other 8071 6902
2,519,783 2,573,231
14, Currency in cirenlation
Notes 837,146 748,548
Coins 31,249 28,092
868,395 776,640
I5. Fixed deposits
Bokolo bills 761,658 721,677

Bokolo bills are short term discount securities issued and backed by the Central Bank of Solomon
Islands. The instrument is used by the Bank for its monefary operations,

2016 2015
$604 5600
16. SIG mounetary operations account
§1G monetary operations account 51,359 58422
17. Employce eatitfements
Gratuity 1,080 1,096
Long service {eave 631 1,404
Early retirement benefit 13,960 14,500
15,671 17,000
18, Other liabilities
Unprésented bank cheques 6,913 6,258
Qther liabilities 3715 4,767
10,628 11,025
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Central Bank of Solomon Islands
Notes fo and forming part of the financial statements

For the year ended 31 December 2016

19, Determination of distributable profit

Profits of the Bank are determined and dealt with in accordance with Section 54 and 55 of the Central Bank
of Solomon [slands Act., 2012 as follows:

a) Scction 54(2)(z) states that unrealised réveluation gains shall be deducted from the net profits and shall not
be available to be distributed but allocated to the respective unrealised revaluation reserve account,

b) The realised gains from previous years shall be deducted from the appropriate revaluation reserve account
and added to the distributable earnings as determined in seclion 54(2){a).

2016 2015
5’000 3006

Net profit distribution according te CBSI Act 2012
Net operating profit /{loss) (42,504) 44,308
Add/(less) - net unrealised foreign exchange loss/{gain) 66346 (26,101)
- changes in fair value in investment properties - {600)
Net gain/(loss) to be recorded in general reserve 23,842 17,667

Section 55(3) of the Central Bank of Solomon Islands Act. 2012 states that negative distributable
earnings shall first be charged to the general reserve account and subsequently applied to authorised
capital,

20. Cash and cash equivalents
Cash and cash equivalents included in the statement of cash flows comprise of the following:

2016 2015
$009 $000
Cash on hand - local cumency 202 196

Cash and cash equivalents - foreign currency 1.048,532 781,517

1.048.734 781,713

21. Share capital

Section 6 {1) of the CBSI Act, states that the authorised and paid up capital of the bank shall be an amount
equivalent to $50 million dolars (2014: 350 million). The capital is fully subscribed by the Government of
Solomon Islands.

2016 2015
1000 3000
Balance at the beginning of the vear 50.000 50.000
Transfer from General Reserve according to Section 6(1) of CBSI
Acl., 2012 . S
Batance at the end of the year 50,000 50,000

22. Reserves

Under Section 53(2) of the CBSH Act., 2012, the Bank shall maintain the following reserves. Their purpese
and method of operation are to be as follows:

#) General reserve

The general reserve was established under Section 53(1) as a reserve for the purposes of covering losses
sustained by the Bank.
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

22, Reserves {contintied)

b)

c)

d)

€

Foreign exchange asset revaluation reserve

Unrealised gains and Josses on revaluation of foreign exchange balances are recognised in the profit and
joss under other comprehensive income and are transferred to the foreign exchange assel revaluation

reserve at the end of the accounting period.
Asset revaluation reserve
The asset revaluation reserve reflects the {mpact of changes in the market value of property.

Gold revaluation reserve

The unaliocated and allocated gold is valued at current quoted imarket prices. Gold is accounted for as
an available for sale financial asset. Unrealised gains and losses arising from revaluation are recognised
in the gold revaluation réserve at end of the accouniing period.

Capial asset reserve

The capital asset reserve is used to strengthen the Bank’s equity position in relalion to future major
capital investment [n buildings and equipment,
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

23, Financial risk and management policies

(2)

(b}

Introduction and overview

The struciure of the Bank’s statement of financial position is primarily determined by the nature of its
statutory functions. [mtermational Financial Reporting Standards (IFRS) 7 ~ {Financial Instrument
Disclosures) requires disclosure of information relating to financial instuments, their significance,
performance, accounting policy, terms and conditions, fair values and the Bank's policies for controlling
risks and exposures relating 1o the financial instruments.

The Bank’s risk management framework differs from the risk management framework for most other
financial institutions. The main financial risks that the Bank faces inciude;

» Liguidity risk

o  (reditrisk

»  Marketrisk

¢ QOperational risk

This riote presents information about the Bank’s exposure to gach of the above risks. the Bank’s objectives,
policies and procedures for measuring and managing risk.

Risk management fiamework

Like most ceittral banks. the natute of the Bank’s operations creates exposures {o a range of operational and
repulational visks. The Board of Directors has overall responsibility for the establishment and oversight of
the Bank's risk management framework.

The Bank's management seeks to ensure that strong and effective risk management and control systems are
in place for assessing. monitoring and managing risk exposure. The Board of Directors and management
are tesponsible for managing and monitoring the business strategy. risks and performance of the Bank.

Internal Audit forms part of the Bank®s risk management framework. ‘This finction reports to the Governor
and the Board Audit Committee on internal audit and related issues. All areas in the Bank are subject to
periodic internal audit review.

The Bank is subject to an annual audit by an external auditor, Auditing arrangements are overseen by an
Andit Comunittee of the Board to monilor the financial repotting and audit functions within the Bank and
the committee reviews the internal audit functions as well. The conimittee reports to the Board of Directors
on iis activities,

The overall risk management framework is designed to strongly encourage the sound and prudem
management of the Bank's tisk. The Bank seeks to ensure the risk management framework is consistent
with financial market best practice,

The risk tables in this note are based on the Bank portfotio as reported in iis statement of financtal position.
Liguidity risk

Liquidity risk is the risk that the Bank wilt encounter difficulty in meeting obligations associated with its
financial liabilities that are settled by delivering cash or another finaneiaf asset,

Management of fiquidity risk

To limit the Hquidity risk, the Bank maintains an adequate level of reserves and taking into consideration
the transaction demand on foreign exchange. ensures that an acceptable amount is maintained in current
accounts 2t all times. The Bank invésts in high quality instruments, including commercial paper and debt
issued by Governments and Supranationals. alt of which ase easily converted to cash {refer to maturity
analysis on liquidity).
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

23. Financia} risk and management policics (continued)
{b) Liquidity risk {continued)

The Central Bank of Sofomen Istands Act {Section 56) requires that in the event that the value of its assets
falls below the sum of its monetary [iabilities and its unimpaired authorised capital, then -

(8) The Board, with the advice of the external audit of the Bank. shall assess the stuation and prepare a
report on the causes and extent of the shortfall and assess the situation within a period of no more
than 30 calendar days;

(b} 1f the Board approves the report under paragraph (a). the Bank shall raquest the Minister of Finance
for a capital contribution to be made by the Government to remedy the deficit; and

{¢) Upon receipt of this request the Government shall, within a petiod of no more than 30 calendar
days, transfer o the Bank the necessary amount in curreney or in negotiable debt instruments with
a specified maturity issued at market-related interest rates prevailing in Solonton Islands.

AS at 3! Decentber 2016. the Bank's total assets amounied {0 $4.67 billion, This was less than the sum of
the Bank's total monetary liabilities and its unimpaired capital which totalled $4.73 billion.
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements

For the year ended 31 December 2016

23. Finaucial risk and management policies (continued)

(b) Liquidity risk (continued)

Mazturity analysis as at 31 December 2016

The maturity analysis noted below includes aif financial assets and liabilities as at 31 December 2016.

On 03 36 £-12 Quert  Undefined Totat
Hepinmd Months Manths Maonths Yenr Malrily
S0 $600s 5000 S080s 5000s no0s  S00s
Foreipgn coreeacy Mnaneisl assels
Moncy on dentand 1048532 . - - . - L4532
Fixed temt deposis - .Y20.862 PRz RES 17406 - - 2490652
Heiding of special drawing rights - - - - - 37.04d 37544
Reserve tnche - - - - 34,155 M,i55
Subscription - - - - 141,368 191,364
Gokd inv estroent - - - - - 225,460 215,460
Bonds - 3828 633 {11,606 35044 - 129,793
Short 1ern commercind paper - - 29,121 29,121 - - 38,242
1,048,532 1,961,650 72560 108,343 33,044 488,927 4415540
Lotut carreney Raonneiot assets
Cosh on hand w2 - - . . - 02
Ol reecivables - 49,215 59 - - - 49,27
Loans and advances - - - - 12,261 - 12,261
202 44215 39 - 12,361 - 61,737
Tatal fisaneind sssots LMET3E 2OHAS05 713.01% 108,393 A7.303 188,927 4,477,283
Faveign cureeney feranciaf linbilities
Drmand deposits a0 - - - - - 59.20%
IMY standby ereda facility . - - - - 73,068 73,060
I special deawing rights aliveations - - - - - 106,918 1991
IMF cxtended crodit ficility - - - - - 11,537 11537
MV securities - - - - 190,803 194,895
Capital subiscripions - . - - . 4929 1930
.02 - - - - 390,398 449,450
Local carrency fnnnckd Bulilities
Dentand deposits 2519.784 - - - - - 31519784
Cumeney in clresbiion - - - - - #6839 868,395
SEG monaigry operations accoumt - 3).359 - - - 51,359
Frcad depasils - 730,771 1,258 - - - 762029
Employes entitoments . - - 15,60 . 15,61
Other lishiljties 6913 3344 - - - - 10.257
2.326.607 805474 t1.358 - 15.670) RGB, 393 4,327,493
Tata] finaneinl linbHitles 2.585.85¢ 83,474 11,258 - 15,67 1 258,743 4,677,043
Net sxsetsK|fahilities) (1537063 1203431 761764 108393 3635 [769.8 16} {199,761}
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Central Bank of Solomon Islands

Notes to and forming part of the financial statements
For the year ended 31 December 2016

23. Financini risk and management policies {continued)
(k) Ligquidity risk {continued)
Maturity analysis as st 31 December 2015

The maturity analysis noted below includes all financial assets and Habilities as at 31 December 2013,

On @3 346 Overl  YUndefined Total
Darmend Months Mumths Year’ Maturity
0005 $060: 50002 50005 Son0s $090s
Forsign currancy financial assets
Muney ondemand 781517 - - - - 781,517
Rccrued interest 5959 536 - - 6,495
Fixed term deposkts - 2,083,482 744,518 - - 2,328,000
HoldIng of speclal drawing rights - . - - 83,243 93,243
Resasve tranche - - - - 5981 5981
Subseription - - - - 101,078 107,078
Gold mvestment - . - 206,921 06,921
Bonds - . 91,149 - 91,189
Shart term commercinl pager . 175,304 - - - 175,294
7BL517 2,264,735 745,064 91,189 q132219 4,205,718
tozatcarrency financial assets
Cashon band 196 - - 196
Gthar recelvables . - 6% . - 695
toans and advances - - - 11,528 . 11,629
196 - 595 11,629 . 12,521
Tetalfinanciat assets 781,713 2,264,735 748,750 102,518 433,223 4,308,238
Forelgn currency financial liabifities
Demand deposits 15,240 - - - - 16,240
IMF standby credit facifity - - - - 101,753 101753
IMF speclal drawlng rights allocations . B . 107,714 107,714
ME extended credit facfity - - - - B.OT6 3,07
IMF securtties - . - 102,385 108,389
Cepital subscriptions . - - - 4716 4,716
16,240 - - - 324,646 340,886
Logal currency fnanciaf hablities
Demand depsits 257321 . - . 3573251
Curency in circufation - - - - FI6.840 776540
516 mongtary gperztions account - 58422 - - . 58422
Fixed deposits - 70432 11,245 - 121,677
Employee entitfements: - - . 17,000 17,060
Other [ixbiies £,258 4.766.87 - . . 11,0258
2,579,482 773,621 11,345 17,000 715,640 4,157,995
Total financial NakHities 2595338 713,621 11,245 17000 1,401,288 1,408,881
Met asets/{ Kabilit|zs) {1E14,015) 1,488,114 734,505 B5218 |688,653} {190,642)
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Ceritral Bank of Solomon Istands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

23. Financlal risk and management policies {continued)

{c) Credit risk

Credit risk is the risk of loss arising from a counterparty to a financial contract failing to discharge its

obligations.

Selection of 2 counterparty is made based on their respective credit rating. Investment decisions are based
on the credit rating of the particular issuer, country limits and counterparty limits in place to control

exposure risks.

The Bank uses Standard and Poot’s, Moody’s and Fitch credit ratings for assessing the credit risk of foreign
counterparties. The credit ratings of counterparties are closely monitored and are updated as new market
information is available. Foreign exchange limits per bank are impased for all currency dealings.

Concentration of credit exposure

The Bank's significant end-of-year concénsrations of eredit exposure by portfolio type were as follows:

2016 2015
$000 s000

Foreign currency assets
Cash at bank 1,048,532 781517
Held to maturity investment 2,859,056 3,094,483
International monetary fiind 263.467 206,302
Gold investment 225460 206,921

4,396,515 4,289,233
Loeal currency assets
Loans and advances __.Ras (1,629

4,408,776 4,300,852
The Bank monitors credit risk by currency and sector. An analysis of concentrations of credit risk is shown
below:

2616 2815

Concentration by euyrency 000 % 8000 %
UsD 2436841 56 2,293297 53
AUD 986,192 23 841,733 20
EURO 129,059 3 214,842 5
SOR 263,468 6 206,302 5
NZD 232,219 5 267.4%94 6
SGD 154,076 3 155461 4
8TG 194,074 4 310,091 7
SBD 12,261 - 11,620 -
PY 3 - 3 -
Total financial nssets 4,408,776 100 4,300,852 100
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

23, Financial risk and management policies (continued)
{c} Credit risk {continued)

Concentration of credit exposure (continued)

2016 2015
000 % 5000 %
Concentration by sectar
Foreign enrrency assets
Centraf banks 1.226,178 28 1048000 24
Commercial banks 2006870 66 3034921 T
International Monetary Fund .. R63467 6 206302 S
4,396,515 100 4,289.323 100
Local currency asscis
Solomon lslands Government loan and advances 5019 44 503% 43
Stafl loan and advances 7242 59 6,590 57
12261 100 11629 100
Total financial assets 4,408,776 4,304,852

() Market risk

Market risk is the risk that changes in market prices, such as interest rates and foreign exchange rates will
affect the Bank’s income or the value of its holding of financial instruments. The objective of market risk
menagement is to manage and control market risk exposures within acceptable parameters while optimising

the return on risk.

Interest rate risk management

The principal risk to which trading portfolios are exposed is the risk of loss from fluctuations in future cash
flows or fair value of financial nstruments because of a change in market interest rates, The Bank limits
interest rate risk by modified duration targets. The duration of the portfolio is re-balanced regularly to
maintain the targeted duration. Operations are largely money market focused.

At the reporting date the interest rate profile of the Bank’s interest-bearing financial instruments was:

Fixed rate’instruments

Cash at Bank (Financial assets)

Held-to-maturity investments (Financial asseis}

Loans and advances (Financial assets)

Demand depesits (Financial liabilities)

S1G monetary operations account (Financial liabilities)
f'ixed deposits {Financial Habilities)

Variable rate instruments

Cash at Bank (Financial assets)

International Monetary Fund (Financial assets)
International Monetary Fund (Financial liabilities)

Carrying amount
2016 2015
$000 3080
575273 581,341
2.859.056 3,004,483
12,261 11,629
- (340,603}
- (371.925)
{761,658 (721.677)
2,684,932 2,387,250
267,896 192,180
37.944 93,243

Lgorasey o (107,714)

108410 177,709
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

23. Financial risk and management policies (continued)
(d) Market risk (continued)
Interest rate risk management (continued}

Ferlr vdue sensitivity analysis for fixed instruments

The Bank does not account for any fixed rate financial assets and lisbilities at fair value through profit
and loss, Therefore a change in interest rates af the reposting date wauld not affect the profit or loss.

Cash flow sensitivity analysis for variable rate instrinients

A change of 100 basis points (bp) in interest rates .at the reporting date would have increased
(decreased) equity and the profit or loss by amounts shown below. This analysis assumes that all other
variables, in particular foreign currency rates, remain constant.

Profit or loss
100bp 100bp
ncrease decrease
31 December 2816 $000%s $000s
Variable rate instruments 1,984 (1,984)
31 December 2015
Variable rate instruments 1,777 {(1,777)

Foreign exchange risk management

Exchange rate risk relates to the risk of loss of foreign reserves arising from changes in the exchange rates
against the Solomon Istands doflar. The Bank has adopted a currency risk imanagement policy, which
maintains the Solomon Iskinds dollar value of the foreign reserves and manages the fluctuations in the
revaluation reserve account, While the effect of fluctuations in foreign exchange are recorded in profit or
loss, foreign exchange fluctuations are not included as part of profit distribution but transferred to the

revaluation reserve for monitoring purposes.

Int accordance with the CBS1 Act.. 2012. the task of maintaining the safety and liquidity of foreign reserve
assets, as well as the returns from reserves asset management, are achieved through diversification of
investment by entering into transactions i international capital and money markets. Analysis of risks is the

process of managing the currency reserves by comparing factual risk levels with set limits.
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Central Bank of Solomon Isiands

Notes to and forming part of the financial statements

For the year ended 31 December 2016

23. Finaocial risk and management policies (continued)

{d) Market risk {continned)

The Bank's exposure to foreign exchange risk. based on carrying amounts, was as follows:

2016 foreign currency risk

Foreign currency financial U5D NZD A'D EURO ST1G6 Others Tatal
axset S600 ST 8600 60D 8000 000 $000
Money o demand SI52T3 - 267313 120059 76300 587 1MMESR
Fixed Torm deposit 1636108 23219 SI0.650 - NI 1M0T6 2680826
Holding on Special drawing riglus . - . - . 37.944 37.944
Reserve Teache . . - - - 34,135 34,058
Subseriptin - - - . - 191 365 191368
Gold Investmenl 235160 - - . - 225400
Bonds - - 120238 - - - 120238
Short term commercial paper - 37,990 - - - 52050
Total 243684) 132219 4861% O3 (94073 4IR30 4395513
Foreign currency finnneia! linbility

Demand depesils 59,202 - . - - - 39202
TMT standby eredit facility - . . . - 73069 73069
IMF Special denwing riglis . . - - - 109918 100918
alfocation

IMF extended erudit faciliy . - - . - TL337 11.357
IMF securilies - - - - - 150.855 190,895
Cupitul subscription - . - . - 1929 4529
Total s9902 . . . . 390348 449,550
Net forelyn currency asset LITIEEY 231219 086191 120.059 194,073 22,982 3946963
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{d) Market risk {continved)

2015 foreign currency risk

Central Bank of Selomon Islands
Notes to and forming part of the financiai statements
For the year ended 31 December 2016

23. Financial risk and management policies {continned)

Foveigu currency financial asset USD NZD Al' EURO §TG  Others Total
L] SBO0 KIEH RIHHE S0p0 Sou 5004
Money on demand L - .67 15 !.i 12 1993 | 1
Fixed Tenn deposit 1.305.034 267494 534,183 63730 02098 155461 2.828.000
Holding on $pecial dravwing riglts - - - - - 83243 93,243
Reserve Trache . . - - - 3081 3981
Subseription - - - - - 07TR D767
Gold Jnvestment 206,521 . - . - 206,921
Bonds - - 91.18¢ - . - LI
Short lerm commiervial paper - - 175,294 - - - 1757184
Total 2393297 267401 841,733 214842 31046001 361,766 42892723
Forclzn curreney (iomneial Bahifiey
Dempad deposits 16298 - - - - - 16,240
IMF siandby credit facility - “ - - - 101733 101,753
IMF Speeial drawing rights allocation - - - - - T4 10T
IMF extended erachit feility - - - - - 8076 2076
IMF secorities - - - - - 102,389 102349
Capital subseription - - - - - 4716 4716
Foh! 16,240 - - - - 320648 340).888
Net [oveign enrreney assct 2271057 267494 841,733 14,42 et 37018 3945335

Concentration of foreign exchange

The Bank's net holdings of foreign exchange (excluding its holding of Specfal Drawing
distributed as follows as at 31 Deceémber 2016:

Rights} were
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements

For the year ended 31 December 2016

23.

Financial risk and management policies (continwed)

(d) Market risk (continued)

(e)

2016 2015

(S000) % (5000} Yo

Usb 2.377.639 38 2277.057 36
AUD 986,191 24 841.733 21
EURO 129,059 3 214,842 3
NZD 232.219 6 2647.404 7
SGD 154.076 4 155.461 4
STG 194,073 3 310091 3
Y 3 - 3 -
CNY 383 - - -
4073843 100 4,066,681 100

The following significant exchange rates were used at year snd to convert foreign currency batances to the
Solomon Island dollar equivalent.

Reporting date spot rate
2016 2015
AUD 01747 0.1701
usD 0.1234 0.1240
NZD 0.1780 0.1810
STG 0.1010 0.0837
EURO 01182 0.1135
IPY 14,4836 14,9382
SGD 0.1792 8.1753
SDR 0.0922 0.0020
CNY 0,8594
Sensitiviy to foreign exchange rate risk 2016 2015
Impactofa: . , SmMo - M
Change in profitfequity due 10 a 2 per cent appreciation in the reserves -
weighted value of the Solomon Istands dolfar 82 {18}
Change in profit’equity due to a 2 per cent depreciation in the reserves -
weighted valug of the Solomon Islands doliar (78) 80

Operational risk management

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with
the Bank’s processes, personnel. technology and infrastructure and from external factors other than
Hquidity. credit and market risks such as those arising from legal and regulatory requirements and generally
accepted standards of corporate behaviour, Operational risk arises from ail of the Bank's operations.

Managing operational ¥isk in the Bank is an integrai part of day-to-day operations and oversight. This
includes adherence to Bank wide corporate policies. There is also an active internal audit function cartied
out on a quarterly basis,

Operating foss is the risk of loss from breakdown of internal controls. The Bank has established an internal
audit function which will exercise menitoring and control over accounting policies and procedures, and the
effective functioning of the system of internal contrals at the Bank.

Operational risk relating to the activities of foreign currency reserves management fs coitrolled by 2
number of internal instructions, and there is clear scgregation of front office and back office activity. The
latter is onie of the mechanisms for managing operational risk,
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

24, Fair value of financial assets and liabilities

The fair value of an instrument is the amotnt for which an asset could be exchanged. or a liabilily seitled,
between knowledgeable, willing parties in an arms length transaction. Quoted market values represent fair
value when g fimancial instrument is traded in anh organised and liquid market that is able to absord a
significant transaction without moving the price against the trader,

Valuation of financial instruments

The Bank measures fair values using the foliowing fair value hierarchy that refiects the significance of
the inputs used in making the measyrements:

¢ Level |1 Quoted market price (unadjusted) in an active market for am identical instrument.

« Level 2: Valuation techniques based on observable inputs either directly (i.e. as prices) or indirectly
{i.e. derived from prices). This category includes instruments valued using: quoted market prices in
active market for similar instruments; quoted market prices for identical or simflar instruments in
markets that are considered less than active: or other valuation techniques where all significant inputs
are directly or indirectly observable from market data,

¢ Level 3: Valuation technigues using significant unobservable inputs. This category includes all
instruments where the valvation techniques include inputs not based on observable data and the
unchservable inputs have n significant impact on the instrument’s valuation. This category includes
instruments that are vaiued based on quoted prices for similar instnuonents where significant
unchservable adjustments or assumptions are required to reflect differences between the instruments.

If the inputs ised to measure the fair value of an asset might be categorised in different levels of the fair
value hicrarchy, then the fair value measurement is categorised in its entirety in the same level of the fair
value hievarchy as the lowest level input that is significant to the entire measurement,

The table below analyses financial instruments measured at fair value at the end of the reporting period.

i 31 December 2616 Note Level I Level 2 Level 3 Total
5000 5000 S0 3060

Iivestiment seenritios

Available for sale finarcial assels (Gold} 6 225.460 225469
Investment Preperty 16 13,262 | 13,262
E 31 Pecember 2015 Note Level | Level2 § Lovel3 Total
! 5000 000 5000 sood
t
E Investment securities
!
. Availuble for sule financial assets (Gold) 6 206.921 206,921
Investment Property ;19 13.262 | 13,262
! Property. plant and equipment {only {and & buildings) 5 12 140,957 | 140,957
i i

Refer to note 10 and note 12 which shows a reconciliation from the opening balances to the closing
balances for the Level 3 fair values above.
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Central Bank of Selomon Islands
Nates to and forming part of the financial statements
For the year ended 31 December 2016

25. Related parties

The Bank has related party relationships with the Board of Directors, the Executive Management and the
Solomon Islands Government.

The Board of Direclors duting the year were:

Denton Rarawn {(Chalrman and Govemner)
Gane Simbe (Deputy Governor)

Harry Kuma

Thomas Ko Chan

Loyley Ngira (contract end on § February 2016)
Lily Lomulo (contract end on 5 February 2016)
John Usuramo

Tele Barttlet (contract end on 17 July 20146)

Psimo Afeau {contraet end on 17 July 2016

David Quan (appainted on 17 August 2016)

feslie Teama (appointed ou 17 August 2016)

Directors’ fees and emoluments
Amounts paid to directors during the year are disclosed in Note 4 (f). No other emoluments were paid ot are
due to the directors at year end.

Related party disclosures requires the disclosure of information relating to aggregate compensation of key
management personnel. The key management personnel of the Bank are members of the Bank Board and
senior staff who heve responsibility for planning, directing and controlling the activities of the Bank, Fees
of the non-executive members of the Board are determined by the Minister of Finance. The confracts of the
Governor and Deputy Govemeor are subject to mid-term revies by the Minister of Finance and annually in
accordance with Bank policy. The Board of Directors deterimines the remuneration of the Chief Managers.

During the year the following persons were the executives identified as key management personne), with
the greatest authority and responsibility for planning and controlling the activities of the Bank:

Denton Rarawa Governor

Gane Simbe Deputy Governor

Luoke Forau Advisor to Governors

Ali Homelo Chiet Manager International

Daniel Haridi Chief Manager Currency and Banking Operations

Michael Kikielo Chief Manager Econontics Research and Statistics

Bella Simiha Chief Manager HR and Corporate Services

Emmanuel Gela Chief Manager Finance and Accounts

Raynold Moveni Chief Manager Financial Market Supervision

Edward Manedika Chief Manager [nformation Technology

The remuneration of the Bank’s key management personnel, included in ‘personnel expenses® was as

follows:
2016 2018
5000 $o000

Short-term employee benefits 2.647 2.568

Long-tcrm benefits e ld20 78S
3,767 3,353
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Central Bank of Solomon Islands
Notes to and forming part of the financial statements
For the year ended 31 December 2016

25.

Related parties (continced)

Shori-term benefits include cash salary, and in the case of staff, annual leave, motor vehicle benefits. health
benefits and the fiinge benefits tax paid or payable on these benefits.

Long-tern benefits include gratuity, long service leave and early retirement benefits.

As at 31 December 2016 loans by the Bank to key managament personnel are as follows:

2016 2015
$000 5600
Housing loan 1631 1.494
Personal loan 59 62
Management car loan 186 128
1,870 1.682

There were no other related party transactions with Board members; transections with divector-related
entities which aceurred in the normal course of the Bank's operations were conducted on the terms no more
favorable than similar transactions with other employees or customers,

Transactions with the Solomon Islands Government

The transactions with the Solomon Islands Government include banking services, foreign exchangs
transactions. registry transactions and purchase of Government securities. During the year, the Bank
received Snit (2015: $1.3m) of interest income relating to their investments in Government securities. The
Bank also paid $0.3 mitlion (2015: $8.3m) to the Government In accordance with Section 34 of the CBSI
Act., 2012, The balance of the Bank’s investment in Government securities at year end amounted to $4.9
million {2015: $4.9m).

26, Commitments and contingent fiabilities

The Bank has guaranteed staff housing loans with the commercial banks to the sum of $0.79 million as at
31 December 2016 (2015: $0.79m). The guarantee scheme was no longer available 10 staff since 2011 and
is valid for eligible staff until the date of éeasation of employment with the Bank.

In 2007 the Solomon Islands Government introduced and provided $10 million for the establishment of the
Small Business Finance Guarantee Scheme to be administered by CBSI. As at 31 December 2016, a total of
5 (2015: 64) Toans with a net guarantee of $0.678m (2015: $5.53m) million have been administered under
the scheme.

27. Events subsequent to balance date

There has not been any mutter or eircumstance that has arisen since the end of the financial year that has
significanily affected, or may significantly affect. the operations of the Bank, the results of those
operations, or the state of affairs of the Bank in future financial years,
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