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change (CHanj) v.
1. to make or become different, alter
or transform.
2. take or use another instead of, move
from one to another.
3. give up in exchange for something else.
4. remove and replace with another of the
same kind.

Noticing Change
Two of the most visible markers of change are the seasons and
the weather - we cannot change them but they can change us.
With the seasons, transformation takes place gradually before
our eyes and then suddenly we are aware of it. In business,
too, change is often a gradual process and standing back and
reflecting on the changes once in a while can give us a whole
new perspective.

CONTENTS

C O R P O R AT E I N F O R M AT I O N

4

C H A I R M A N ’ S S TAT E M E N T

5

M A N A G I N G D I R E C T O R ’ S S TAT E M E N T

6

S TAT E M E N T O F C O R P O R AT E G O V E R N A N C E

8

BOARD OF DIRECTORS

9

I N D E P E N D E N T A U D I T O R S ’ R E P O RT

10

C O N S O L I D AT E D B A L A N C E S H E E T

11

C O N S O L I D AT E D S TAT E M E N T O F C O M P R E H E N S I V E I N C O M E

12

C O N S O L I D AT E D S TAT E M E N T O F C H A N G E S I N E Q U I T Y

13

C O N S O L I D AT E D S TAT E M E N T O F C A S H F L O W S

15

N O T E S T O T H E C O N S O L I D AT E D F I N A N C I A L S TAT E M E N T S

16-35

R O YA L S TA R D I S T R I B U T I O N N E T W O R K

36

4

C O R P O R AT E I N F O R M AT I O N

HEAD OFFICE

FREEPORT OFFICE

Centreville House
Second Terrace West
Collins Avenue, Centreville
P. O. Box N-4391
Nassau, Bahamas

2B The Mall
Star General Insurance Building
P. O. Box F-42673
Freeport, Grand Bahama

Telephone (242) 328-7888

Telephone (242) 352-4564
Facsimile (242) 352-5118

Facsimile (242) 325-3151

AUDITORS

REGISTERED OFFICE

PricewaterhouseCoopers
Providence House
East Hill Street
P. O. Box N-3910
Nassau, Bahamas

McKinney Bancroft & Hughes
Mareva House
4 George Street
P. O. Box N-3937
Nassau, Bahamas

Telephone (242) 302-5300

Telephone (242) 322-4195
Facsimile (242) 328-2520

Facsimile (242) 302-5350

5

C H A I R M A N ’ S S TAT E M E N T
to the quality of assets on the RSA balance sheet and
our conservative approach to management, RSA
met all new regulatory requirements and is in full
compliance therewith. Our standing has been further
confirmed by AM Best reconfirming the rating of
A- (excellent).

2011 was the fourth consecutive year of what has
been a deep and painful recession creating a very
challenging economic environment for businesses of
every kind. The global insurance industry had the
added issue of a large number of natural disasters
in 2011, whilst the local industry faced an
unprecedented number of large fires and Hurricane
Irene. 2011 will therefore be remembered within the
insurance industry as one of the most challenging
ever for the industry, both globally and locally.
Despite the global and local challenges on budgeted
projections, I am pleased to say that RSA has
displayed a considerable degree of resiliency
in producing underwriting profits of $2,478,000,
together with investment income of $1,000,000 for a
total profit figure of $3,478,000.
Increased regulatory oversight continued to be a
major feature within the local insurance industry. The
aim of such regulations is to ensure that insurance
companies manage their assets in ways consistent
with their obligations to policyholders, employees
and stakeholders and, conduct their corporate
governance affairs in line with international
prudential norms. I am pleased to report that due

Change is all around us wherever we look. Sometimes
the change is slow and subtle and other times fast
and bold. In the case of RSA, it is certain that during
fiscal 2012 the changes will be “all of the above”.
With respect to facilities, the Company plans to move
into its own purpose built structure. The location
along JFK Drive will substantially improve overall
visibility. From an investment perspective, it is
also great to have The Royal Bank of Canada as a
co-occupant. With respect to management, Steve
Watson has decided to demit the office of Managing
Director, and return to his native Scotland. This is
particularly significant because of the excellence with
which Steve has performed in all spheres including
strategic visioning, relations with reinsurers and
expense management, with favorable consequences
for all policyholders, stockholders, and employees.
A wise student of leadership has offered the view
that the quality of a leader can usefully be evaluated
by the quality of the successor. In this context, the
pending appointment of Anton Saunders as successor
to Steve speaks positively about all concerned. There
can be no doubt that Anton, a twenty year industry
expert, is prepared for the role. Steve leaves RSA
exceptionally well positioned to deal with change
and for that the Directors are extremely grateful and
thankful. The fundamentals are in place for Anton to
take the Company to greater heights.
Finally, I commend my fellow Directors and all other
stakeholders for the roles played in the building of an
agile, resilient, and profitable company.

6

M A N A G I N G D I R E C T O R ’ S S TAT E M E N T
historically made up a large percentage of income for
many insurers and reinsurers. Reduced investment
income combined with a challenging underwriting
environment has meant that results within the
insurance industry, both locally and globally were
severely challenged in 2011.
2011 Results

Introduction
2011 was a year that the global insurance and
reinsurance industry will quickly want to forget, as a
result of the unprecedented number of large
natural catastrophes such as the Japanese
earthquake, the New Zealand earthquake, Australian
floods, numerous tornadoes in the US, and the
flooding in Thailand. These events all caused large
losses of life and in addition massive property
damage and economic losses. Locally, in The
Bahamas, there was also an unprecedented number
of large fire losses, and whilst it was very fortunate
that there was no loss of life, damage to property
was considerable. The Bahamas also, of course,
suffered from the affects of Huricane Irene, which
caused damage, mostly in Long Island, Cat Island, The
Exumas, Abaco and Eleuthera, but fortunately the
major population centres of New Providence and
Grand Bahama suffered only very minimal
damage.
In addition to the frequency of large losses, the
global economy continued to struggle, with high
levels of unemployment and the European debt
crisis being significant obstacles to the economic
recovery. The continuing difficult economy has put a
considerable strain on investment income, which has

Despite what was clearly a very difficult year I am
pleased to report that RSA produced a profit of
$3,478,000 which comprises of an underwriting
profit of $2,478,000 and investment income of
$1,000,000. Whilst the result is well below what we
had budgeted, and well below what we regard
as the norm, I do believe that it is a very good
performance highlighting the fundamental strength
of the business, which is still able to produce profits
in a year with a major hurricane and multiple large
market losses. The ROE in 2011 was 9% which again
is below what we have come to expect but very
creditable in the circumstances.
Gross Written Premium grew by 6% in 2011 as we
expanded our relationships with our various global
network partners. Unfortunately this did not
translate to Net Written Premium which fell by 8% as
the economy took its toll, particularly on the motor
portfolio. Property exposures remained steady and
we continue to make sure that these are managed
and controlled so that we maintain a balanced
portfolio in each of the islands/territories in which we
do business.
The rating environment remained challenging, with
increased competition, even in high risk unprofitable
lines of business, which is something that continues
to be disappointing. As a company, the biggest risk
that we face by far is the property catastrophe risk,
which over the longer term is very much a constant
unchanging risk. If premium rates accurately reflect
the risk then the prices should also be constant, but
strange as it sounds, premiums often bear no relation
to the risk; they are more a function of the supply
and demand of reinsurance. As the risk is effectively
a constant, when premium levels fall the insurer
is assuming the same risk for less premium, as
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premiums rise the insurer assumes the same risk for
more premium. RSA therefore adopts a strategy
of growing our exposures when premium levels rise
and reducing them when premium levels fall. As a
company we have made a conscious strategic
decision to be flexible and nimble as opposed to
blindly growing no matter what the external factors
may be. To be able to pursue this strategy we need a
lean and efficient organization and a high quality
capital base, and I am pleased to report that we have
both. Our commitment to building a strong capital
base is evidenced by the Retained Earnings figure of
over $21 million built up over the past nine years,
coupled with the fact that the majority of our capital
continues to be cash, thus ensuring that we have
sufficient levels of liquidity to deal with whatever
events we may be faced with.
Change
The theme of this year’s Annual Report is change,
which can come in all guises from very positive
to very negative. What makes an organization
successful is how it deals with change, and I firmly
believe that the success enjoyed by RSA since its
formation nine years ago has been our ability to
constantly change with our changing market
and economic landscape. RSA is a very proactive
organization changing on our terms, when we want
to, not waiting until we have to.
2012 will see two major changes in the evolution of
RSA. The first is my departure from the position of
Managing Director after almost thirteen years in The
Bahamas, four years as Managing Director of Royal &
SunAlliance Bahamas and nine as Managing Director
of RoyalStar Assurance. I will be replaced by our
current Chief Financial Officer, Anton Saunders,
who I am very confident, will continue to drive RSA
forward to bigger and better things. The second is
the move to our new purpose built premises at the
eastern end of JFK Drive. These new premises will do
many things for RSA, our customers and staff. It
will significantly increase our presence and name
awareness, it will dramatically improve our customers
experience when visiting our offices, and it will
improve the work environment for our staff. There is

no doubt in my mind that the move to the new
premises will be a big factor in allowing RSA to
progress at a faster pace than has been possible in our
existing premises.
Outlook
There seems to be no doubt that the economic
environment is improving both globally and locally,
and whilst the pace of the improvement is very slow,
progress is being made in the right direction. After a
long and difficult road we have finally implemented
our new computer system and have upgraded our IT
infrastructure, meaning that we can select and grow
in the segments that we choose to without any
significant increase in our expenses. This together
with the move to our new office and the very strong
capital position means that we continue to be very
well placed to take advantages of the opportunities
that the stronger economy will present to us. Each
year I seem to say that we have never been stronger
and each year we continue to become stronger. We
were stronger on 2010 than we were in 2009 and are
again stronger in 2011 than we were in 2010. There is
no doubt whatsoever that RSA continues to go from
strength to strength.
As this will be my final report as Managing Director I
would like to take the opportunity to thank the
Shareholders and the Board of Directors for their trust
and confidence in allowing me to be Managing
Director of this great company. It is my sincere hope
that you are satisfied with the progress RSA has made
under my stewardship. I would also like to give my
heartfelt thanks to all of my colleagues at RSA whose
invaluable contribution has been an enormous factor
in making RSA the successful company it has become.
Finally in passing the baton to Anton I would like to
wish him all the very best in continuing to move RSA
forward and on to even bigger and better things.
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S TAT E M E N T O F C O R P O R AT E G O V E R N A N C E
Introduction
The Board of Directors, hereinafter referred to as "the
Board" and the management of RoyalStar Assurance Ltd.
(RSA or the Company) believe that good Corporate
Governance is essential to the effective, efficient and
prudent operation of the Company's business. Therefore,
the Company has implemented an internal control
environment, which contains strong Corporate
Governance Structures and procedures.
The Company's Corporate Governance system is based on
regular contact between The Board and management
of the Company. It is supported by a high level of
management supervision and an external audit by a
chartered accounting firm.

Mandate of the Board of Directors
The Board supervises the management of the Company's
business and affairs with the objective of maintaining the
strength, dynamism and integrity of the Company. In
particular, the Board oversees the Company's strategic
direction and organization structure to reflect these
objectives and to serve the interests of the Company, its
customers, shareholders, employees and the community.
Board responsibilities include supervising the Company's
principal risk management policies and related
monitoring systems. The Board monitors the integrity of
the internal control systems and oversees the major
activities performed by the Company. In addition, the
Board appoints the Managing Director and establishes
appropriate compensation.
The Board fulfills its responsibilities and duties in a variety
of ways. For example, at least annually, the Board is
apprised of internal control and risk management policies
related to insurance, credit, investment, legal and
reputation risks. In addition, Board Members review the
monthly performance of the Company. Results are
compared and measured against a previously established
and approved budget and the performance of the
previous year. The monthly performance review includes

significant performance ratios, large claims and aging of
receivables.
Throughout the year, the Board holds meetings (at least
one in each quarter) where management is invited to
make presentations and respond to questions.
Additionally, there are four committees focused on
separate areas that meet at least twice annually.
The assessment of management performance by the
Board is based on both quantitative and qualitative
factors such as experience, personal performance,
leadership ability and the achievement of business
objectives. Quantitative criteria primarily relates to
achievement of profit plan targets. Qualitative measures
include maintenance of quality customer service standards
and business ethics, and preservation of customer safety
by compliance with solvency and other regulations
governing the transaction of insurance business as
stipulated by relevant regulatory authorities.
The Audit Committee in conjunction with the Board
appoints the external auditors and recommends to
shareholders the approval of the audited accounts and
reviews any matters referred to in the management letter
prepared by the external auditors. In addition, the Audit
Committee meets with external auditors at least once
annually.

The Board of Directors
The Company's Board comprises nine members, all of
whom are senior executives in their relevant other
businesses, providing vast experience highly relevant to
the business of the Company. At least three of the
Directors are experienced international insurance
executives. The knowledge, skill and experience of the
Directors is deemed sufficient to serve the interests of the
Company. The majority of shareholders of RSA are all
insurance or insurance-related organizations.
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BOARD OF DIRECTORS
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INDEPENDENT AUDITORS’ REPORT
To the Shareholders of RoyalStar Assurance Ltd.
We have audited the accompanying consolidated financial statements of RoyalStar Assurance Ltd. and its
subsidiaries, which comprise the consolidated balance sheet as of 31 December 2011, and the consolidated
statements of comprehensive income, changes in equity and cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory information.
Management’s Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of consolidated financial statements that are
free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditors’ judgement, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditors consider internal control relevant to the entity’s
preparation and fair presentation of the consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of RoyalStar Assurance Ltd. and its subsidiaries as of 31 December 2011, and their financial
performance and cash flows for the year then ended in accordance with International Financial
Reporting Standards.

Chartered Accountants
Nassau, Bahamas
17 April 2012
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RoyalStar Assurance Ltd. (Incorporated under the laws of the Commonwealth of The Bahamas)
CONSOLIDATED BALANCE SHEET
AS OF 31 DECEMBER 2011
ASSETS
Cash in hand and at banks (Note 3)
Term deposits (Note 3)
Due from reinsurers
Due from agents (Note 4)
Deferred commission expense
Accounts receivable, prepayments and other assets
Investments in securities (Note 5):
Fair value through profit or loss
Loans and receivables
Investment property (Note 6)
Property, plant and equipment (Note 7)

Amounts expressed in Bahamian dollars

2011

2010

2,777,436
25,282,290
1,513,701
16,570,543
3,234,145
227,777

4,681,423
26,925,904
1,816,907
15,573,391
3,271,406
198,693

9,515,952
2,015,684
1,010,913
6,397,726

9,434,707
1,779,295
1,010,913
4,206,817

TOTAL ASSETS

68,546,167

68,899,456

LIABILITIES
General insurance funds
Unearned premiums reserve
Outstanding claims reserve (Note 8)
Deferred commission income

9,140,818
11,185,192
2,623,931

10,051,316
10,276,140
2,244,755

22,949,941

22,572,211

2,891,272
1,123,315
–

3,802,733
969,819
1,026,605

26,964,528

28,371,368

$

Other liabilities
Due to reinsurers
Accounts payable and accrued expenses
Advances from reinsurers (Note 8)
TOTAL LIABILITIES
EQUITY
Share capital:
Ordinary shares
Authorized, issued and fully paid: 10,000,000 shares of $0.30 each
Preference shares
Authorized, issued and fully paid: 1,000,000
shares of $10.00 each (Note 9)
Contributed surplus
Retained earnings

3,000,000

3,000,000

10,000,000
7,000,000
21,581,639

10,000,000
7,000,000
20,528,088

TOTAL EQUITY

41,581,639

40,528,088

68,546,167

68,899,456

TOTAL LIABILITIES AND EQUITY

$

APPROVED BY THE BOARD OF DIRECTORS
AND SIGNED ON ITS BEHALF BY:

The accompanying notes are an integral part of these consolidated financial statements

17 April 2011
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2011
Amounts expressed in Bahamian dollars

2011
REVENUE
Premiums written (Note 10)
Premiums ceded to reinsurers

$

2010

64,134,880
(44,183,560)

60,445,195
(38,761,339)

Net premiums written
Change in unearned premiums reserve

19,951,320
910,498

21,683,856
720,337

Net premiums earned

20,861,818

22,404,193

4,791,995
778,389
7,416,653

5,312,948
910,604
8,030,154

12,987,037

14,253,706

Underwriting gain

7,874,781

8,150,487

OTHER INCOME
Interest, dividends and other income
Net change in unrealized appreciation/depreciation of investments

1,161,992

1,215,177

DIRECT EXPENSES
Net claims incurred (Note 8)
Net commissions incurred (Note 11)
Catastrophe and excess of loss reinsurance
Total direct expenses

in securities (Note 5)

(162,083)

Total other income

(118,381)

999,909

1,096,796

OPERATING EXPENSES
Personnel costs
General and administrative
Depreciation and amortization (Note 7)
Directors’ costs

2,962,251
2,130,254
183,922
119,952

2,702,852
2,095,495
211,619
109,997

Total operating expenses

5,396,379

5,119,963

3,478,311

4,127,320

TOTAL COMPREHENSIVE INCOME

$

The accompanying notes are an integral part of these consolidated financial statements
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2011

Amounts expressed in Bahamian dollars

Balance as of 1 January 2010
Total comprehensive income

Ordinary
Shares

Preference
Shares

Contributed
Surplus

Retained
Earnings

Total

$ 3,000,000

5,000,000

7,000,000

20,177,905

35,177,905

_

_

4,127,320

4,127,320

_

Transactions with owners
Issuance of preference shares
(Note 9)

_

5,000,000

_

_

_

_

(102,000)

4,898,000

_

(455,137)

(455,137)

_

_

(3,220,000)

(3,220,000)

_

5,000,000

_

(3,777,137)

1,222,863

Balance as of 31 December 2010

3,000,000

10,000,000

7,000,000

20,528,088

40,528,088

Balance as of 1 January 2011

3,000,000

10,000,000

7,000,000

20,528,088

40,528,088

_

_

–

3,478,311

3,478,311

_

_

_

_

_

_

_

_

_

Dividends - preference shares
Dividends - ordinary shares
Total transactions with owners

Total comprehensive income
Transactions with owners
Dividends - preference shares
Dividends - ordinary shares
Total transactions with owners
Balance as of 31 December 2011

$ 3,000,000

10,000,000

7,000,00

(624,760)

(624,760)

(1,800,000)

(1,800,000)

(2,424,760)

(2,424,760)

21,581,639

41,581,639

Dividends per preference share: $0.62 (2010: $0.46)
Dividends per ordinary share: $0.18 (2010: $0.32)

The accompanying notes are an integral part of these consolidated financial statements
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Change and Growth
Just as in the natural world, so in the business world, change
and growth are inextricably linked. Without change business
and commerce stagnate and loose their impetus and no
growth, as current world events show us, is inevitably
followed by a decline.
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CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Total comprehensive income
Adjustments for:
Interest, dividends and other income
Net change in unrealized appreciation/depreciation
of investments in securities
Depreciation and amortization

Amounts expressed in Bahamian dollars

$

2011

2010

3,478,311

4,127,320

(1,161,992)

(1,215,177)

162,083
183,922

(Increase) / Decrease in operating assets
Term deposits
Due from reinsurers
Due from agents
Deferred commission expense
Accounts receivable, prepayments and other assets

118,381
211,619

(1,433,402)
303,206
(997,152)
37,261
(29,084)

121,969
178,877
264,446
(54,657)
50,130

Increase / (Decrease) in operating liabilities
Unearned premiums reserve
Outstanding claims reserve
Deferred commission income
Due to reinsurers
Accounts payable and accrued expenses
Advances from reinsurers

(910,498)
(117,553)
379,176
(911,461)
153,496
–

(720,337)
1,298,909
178,045
214,539
31,767
(54,917)

Net cash from/(used in) operating activities

(863,687)

4,750,914

CASH FLOWS FROM INVESTING ACTIVITIES
Interest and dividends received
Purchase of investments in securities
Proceeds from sale/maturity of investments in securities
Purchase of property, plant and equipment

1,131,834
(959,328)
550,000
(2,374,831)

1,297,928
(421,031)
37,500
(1,019,834)

Net cash used in investing activities

(1,652,325)

(105,437)

Proceeds from issuance of preference shares
Payment of dividends on preference shares
Payment of dividends on ordinary shares

–
(624,760)
(1,800,000)

4,898,000
(455,137)
(3,220,000)

Net cash from/(used in) financing activities

(2,424,760)

1,222,863

Net increase/(decrease) in cash and cash equivalents

(4,940,772)

5,868,340

CASH FLOWS FROM FINANCING ACTIVITIES

Cash and cash equivalents as of beginning of year

18,805,084

12,936,744

Cash and cash equivalents as of end of year (Note 3)

13,864,312

18,805,084

$

See Notes 7 and 8 for significant non-cash transactions.

The accompanying notes are an integral part of these consolidated financial statements
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2011
1.

General Information
RoyalStar Assurance Ltd. (the Company) is incorporated under the Companies Act, 1992 of the Commonwealth
of The Bahamas (The Bahamas) and is licensed to operate as a property and casualty insurance company in
The Bahamas under the Insurance Act, 2005. The Company is also licensed to operate in the same capacity
under the relevant statutes and regulations in the Cayman Islands, the Turks and Caicos Islands and the British
Virgin Islands. Additionally, the Company through a wholly owned subsidiary, RoyalStar Investments Ltd.(RIL),
invests in commercial real estate.
The Company is sole beneficiary of a trust established to comply with regulations promulgated by the Cayman
Islands insurance regulator (Note 3). The Company consolidates the trust for financial reporting purposes.
The Company and its subsidiaries are collectively referred to as the Group.
The Company’s registered office is at Mareva House, 4 George Street, Nassau, Bahamas.

2.

Summary of Significant Accounting Policies
The principal accounting policies adopted in the preparation of the consolidated financial statements are set
out below. These policies have been consistently applied to all years presented, unless otherwise stated.
(a)

Basis of preparation
The consolidated financial statements are prepared in accordance with International Financial
Reporting Standards (IFRS) and under the historical cost convention, except as disclosed in the
accounting policies below. The preparation of financial statements in accordance with IFRS requires
management to exercise judgement in the process of applying the Group’s accounting policies. It
also requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the
consolidated financial statements and the reported amounts of income and expenses during the
reporting period. Actual results could differ from those estimates. The areas involving a higher
degree of judgement or complexity, or areas where assumptions and estimates are significant to
the consolidated financial statements, are disclosed in Notes 2(e), 2(f), 2(i) and 2(j).
Amendments and interpretations to published standards that became effective for the year beginning
1 January 2011 were not relevant to the Group’s operations and accordingly did not impact the Group’s
accounting policies or consolidated financial statements.
The application of new standards and amendments and interpretations to existing standards that
have been published but are not yet effective are not expected to have a material impact on the
Group’s accounting policies or consolidated financial statements in the period of initial application.

(b)

Consolidation
Subsidiaries
Subsidiaries are all entities (including special purpose entities) over which the Group has the power
to govern the financial and operating policies generally accompanying a shareholding of more
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2011 (CONTINUED)
than one half of the voting rights. The existence and effect of potential voting rights that are
currently exercisable or convertible are considered when assessing whether the Group controls
another entity. Subsidiaries are fully consolidated from the date on which control is transferred to
the Group. They are de-consolidated from the date that control ceases.
The Group applies the acquisition method to account for business combinations. The consideration
transferred for the acquisition of a subsidiary is the fair value of the assets transferred, the liabilities
incurred and the equity interests issued by the Group. Acquisition costs are expensed as incurred.
Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination
are measured initially at their fair values at the acquisition date. The excess of the consideration
transferred, the amount of any non-controlling interest in the acquiree and the acquisition-date fair
value of any previous equity interest in acquiree over the fair value of the Group’s share of the
identifiable net assets acquired is recorded as goodwill.
Intercompany transactions, balances and unrealized gains on transactions between group entities
are eliminated. Unrealized losses are also eliminated unless the transaction provides evidence of
impairment of the asset transferred. Accounting policies of subsidiaries are changed where necessary
to ensure consistency with the policies adopted by the Group.
(c)

Foreign currency translation
The consolidated financial statements are presented in Bahamian dollars which is the Group’s
functional and presentation currency. Foreign currency transactions are translated into the functional
currency using the exchange rate prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from settlement of such transactions and from translation of monetary assets and
liabilities at year end exchange rates are recognized in the consolidated statement of comprehensive
income.

(d)

Cash and cash equivalents
For the purposes of the statement of cash flows, cash and cash equivalents comprise cash in hand,
current accounts at banks and unrestricted term deposits with original contractual maturities
of three months or less.

(e)

Financial assets
The Group classifies its financial assets into the following categories: loans and receivables (due
from reinsurers and agents; accounts receivable; and investments in government bonds, corporate
bonds and certain preference shares) and financial assets at fair value through profit or loss
(investments in equity securities). Management determines the classification of its financial assets
at initial recognition and re-evaluates this at each reporting date.
Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market, other than those that the Group intends to sell in the short term
or that it has designated as at fair value through profit or loss.
A financial asset is classified into the financial assets at fair value through profit or loss category at
inception if acquired principally for the purpose of selling in the short term, if it forms part of a
portfolio of financial assets in which there is evidence of short-term profit-taking, or if so designated
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by management. Financial assets designated as at fair value through profit or loss at inception are
those that are managed and whose performance is evaluated on a fair value basis, and are intended
to be held for an indefinite period of time but may be sold in response to needs for liquidity or
changes in interest rates, exchange rates or equity prices. Information about these financial assets
is provided internally on a fair value basis to the Group’s key management personnel. All of the
Group’s investments in securities designated as at fair value through profit or loss have been so
designated by management.
Regular-way purchases and sales of financial assets are recognized on the trade date, which is the
date that the Group commits to purchase or sell the asset. Financial assets are initially recognized
at fair value plus transaction costs, except for financial assets at fair value through profit or loss
where transaction costs are expensed as incurred. Financial assets are derecognized when the rights
to receive cash flows from them have expired or when they have been transferred and the Group
has also transferred substantially all risks and rewards of ownership.
Loans and receivables are carried at amortized cost using the effective interest method, less any
provision for impairment.
Financial assets at fair value through profit or loss are subsequently carried at fair value based on
quoted prices for investments traded in active markets or valuation techniques, including recent
arm’s length transactions, discounted cash flow analysis and other valuation techniques commonly
used by market participants for investments not traded in active markets.
Gains and losses arising from sales or changes in fair value of these investments are recognized in the
consolidated statement of comprehensive income in the period in which they arise.
(f)

Impairment of financial assets
The Group evaluates at each balance sheet date whether there is objective evidence that a financial
asset or group of financial assets is impaired. A financial asset or a group of financial assets is
impaired and impairment losses are incurred if, and only if, there is objective evidence of impairment
as a result of one or more events that occurred after the initial recognition of the asset (a loss event)
and that loss event (or events) has an impact on the estimated future cash flows of the financial asset
or group of financial assets that can be reliably estimated.
If there is objective evidence that an impairment loss on loans and receivables has been incurred,
the amount of the loss is measured as the difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial asset’s original effective interest rate. By comparison, the
amount of loss on financial assets at fair value through profit or loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows discounted
at the current market rate of interest for a similar financial asset.
The carrying amount of the asset is reduced through the use of an allowance account and the
amount of the loss is recognized in the consolidated statement of comprehensive income. If in a
subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognized, the previously recognized
impairment loss is reversed by adjusting the allowance account. The amount of the reversal is
recognized in the consolidated statement of comprehensive income. When a financial asset is
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uncollectible, it is written off against the related allowance account. Recoveries of accounts
previously written off are recognized directly in the consolidated statement of comprehensive
income.
(g)

Property, plant and equipment
Property, plant and equipment, are carried at historical cost less accumulated depreciation and
amortization, except land which is not depreciated. Historical cost includes expenditures that are
directly attributable to the acquisition of the item.
Subsequent costs are included in the asset’s carrying amount or are recognized as a separate asset,
as appropriate, only when it is probable that future economic benefits associated with the item will
flow to the Group and the cost of the item can be measured reliably. Repairs and maintenance are
charged to the consolidated statement of comprehensive income during the financial period in which
they are incurred.
Depreciation is calculated using the straight-line method to allocate the assets’ costs to their residual
values over their estimated useful lives, as follows:
Furniture, equipment and software
Motor vehicles
Leasehold Improvements

5 to 10 years
3 years
Lesser of lease term and 10 years

Assets that are subject to depreciation and amortization are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount may not be recoverable.
An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount. The recoverable amount is the
higher of the asset’s fair value less costs to sell and its value in use.
Gains and losses on disposals are determined by comparing proceeds with the carrying amounts and
are recognized in the consolidated statement of comprehensive income.
(h)

Investment property
Property held for capital appreciation that is not occupied by the Group is classified as investment
property. Investment property comprises freehold land and is accounted for using the accounting
policies applicable to property, plant and equipment.

(i)

General insurance funds
General insurance funds comprise unearned premiums reserve, outstanding claims reserve and
deferred commission income. Unearned premiums reserve represents the portion of the net
premiums written, which relate to periods of insurance coverage subsequent to the balance sheet
date.
The outstanding claims reserve comprises liabilities for unpaid claims that are estimated using:
the input of assessments for individual cases reported to the Group; and statistical analyses for
claims incurred but not reported, and the estimate of the expected ultimate cost of more complex
claims that may be affected by external factors. The Group does not discount its liabilities for
outstanding claims.
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Navigating Change
Knowledge and a sense of direction are essential in a fast
moving world. Knowing how to navigate the pitfalls and
constant challenges and changes in our daily lives can keep us
from making disastrous mistakes in both our business and
personal lives.
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Deferred commission income represents the portion of commissions earned on premiums ceded,
which relate to periods of insurance coverage subsequent to the balance sheet date. Deferred
commission expense represents the portion of commissions incurred on premiums written, which
relate to periods of insurance coverage subsequent to the balance sheet date.
(j)

Revenue and expense recognition
Net premiums written (premiums written less premiums ceded) are recognized as revenue over
the periods covered by the related policies. Commission expense incurred on premiums written
and commission income earned on premiums ceded are recognized in the same manner as net
premiums written.
The Group’s net share of claims and loss adjustment expenses are recognized as incurred based
on the estimated liability for compensation owed to policyholders or third parties damaged by
policyholders. They include direct and indirect claims settlement costs that arise from events that
have occurred up to the balance sheet date regardless of whether or not they have been reported.
Interest income and expense for all interest-bearing financial instruments are recognized using the
effective interest method. Other income and expenses are recognized on the accrual basis, except
for profit commissions and dividend income, which are recognized when the Group’s right to receive,
or obligation to make, payment has been established.

(k)

Taxation
Premium tax is incurred at the rate of 3% and 2.5% of premiums written in The Bahamas and the
Turks and Caicos Islands, respectively. In the Cayman Islands, stamp duty of KY$12.00 is incurred for
each policy written in that jurisdiction. All premium taxes and stamp duties are charged separately
to policyholders. No premium taxes or stamp duties are incurred in other jurisdictions in which the
Group operates.
Under the current laws of The Bahamas, the country of domicile of the Group, there are no income,
capital gains or other corporate taxes imposed. The Group’s operations do not subject it to taxation
in any other jurisdiction.

(l)

Leases
Leases, where a significant portion of the risks and rewards of ownership are retained by the
lessor, are classified as operating leases. Payments made under operating leases are charged to the
consolidated statement of comprehensive income on a straight-line basis over the period of the lease.

(m)

Employee benefits
The Group has a defined contribution pension plan for its Bahamian employees, whereby the
Group makes fixed contributions to a privately administered pension plan. The Group has no
further obligations to pay contributions if the plan does not hold sufficient assets to pay all
employees the benefits relating to employee service in the current or prior periods.
The Group’s contributions to the defined contribution pension plan are charged to the
consolidated statement of comprehensive income in the year to which they relate.
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(n)

Corresponding figures
Where necessary, corresponding figures are adjusted to conform to changes in presentation
adopted in the current year.

3.

Cash and Cash Equivalents
2011
Cash in hand and at banks
Term deposits
Accrued interest
Restricted term deposits
Term deposits with original contractual maturities
greater than three months

$

$

2010

2,777,436
25,282,290
(185,480)
(4,663,093)

4,681,423
26,925,904
(225,711)
(3,638,237)

(9,346,841)

(8,938,295)

13,864,312

18,805,084

The restricted term deposits represent funds placed by the Group in a trust and other term deposit accounts
that cannot be distributed without the permission of the insurance regulators in the Cayman Islands, the Turks
and Caicos Islands and the British Virgin Islands. Interest rates on term deposits range from 0.06% to 5.50%
(2010: 0.05% to 6.25%) per annum.
4.

Due from Agents
2011
Receivable from agents
Provisions for doubtful debts

2010

$

17,180,543
(610,000)

16,073,391
(500,000)

$

16,570,543

15,573,391

During 2010, an agent settled balances totalling $1,343,431 owing to the Group by the transfer of a
related party’s shareholding in RIL to the Group; see Note 7.

Movements in the provision for doubtful debts comprise:
2011

2010

Balance as of beginning of year
Provision for doubtful debts

$

500,000
110,000

250,000
250,000

Balance as of end of year

$

610,000

500,000

As of 31 December 2011, the Group had balances past due totalling $609,745 (2010: $473,087) that are
impaired and $4,001,000 (2010: $3,573,254) that are past due but not impaired.

23

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2011 (CONTINUED)
5.

Investments in Securities
Financial assets at fair value through profit or loss
The Group ranks its investments in securities based on the hierarchy of valuation techniques required by
IFRS, which is determined based on whether the inputs to those valuation techniques are observable or
unobservable. Observable inputs reflect market data obtained from independent sources; unobservable
inputs reflect the Group’s market assumptions. These two types of inputs lead to the following fair
value hierarchy:
Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities. This level includes
equity securities and debt instruments listed on exchanges.
Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability,
either directly (that is, as prices) or indirectly (that is, derived from prices).
Level 3 – Inputs for the asset or liability that are not based on observable market data (unobservable inputs).
This level includes equity securities and debt instruments with significant unobservable components.
This hierarchy requires the use of observable market data when available. The Group considers relevant and
observable market prices in its valuations where possible.

Level 1
Equity securities

$

Level 3
Equity securities
Mutual fund shares

Total financial assets at fair value through profit or loss

$

2011

2010

1,742,185

1,525,079

7,102,384
671,383

6,953,835
955,793

7,773,767

7,909,628

9,515,952

9,434,707
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Communications
The pace of life and how we do business has changed beyond
imagination in the last thirty years with the development of
new and faster forms of communication. Computers, the
internet and an ever increasing number of multi-function
mobile devices keep us in touch, day and night, wherever we
are, with local and world events almost as they happen,
enabling us to act or react in ways we never could in the past.
What will the next thirty years bring?
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As of 31 December 2011, the cost of financial assets at fair value through profit or loss totalled $7,895,704
(2010: $7,652,376), of which $6,517,857 (2010: $6,574,410) represented Level 3 securities. Movements in
financial assets at fair value through profit or loss comprise:

Level 1

Level 3

Total

1,525,079
299,881
–
–
(82,775)

7,909,628
443,447
(500,000)
–
(79,308)

9,434,707
743,328
(500,000)
–
(162,083)

Balance as of 31 December 2011

1,742,185

7,773,767

9,515,952

Balance as of 1 January 2010
Purchases
Sales
Net realized gain/(loss)
Net change in unrealized appreciation/depreciation

1,492,412
38,071
–
–
(5,404)

7,639,645
382,960
–
–
(112,977)

9,132,057
421,031
–
–
(118,381)

1,525,079

7,909,628

9,434,707

Balance as of 1 January 2011
Purchases
Sales
Net realized gain/(loss)
Net change in unrealized appreciation/depreciation

Balance as of 31 December 2010

$

Loans and receivables
The Government of The Bahamas
Bridge Authority bonds

Caribbean Crossing Limited
Series B preference shares

$

$

Interest Rate

Maturity

2011

2010

Prime + 1.00%
Prime + 1.25%
Prime + 1.50%
Prime + 1.63%

24/03/2014
24/03/2019
24/03/2024
24/03/2029

1,200
13,600
51,200
23,300

1,200
13,600
51,200
23,300

Prime + 1.50%

30/06/2016

–

50,000

Consolidated Water (Bahamas) Limited
corporate bonds

Prime + 2.00%

21/06/2015

212,500

212,500

Sun Shipping Ltd.
preference shares

Prime + 3.50%

Perpetual

200,000

200,000

Sun Shipping Ltd.
corporate bonds

Prime + 3.50%

27/12/2013

700,000

700,000

Sunshine Holdings Limited
corporate bonds

Prime + 0.50%
Prime + 0.50%

27/06/2012
28/07/2012

250,000
250,000

250,000
250,000

7.00%

30/06/2026

216,000

–

College of The Bahamas
redeemable term notes

Accrued interest
Total loans and receivables

$

1,917,800

1,751,800

97,884

27,495

2,015,684

1,779,295
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6.

Investment Property
During 2010 and following the acquisition of RIL, the Group changed its plans to develop a commercial
building complex on land owned on Collins Avenue, New Providence, Bahamas. Accordingly, such land was
transferred from property, plant and equipment to investment property.
The carrying value is considered to approximate the fair value of the investment property. See Note 7 for
further details.

7.

Property, Plant and Equipment
Land and
Building

Furniture
Equipment
and Software

3,172,490
2,006,189

3,606,045
240,203

187,635
38,495

317,186
89,944

7,283,356
2,374,831

5,178,679

3,846,248

226,130

407,130

9,658,187

Accumulated Depreciation/
Amortization:
As of 1 January 2011
Charge for the year

–
–

2,602,318
148,774

164,078
27,691

310,143
7,457

3,076,539
183,922

As of 31 December 2011

–

2,751,092

191,769

317,600

3,260,461

Net book value as of
31 December 2011

5,178,679

1,095,156

34,361

89,530

6,397,726

Cost:
As of 1 January 2010
Additions
Transfer
Disposals

1,010,913
3,172,490
(1,010,913)
–

3,079,592
526,453
–
–

245,952
–
–
(58,317)

309,433
7,753
–
–

4,645,890
3,706,696
(1,010,913)
(58,317)

As of 31 December 2010

3,172,490

3,606,045

187,635

317,186

7,283,356

Accumulated Depreciation/
Amortization:
As of 1 January 2010
Charge for the year
Disposals

–
–
–

2,441,190
161,128
–

172,614
49,781
(58,317)

309,433
710
–

2,923,237
211,619
(58,317)

As of 31 December 2010

–

2,602,318

164,078

310,143

3,076,539

3,172,490

1,003,727

23,557

7,043

4,206,817

Cost:
As of 1 January 2011
Additions

$

As of 31 December 2011

Net book value as of
31 December 2010

$

Motor
Vehicles

Leasehold
Improvements

Total
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During 2010, the Group acquired the remaining shareholding of RIL from a related party with proceeds offset
against receivables due from a related agent. At that time, RIL became a subsidiary and was consolidated in
the Group’s financial statements.
The purpose of RIL is the development of a commercial building complex on John F. Kennedy Drive, New
Providence, Bahamas, with the Group expected to occupy a portion of the complex and lease the remainder.

8.

Outstanding Claims Reserve and Net Claims Incurred
2011
Outstanding claims reserve comprises:
Gross provision of claims
Amounts recoverable from reinsurers

2010

$

20,681,710
(9,496,518)

18,139,008
(7,862,868)

$

11,185,192

10,276,140

As of 31 December 2010, the Group held $1,026,605 in advances received from reinsurers to settle catastrophe
claims still being processed. During 2011, the Group used the remaining advances to offset amounts
recoverable from reinsurers.
Net claims incurred comprise:
Gross claims incurred
Amounts recoverable from reinsurers
Net change in outstanding claims reserve

2011

2010

$

10,967,447
(5,944,639)
(230,813)

8,289,458
(2,551,998)
(424,512)

$

4,791,995

5,312,948
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Movements in the outstanding claims reserve, based on the policy year to which claims relate, can be analyzed
as follows:
Insurance claims – Gross
Accident year

2007

2008

2009

2010

2011

Total

6,112,252

20,905,272

5,758,841

6,928,098

10,978,882

Estimate of ultimate
claims cost:
At end of accident year $

50,683,345

One year later

7,733,897

15,708,905

7,088,031

6,830,702

–

–

Two years later

7,690,613

15,617,710

6,624,649

–

–

–

Three years later

7,159,978

15,605,232

–

–

–

–

Four years later

7,265,029

–

–

–

–

–

Current estimate of
cumulative claims

7,265,029

15,605,232

6,624,649

6,830,702

10,978,882

47,304,494

(6,725,591)

(14,742,587)

(5,502,253)

(4,469,890)

(5,499,163)

(36,939,484)

539,438

862,645

1,122,396

2,360,812

5,479,719

10,365,010

Cumulative payments
to date
Liability included in gross
$
provision of claims
Liability in respect
of prior years
Total liability included in
gross provision of claims

10,316,700

$

20,681,710
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Insurance claims - Net
Accident year

2007

2008

2009

2010

4,296,212

6,363,458

3,845,948

4,268,257
4,631,017

2011

Total

Estimate of ultimate
claims cost:
At end of accident year $

5,253,281

One year later

4,859,503

6,947,451

4,917,046

–

–

Two years later

4,885,035

6,998,289

4,502,364

–

–

–

Three years later

4,424,725

6,986,454

–

–

–

–

Four years later

4,443,224

–

–

–

–

–

Current estimate of
cumulative claims

4,443,224

6,986,454

4,502,364

4,631,017

5,253,281

25,816,340

Cumulative payments
to date

(4,054,256)

(6,247,919)

(3,809,595)

(2,928,545)

(2,803,238)

(19,843,553)

Liability recognized in
balance sheet

388,968

692,769

1,702,472

2,450,043

738,535

Liability in respect
of prior years
Total liability included in
consolidated balance sheet

9.

24,027,156

5,972,787

5,212,405

$

11,185,192

Preference Shares
The preference shares outstanding are variable rate cumulative redeemable preference shares with a par
value of $10 per share, redeemable solely at the option of the Group with the declaration of dividends at
the discretion of the Directors of the Group. The dividend rate is Bahamian dollar Prime rate plus 2.00%
payable semi-annually, and any dividends undeclared are cumulative and payable before any distribution to
ordinary shareholders. Total preference shares issued and outstanding as of 31 December 2011 and 2010
total 1,000,000 shares comprised of 500,000 Series A preference shares and 500,000 Series B preference shares.
During 2010, the Directors approved the issuance of 500,000 Series B preference shares, with the same terms,
rights and conditions as Series A preference shares. The cost of the issuance of the Series B preference shares
totalled $102,000, which was deducted from retained earnings.
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Keeping up with Changes
Since the late eighteen hundreds until very recently, the
typewriter was a indispensable business tool. The “touch
typist” was highly trained and in some of the largest
organisations the “typing pool” was the epicentre of
document production.
With the growth of ownership of personal computers in
business, home and educational environments, it became
increasingly necessary for everyone to be able to navigate
their way around a keyboard, even if with only two fingers.
The most recent innovations allow document production to
take place literally “on the road” and the once all-important
typewriter is now a museum piece.
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10.

Premiums Written
Premiums written

$

Premium tax recovered from policyholders
$

11.

2011

2010

65,589,434

61,729,002

(1,454,554)

(1,283,807)

64,134,880

60,445,195

2011

2010

Net Commissions Incurred

Amounts paid to agents

$

Amounts received from reinsurers

8,108,378

8,263,273

(7,746,426)

(7,476,057)

361,952
Movement in deferred commission expense

37,261

Movement in deferred commission income

379,176

178,045

778,389

910,604

$

12.

787,216
(54,657)

Related Party Balances and Transactions
Related parties comprise significant shareholders, directors, key management personnel and entities in
which these parties have control or significant influence. The Group’s primary shareholder is SunStar Ensure
Limited, which owns 52.4% of the Group’s outstanding shares and is owned equally by Sunshine Holdings
Limited and Star General Holdings Limited. The consolidated financial statements include the following
balances and transactions with related parties:
Balances
Due from agents
Investments in securities
Fair Value through profit or loss
- Level 1
- Level 3
Loans and receivables

$

2011

2010

12,290,437

11,797,192

271,325
7,102,382
1,400,000

296,287
6,953,835
1,400,000

35.843,885
4,296,249
1,105,206
25,620

26,771,035
4,115,884
1,058,132
25,620

Transactions
Premiums written
Commissions (paid to agents)
Personnel costs
General and administrative expenses (rent)
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As of 31 December 2011, the Group had balances due from related party agents totalling $3,575,000
(2010: $3,573,254) that are past due but not impaired.
The Directors of the Group remeasured investments in unlisted securities of related parties. The fair values
were determined based on recent arm’s length transactions and other valuation techniques, which resulted
in a net unrealized loss of $44,900 (2010: $115,200). The cumulative net unrealized gain on investments in
unlisted securities of related parties totals $1,284,525 (2010: $1,329,425).
Subsequent to 31 December 2011, the Group acquired 250,000 of the Company’s outstanding shares from key
management personnel for proceeds totaling $1,375,000. The Group intends to cancel these shares.
13.

Employee Benefits
The pension costs recognized in the consolidated statement of comprehensive income in personnel costs in
the current year total $142,369 (2010: $136,970 ). The Group’s contributions to the pension plan vest 50%
with employees upon completion of five years of employment, and fully vest upon completion of ten years
of employment.
As of 31 December 2011, the Group employed 31 (2010: 30) persons.

14.

Commitments and Contingent Liabilities
Commitments
The operating lease for premises occupied by the Group in New providence expired during 2009. The Group
continues to lease the premises on a month to month basis. Monthly rental payments under this arrangement
total $13,382 plus agreed service charges.
The Group also has an operating lease for premises it occupies in Grand Bahama. Future lease obligations to
April 2013 under this agreement total $34,160.
As of 31 December 2011, outstanding capital commitments contracted for the construction of the Group’s
commercial complex total $2,947,869.
Contingent liabilities
The Group is a party to several legal actions involving claims. Management believes that the resolution
of these matters will not have a material impact on the Group’s consolidated financial statements and
adequate provision has been made in the outstanding claims reserve.
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15.

Risk Management
The Group engages in transactions that expose it to insurance risk, credit risk, liquidity risk, interest rate risk
and price risk in the normal course of business. The Group’s financial performance is affected by its capacity
to understand and effectively manage these risks, and its challenge is not only to measure and monitor these
risks but also to manage them as profit opportunities.
(a)

Insurance risk
Insurance risk is the risk under insurance contracts that the insured event occurs and the amount
of the resulting claim is uncertain. In the normal course of business, the Group seeks to limit its
exposure to losses that may arise from any single occurrence through the use of reinsurance
arrangements. Reinsurance is primarily placed using a combination of proportional, facultative
and excess of loss treaties.
Obtaining reinsurance does not, however, relieve the Group of its primary obligations to the
policyholders; therefore, the Group is exposed to the risk that the reinsurers may be unable to
fulfil their obligations under the contracts. The Group seeks to mitigate this risk by placing its
reinsurance coverage with large multi-national insurers.
Insurance contracts issued in The Bahamas represent approximately 77% (2010: 70%) of all contracts
issued by the Group.

(b)

Credit risk
Credit risk arises from the potential failure of a counterparty to perform according to the terms of a
contract. The Group’s exposure to credit risk includes the majority of its assets. To mitigate this risk,
the Group places cash with banks in good standing with the applicable banking regulators; monitors
the payment history of its agents before continuing to do business with them; places reinsurance
coverage as noted in (a) above; and invests in debt securities of financially sound companies,
including related parties.
Related party agents’ balances are supported by shares of the Group, indirectly owned by these
parties that have been pledged in favor of the Group as collateral.

(c)

Liquidity risk
Liquidity risk is the risk that the Group may not have the necessary funds to honour all of its financial
commitments including claims. All ‘other liabilities’ are due on demand and claims principally have
short-term cash outflows. The remaining general insurance liabilities could result in cash outflows
within one year.
The Group manages its liquidity risk by maintaining an appropriate level of liquid assets (principally
cash at banks and term deposits), which mature or could be sold immediately to meet cash
requirements for normal operating purposes.

34

Climate Change
There seems little doubt that our climate is changing. Weather
extremes are becoming commonplace, for example heavy
rains have recently caused unprecedented floods in Australia
and Thailand. The ice caps are melting causing sea levels
to rise. Tornadoes seem to be increasing in frequency and
severity. Hurricane activity appears to be on the rise. These
climate extremes can cause massive loss of life and property,
and will continue to do so, unless we, the human race, are
able to adapt to our changing climate."
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(d)

Interest-rate risk
Interest-rate risk is the risk that the fair value or cash flows of financial instruments may fluctuate
significantly as a result of changes in market interest rates. The Group’s exposure to fair value
interest rate risk is considered minimal as its interest-bearing financial instruments for the most part
have short terms to maturity or interest rates that periodically reset to market rates. The resulting
cash flow interest rate risk is not hedged and considered a profit opportunity.

(e)

Price risk
Price risk is the risk that the fair value and/or amounts realized on sale of financial instruments may
fluctuate significantly as a result of changes in market prices. The securities held at fair value through
profit or loss expose the Group to price risk. The Group invests in private equity securities of
companies demonstrating profit potential generally accompanying underlying assets with fair values
in excess of the entity’s equity. Investments are also made in exchange traded securities of companies
that the Directors of the Group, with the advice of an investment manager, consider to have income
and/or capital gains potential.

16.

Capital Management
The Group’s objectives when managing capital, which consists of total equity on the consolidated balance
sheet, are:
• To comply with the insurance capital requirements required by the regulators of the insurance markets
in which the Group operates;
• To safeguard the Group’s ability to continue as a going concern so that it can continue to provide
returns for shareholders and benefits for other stakeholders; and
• To provide adequate returns to shareholders by pricing insurance contracts commensurate with the
level of risk.
In each country in which the Group operates, the insurance regulator specifies the minimum amount and
type of capital that must be held and solvency ratio that must be maintained, based on the applicable laws
and regulations governing the country’s insurance industry. The minimum capital requirements applicable
to the Group range from $150,000 to $5,000,000. The Group has complied with all of the externally imposed
capital requirements to which it is subject.
As of 31 December 2011 and 2010, the Group had an A.M. Best Financial Strength Rating of A- (Excellent)
with a stable outlook.

17.

Fair Values of Financial Instruments
Financial instruments utilized by the Group are limited to the recorded financial assets and liabilities included
in the consolidated balance sheet. Carrying amounts of all financial instruments reflect fair values or are
considered to approximate fair value given their short-term nature and/or interest rates that periodically
reset to market interest rates.

18.

Subsequent Events
Subsequent to the year end, the Directors approved a dividend of $168,750 ($0.34 per share) on Series B
preference shares.
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DISTRIBUTION NETWORK
FREEPORT
Star General Insurance Agency (Grand Bahama) Ltd.
Star General Insurance Building
2B The Mall, P. O. Box F-43044
Tel (242) 350-7827

ABACO
Abaco Insurance Agency Ltd.
Stratton Drive, P. O. Box AB-20404, Marsh Harbour
Tel (242) 367-2549

ELEUTHERA
J. H. (Andy) Higgs Insurance Agency
P. O. Box EL-27475, Spanish Wells
Tel (242) 333-4105

NASSAU
Advantage Insurance Brokers & Agents Ltd.
Miller House, 61 Collins Avenue, P. O. Box N-9942
Tel (242) 356-0285

Star General Insurance Agents & Brokers Ltd.
Marathon Road, P. O. Box N-1108
Tel (242) 676-0800

Sunshine Insurance (Agents & Brokers) Ltd.
Sunshine House, Shirley Street & Highland Terrace
P. O. Box N-3180
Tel (242) 394-0011

A. Scott Fitzgerald Insurance Brokers
& Agents Company Ltd.
Miracle Mall, Prince Charles Drive, P. O. Box SS-6765
Tel (242) 356-5709

CMA Insurance Brokers & Agents Ltd.
East Bay Street, P. O. Box SS-19067
Tel (242) 393-6734

Cole Insurance Agents & Brokers Ltd.
131 Shirley Street, P. O. Box N-121
Tel (242) 323-4111

Tavares & Higgs Insurance Agents & Brokers
1 Sandyport Plaza, P.O.Box SP-64003
Tel (242) 527-8606

Eleuthera Insurance Agents & Brokers Limited
P. O. Box EL-26030, Rock Sound
Tel (242) 334-2254

C AY M A N
Fidelity Insurance (Cayman) Ltd.
Cayman Financial Centre, 36A Dr. Roy’s Drive
P. O. Box GT-2174, George Town, Grand Cayman
Tel (345) 949-7221

TURKS & CAICOS
BAF General Insurance Brokers (TCI) Ltd.
Southern Shores Bld., 1229 Leeward Hwy, Unit #4
Providenciales, Turks & Caicos Islands
Tel (649) 946-4485

