1. The state or quality of being dedicated
to a cause, activity, or a financial goal,
etc.
2. A pledge or undertaking.

RoyalStar Assurance (RSA) is committed to providing our customers
with the confidence and knowledge that our services and products are
the best available.

Fiduciary Responsibility
The country’s reputation as a peaceful, hospitable democracy
continues to attract investors from around the globe.
Writing business in the Caribbean, we are exposed to frequent and
severe weather-related events. Therefore, it is our duty to act in
the best interests of our shareholders and reinsurance partners to
protect their assets.
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Customer Friendly
Through our knowledgeable staff and agents we offer superior
and innovative Property, Motor, Liability and Marine insurance
products to the marketplace. Our clients are protected by RSA’s
strong balance sheet and conservative reinsurance programme.
We have committed ourselves to anticipating customer needs and
exceeding their expectations. These qualities have undoubtedly
been a factor in the decision by A.M. Best Co. to upgrade the
financial strength rating of the Company in January 2014 to ‘A’
(Excellent) with a stable outlook.
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C O R P O R AT E I N F O R M AT I O N

HEAD OFFICE

FREEPORT OFFICE

RoyalStar House
John F. Kennedy Drive
P. O. Box N-4391
Nassau, Bahamas

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

Telephone (242) 328-7888
Facsimile (242) 325-3151

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

AUDITORS

REGISTERED OFFICE

PricewaterhouseCoopers Bahamas
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
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Our Commitment to the Community
RSA has a responsibility to the community in which we live and operate
to be the best corporate citizen we can be.

THE CRISIS CENTRE,
BAIN TOWN COMMUNITY WALKABOUT

PRIMARY SCHOOL STUDENT OF THE YEAR

CANCER SOCIETY

From supporting a
sailing programme for youth
that teaches them
the importance of teamwork
and tradition, to assisting
facilities that house the
elderly, our company is
quietly making a difference
in our community.
GRAND BAHAMA SAILING CLUB

HANDS FOR HUNGER

FREEDOM FARM

HOPEDALE CENTRE
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C H A I R M A N ’ S S TAT E M E N T
manage unforeseen local disasters such as the
recent May 2013 flooding which impacted mainly
the eastern and southern areas of New Providence
and also the changing business environment with
increased competition especially from new entrants
in the marketplace.
The 2013 results are comprised of an underwriting
profit of $3,114,000 and an investment profit of
$1,005,500. The dynamics of our underwriting
philosophy have not changed as we continue to
improve our risk monitoring and pricing capabilities.

2013 was a particularly significant year for RoyalStar
Assurance. It began with the advice from A.M. Best
Co. that the Company’s financial outlook had been
elevated from Stable to Positive.
It ended with the opening of RoyalStar House, our
new headquarters, located at John F. Kennedy Drive
on New Providence.
On the latter occasion, a basic theme of my remarks
was that RSA was a Company “built to last”.
This is more than a nice sounding mantra. It reflects
a deep commitment.
Thus, I am pleased to advise that RSA’s commitment
to the Company’s core values of disciplined
underwriting and conservative investment strategy
has resulted in a respectable result of $4,119,500
which represents a return on ordinary shareholders’
equity of 10.36%. Gross Written Premium of
$67,156,800 and Net Written Premium of
$19,354,700 were achieved for the year 2013 despite
the macroeconomic challenges in The Bahamas, the
Cayman Islands and the Turks and Caicos Islands.
These results demonstrate RSA’s ability to properly

RSA’s commitment to the above along with resilient
underwriting
performance,
proven
risk
management strategies, excellent risk-based
capitalization levels and a panel of high quality
reinsurers allowed A.M. Best Co. during January of
2014, to upgrade RSA’s financial strength rating to
‘A’ (Excellent) with a Stable Outlook. This has placed
the Company in a very unique position in the
Caribbean region.
During 2014 we have a number of new initiatives
and strategic actions which will require our focus to
reposition RSA for the future. With RSA’s capital
position, strong balance sheet, significant liquidity,
seasoned management and professional leadership
from the Board of Directors, RSA is well-respected
in the international insurance industry.
On behalf of my fellow Directors, I wish to formally
thank all agents, reinsurers, employees and the
thousands of policyholders who have bestowed
their commitment and confidence in RSA.

Franklyn R. Wilson, CMG
Chairman
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FINANCIAL HIGHLIGHTS
(Expressed in Bahamian Dollars)

2013

2012

2011

2010

67,156,800

64,867,000

64,134,900

60,445,200

Net Premium Earned

19,366,200

20,548,400

20,861,800

22,404,200

Underwriting Results

3,114,000

3,766,700

2,478,400

3,030,500

Investment Income

1,005,500

633,900

999,900

1,096,800

Net Profit

4,119,500

4,400,600

3,478,300

4,127,300

87,190,700

90,957,100

68,546,200

68,899,500

43,964,300

42,469,800

41,581,600

40,528,000

227.15%

210.83%

208.42%

189.90%

3.48

3.33

3.16

3.05

Earnings per ordinary share

0.35

0.38

0.29

0.36

Dividend per ordinary share

0.20

0.15

0.18

0.32

10.36%

11.63%

9.00%

11.76%

COMPREHENSIVE INCOME
Gross Premium

$

BALANCE SHEET
Total Assets

$

Shareholders’ equity
Solvency ratio

COMMON SHARE INFORMATION
Book value per share

Rate of return

$
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M A N A G I N G D I R E C T O R ’ S S TAT E M E N T
During the second quarter of 2013 The Bahamas
experienced severe flooding from excessive rainfall
combined with a Spring tide which impacted the
eastern and southern areas of New Providence.
Estimated total gross market losses were in the
region of twelve to fifteen million dollars.
Fortunately, the region was not impacted by any
major catastrophic events during 2013 which could
have resulted in major losses of life and property.
2013 Financial Performance

Introduction
The macroeconomic environment of The Bahamas,
the Cayman Islands and the Turks and Caicos Islands
continues to be challenging with small
improvements recorded in the countries’ growth
and unemployment rates. The Baha Mar resort
project which is scheduled to be completed during
the fourth quarter of 2014 is projected to employ
eight thousand employees, mainly Bahamian, which
should have a significant positive impact on the
economy and unemployment rate of The Bahamas.
In 2013 the global reinsurance industry reported
solid underwriting gains due to below average
catastrophe losses and concurring underwriting
gains from previous year reserves. As A.M. Best
stated it was a “Miraculous Year” for the
reinsurance market. Based on the profitability of the
industry for 2013 and 2012, most reinsurers have
recovered their equity positions which were severely
impacted in 2011. However, the road ahead could be
treacherous as non-traditional third party
alternative capital continues to flow into this sector
resulting in rates softening across all lines of
business and increased capacity especially in areas
not affected by losses.

The results for 2013 represent the strength and
effectiveness of our strategic operating policies.
Despite the pressures of the ever changing
operating environment, we continue to focus on
underwriting and pricing disciplines. This strategy
produced a total comprehensive income of
$4,119,500 which comprises of an underwriting
result of $3,114,000 and an investment result of
$1,005,500. The 2013 results were in line with the
prior year’s results, though they were slightly below
budget projection due to the losses incurred as a
result of the May flooding. We remain committed to
growing our shareholder equity and as at the end of
2013, the equity reserves were $43,964,300. The ROE
applicable to the ordinary shareholders was 10.36%
compared to a ROE for 2012 of 11.63%. The Balance
Sheet of RSA at 31 December 2013 included
$52,869,800 in cash, investment and property
related assets. We are committed to our capital
management goal of always having sufficient
liquidity in our investment portfolio to respond
quickly to our obligations to our policyholders
following volatile and unpredictable events.
Gross written premium (GWP) for 2013 was
$67,156,800 which represented an increase of 3.5%
over 2012. The GWP growth was mainly driven by
our global network partners who have confidence
in using RSA’s strong Balance Sheet and technical
expertise to place their property and liability
portfolios in territories where we are licensed to
conduct insurance business. Our Net Written
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Premium (NWP) for the year was $19,354,700, a 4%
decrease over 2012 which reflects a shift mainly in
the property and motor portfolios to alternative
coverages. Non insurance related expenses for 2013
totalled $5,282,600, an increase of $17,600 over
2012. The expenses for 2013 included the costs
related to the opening of RSA’s new office complex
on 4 December 2013.
Based on our continued prudent approach to
underwriting,
investment
and
reinsurance
protection which has resulted in consistent financial
performance throughout the years, A.M. Best has
upgraded the RSA’s financial strength rating to ‘A’
Excellent with a Stable Outlook.

→
→
→

Focused attention on the needs of their
customers.
Improved dialogue between RSA and the
agents.
Transfer of knowledge through overseas and
local training opportunities.

We are pleased to advise that RSA has implemented
some of the agents’ recommendations which were
discussed during the conference.
RSA is committed to being a good corporate citizen
and has donated to various charitable organizations
especially those involved in environment protection,
youth activities and caring for our senior citizens.

Commitment
Outlook
RSA has maintained a continuous presence in the
territories which we represent through good times
and bad, including responding to such disasters as
Hurricanes Ivan, Frances, Jeanne, Wilma and Ike.
Our commitment to our policyholders during such
disasters was evident by our fair claims paying
ability that was second to none. Such disasters over
the past eleven years produced policyholder claims
in excess of $350,000,000.
RSA recognizes our fiduciary responsibility to
protect our shareholders and reinsurance capital.
Therefore, we continue to monitor our insurance
aggregates to ensure we achieve a well-balanced
portfolio and the appropriate reinsurance
arrangements are purchased to protect RSA’s
Balance Sheet. Our method of transparent
reporting is welcomed by our directors and
reinsurers.
During the second quarter of 2013 we held our
second agency retreat in Montreal, Canada under
the theme “Building Agency Relationships”. The
theme was particularly chosen to demonstrate to
our agency partners RSA’s commitment to the
following:

2014 will continue to be a challenging year for the
local insurance industry. With the increased capital
flowing into the reinsurance industry there is no
doubt that we are in a soft market cycle and
tremendous pressure will be placed on risk selection
and pricing. RSA will continue with our disciplined
and conservative approach to underwriting risk and
reinsurance protection which have made us
successful in the past. However, it would not be
sensible for RSA to look into the rearview mirror and
lose sight of the challenges it will face in the future.
During the first quarter of 2014 the Board of
Directors and Executive Management of RSA held a
strategy meeting to ensure that the company is well
positioned to respond to the ever changing market
environment.
Finally
To the Board of Directors, our outstanding and
dedicated management and staff and our
shareholders, I wish to sincerely thank you for the
commitment you have shown to RSA.

Anton A. Saunders
Managing Director
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Our Commitment to the
Environment
Imagine the kind of environment you wish to live in then do
what you can to make it better. An ideal geographical
location, combined with stunning natural resources, make
The Bahamas an ideal place in which to do business.
As long-time advocates for a cleaner, safer environment, we
were one of the first local businesses to give away green
grocery bags and energy efficient light bulbs. Today we
sponsor public service announcements that serve to remind
people that no matter where we are or what we do we must all
be responsible stewards of our environment.
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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 organisation structure to reflect these
objectives and to serve the interests of the Company, its
customers, shareholders, employees and the community.
Responsibilities of The Board 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 where
management is invited to make presentations and
respond to questions. Additionally, there are five
committees focused on separate areas that meet at least
twice annually. The committees are as follows: Audit,
Conduct Review, Investment, Reinsurance & Underwriting
and Administration & Compensation.
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 seven members and three
alternate members, all of whom are senior executives
in their respective 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 invaluable to
the Company. The majority of shareholders of RSA are all
insurance or insurance-related organisations.
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Employees’ Focus
Having a consistent financial performance gives RSA the
ability to provide long-term rewarding careers for our staff
which allows them to provide for their families.
Employees are taking advantage of our study programmes
and training opportunities within the Bahamas and overseas.
We truly believe that if our employees are properly trained
and work as a team, they will make better underwriting and
business decisions.
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BOARD OF DIRECTORS

Franklyn R. Wilson
Chairman

James M. Pinder
President

Ian Rolle

Chester Cooper

Herbert H. Thompson
Alternate

CMG

Richard Espinet

Anton Saunders

A. Bismark Coakley, MBE
Alternate

Barry J.Malcolm

Dean Romany
Alternate
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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 2013, and the consolidated
statements of comprehensive income, changes in equity and cash flows for the year then ended, and notes,
comprising 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 2013, and their financial
performance and cash flows for the year then ended in accordance with International Financial Reporting
Standards..

Chartered Accountants
Nassau, Bahamas
8 April 2014
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RoyalStar Assurance Ltd. (Incorporated under the laws of the Commonwealth of The Bahamas)
CONSOLIDATED BALANCE SHEET
AS OF 31 DECEMBER 2013

ASSETS
Cash on hand and at banks (Note 3)
Term deposits (Note 3)
Due from reinsurers
Due from agents (Note 4)
Accounts receivable, prepayments and other assets
Unearned premiums reserve – reinsurance
Deferred commissions expense
Outstanding claims recoverable from reinsurers (Note 8)
Investments in securities (Note 5):
Fair value through profit or loss
Loans and receivables
Investment property (Note 6)
Property, plant and equipment (Note 7)
Total assets

Expressed in Bahamian dollars

$

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

Other liabilities
Due to reinsurers
Accounts payable and accrued expenses
Total liabilities

EQUITY
Share capital:
Ordinary shares
Authorized, issued and fully paid:
10,000,000 shares of $0.30 each
Treasury shares: 250,000 shares
Preference shares
Authorized, issued and fully paid:
1,000,000 shares of $10.00 each (Note 9)
Contributed surplus
Retained earnings
TOTAL EQUITY
TOTAL LIABILITIES AND EQUITY

$

2013

2012

5,174,162
16,206,569
1,518,764
10,427,565
232,839
17,600,281
2,994,787
1,546,735

2,564,164
18,481,073
1,299,459
12,180,560
377,319
17,131,710
3,071,920
7,140,728

10,385,409
4,016,285
1,010,913
16,076,423
87,190,732

9,899,259
5,778,129
1,010,913
12,021,877
90,957,111

26,325,388
2,549,476
8,371,300

25,868,276
2,339,183
15,908,117

37,246,164

44,115,576

3,977,057
2,003,211
43,226,432

2,857,446
1,514,326
48,487,348

3,000,000
(1,375,000)

3,000,000
(1,375,000)

10,000,000
7,000,000
25,339,300
43,964,300
87,190,732

10,000,000
7,000,000
23,844,763
42,469,763
90,957,111

APPROVED BY THE BOARD OF DIRECTORS
AND SIGNED ON ITS BEHALF BY:
The accompanying notes are an integral part of these consolidated financial statements.

8 April 2014
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2013

Expressed in Bahamian dollars

2013
REVENUE
Premiums written (Note 10)
Premiums ceded to reinsurers

$ 67,156,804
(47,802,109 )

2012
64,866,997
(44,722,804 )

Net premiums written
Change in unearned premiums

19,354,695
11,459

20,144,193
404,252

Net premiums earned

19,366,154

20,548,445

3,460,376
334,417
7,174,741

3,689,853
125,038
7,701,841

10,969,534

11,516,732

8,396,620

9,031,713

797,684

847,486

265,346
(150,000 )
92,493

91,145
(304,750 )
–

DIRECT EXPENSES
Net claims incurred (Note 8)
Net commissions incurred (Note 11)
Catastrophe and excess of loss reinsurance
Total direct expenses
Underwriting gain
OTHER INCOME
Interest, dividends and other income
Net change in unrealized appreciation/depreciation of
investments in securities (Note 5)
Impairment of investments in securities (Note 5)
Rental income
Total other income

1,005,523

633,881

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

2,681,325
2,097,106
382,983
121,192

2,805,564
1,968,261
361,958
129,187

Total operating expenses

5,282,606

5,264,970

4,119,537

4,400,624

Net income and 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 2013

Expressed in Bahamian dollars
Ordinary
Shares
Balance as of 1 January 2012

Total comprehensive income

Preference
Shares

Treasury
Shares

Contributed
Surplus

Retained
Earnings

Total

$ 3,000,000

–

10,000,000

7,000,000

21,581,639

41,581,639

–

–

–

–

4,400,624

4,400,624

–

–

–

Transactions with owners
Purchase of treasury shares

–

Dividends - preference shares

–

–

–

–

(675,000)

(675,000 )

Dividends - ordinary shares

–

–

–

–

(1,462,500)

(1,462,500 )

Total transactions with owners

–

(1,375,000)

–

–

(2,137,500)

(3,512,000 )

(1,375,000)

(1,375,000 )

Balance as of 31 December 2012

3,000,000

(1,375,000)

10,000,000

7,000,000

23,844,763

42,469,763

Balance as of 1 January 2013

3,000,000

(1,375,000)

10,000,000

7,000,000

23,844,763

42,469,763

4,119,537

4,119,537

–

–

–

–

Dividends - preference shares

–

–

–

–

(675,000)

(675,000 )

Dividends - ordinary shares

–

–

–

–

(1,950,000)

(1,950,000 )

Total transactions with owners

–

–

–

–

(2,625,000)

(2,625,000 )

10,000,000

7,000,000

25,339,300

43,964,300

Total comprehensive income
Transactions with owners

Balance as of 31 December 2013

$ 3,000,000

(1,375,000)

Dividends per preference share: $0.68 (2012: $0.68)
Dividends per ordinary share: $0.20 (2012: $0.15)

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2013
CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments for:
Interest, dividends and other income
Net change in unrealized appreciation/depreciation of
investments in securities
Impairment of investments in securities
Depreciation and amortization

Expressed in Bahamian dollars

$

2013

2012

4,119,537

4,400,624

(797,684 )

(847,486)

(265,346 )
150,000
382,983

(91,145)
304,750
361,958

1,169,967
(219,305 )
1,752,995
144,480
(468,571 )
77,133
5,593,993

(496,409)
214,242
889,983
(149,542)
528,469
162,225
2,355,790

457,112
210,293
(7,536,817 )
1,119,611
488,885

(932,721)
(284,748)
(4,773,593)
(33,826)
391,011

6,379,266

1,999,582

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

801,535
(720,804 )
2,148,762
(4,437,529 )

923,779
(1,292,162)
412,500
(5,986,109)

Net cash used in investing activities

(2,208,036 )

(5,941,992)

CASH FLOWS FROM FINANCING ACTIVITIES
Purchase of treasury shares
Payment of dividends on preference shares
Payment of dividends on ordinary shares

(675,000 )
(1,950,000 )

(1,375,000)
(675,000)
(1,462,500)

Net cash used in financing activities

(2,625,000 )

(3,512,500)

Net increase/(decrease) in cash and cash equivalents

1,546,230

(7,454,910)

Cash and cash equivalents as of beginning of year

6,409,402

13,864,312

7,955,632

6,409,402

(Increase)/Decrease in operating assets
Term deposits
Due from reinsurers
Due from agents
Accounts receivable, prepayments and other assets
Unearned premiums reserve – reinsurance
Deferred commissions expense
Outstanding claims recoverable from reinsurers
Increase/(Decrease) in operating liabilities
Unearned premiums reserve
Deferred commissions income
Outstanding claims reserve
Due to reinsurers
Accounts payable and accrued expenses
Net cash from operating activities

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

$

See Note 4 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 2013
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 trusts established to comply with regulations promulgated by the insurance
regulators in The Bahamas, the Cayman Islands and the British Virgin Islands (Notes 3 and 5). The Company
consolidates the trusts 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(k).
New and amended standards adopted by the Group
During the current year, the Group adopted IFRS 13 Fair Value Measurement (IFRS 13) that became
effective for its financial year beginning on 1 January 2013. IFRS 13 aims to improve consistency and
reduce complexity by providing a precise definition of fair value and a single source of fair value
measurement and disclosure requirements for use across IFRSs. The requirements do not extend the use
of fair value accounting but provide guidance on how it should be applied where its use is already
required or permitted by other standards within IFRSs. Where IFRS 13 requires additional disclosures to
be made in the consolidated financial statements, these have been included.
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2.

Summary of Significant Accounting Policies (continued)
(a)

Basis of preparation (continued)
The remaining standards and amendments and interpretations to published standards that became
effective for the Group’s financial year beginning on 1 January 2013 were either not relevant or not
significant to the Group’s operations and accordingly did not have a material impact on the Group’s
accounting policies or consolidated financial statements.
New standards, amendments and interpretations not yet adopted by the Group
With the exception of IFRS 9 Financial Instruments (IFRS 9), 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 financial period of initial application.
IFRS 9 addresses the classification, measurement and recognition of financial assets and financial
liabilities, and replaces the parts of IAS 39 Financial Instruments: Recognition and Measurement (IAS
39) that relate to the classification and measurement of financial instruments. IFRS 9 will require
financial assets to be classified into two measurement categories: those measured at fair value and
those measured at amortized cost. The determination is made at initial recognition.
The classification depends on the Group’s business model for managing its financial instruments and
the contractual cash flow characteristics of the instrument. For financial liabilities, the standard
retains the majority of the IAS 39 requirements, with the main change being that, in cases where the
fair value option is taken for financial liabilities, the part of a fair value change due to the Group’s
own credit risk is recorded in other comprehensive income rather than net income, unless this creates
an accounting mismatch.

The Group has not yet assessed the full impact of adopting IFRS 9, and the final mandatory effective
date has not yet been determined.

(b)

Consolidation
Subsidiaries
Subsidiaries are all entities (including special purpose entities) over which the Group has control. The
Group controls an entity when the Group is exposed to, or has rights to, variable returns from its
involvement with the entity and has the ability to affect those returns through its power over the
entity. 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 deconsolidated
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
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2.

Summary of Significant Accounting Policies (continued)
(b)

Consolidation (continued)
transferred, the amount of any non-controlling interest in the acquiree and the acquisition-date fair
value of any previous equity interest in the 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 rates 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 consolidated statement of cash flows, cash and cash equivalents comprise cash
on 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
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.
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2.

Summary of Significant Accounting Policies (continued)
(e)

Financial assets (continued)
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 analyses 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 financial 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
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.
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2.

Summary of Significant Accounting Policies (continued)
(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:
Building
Land and building improvements
Furniture, equipment and software
Motor vehicles
Leasehold improvements

40 years
6 to 20 years
5 to 20 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
Insurance contracts are those that transfer significant insurance risk, which is defined as the risk of
having to pay benefits on the occurrence of a specified uncertain future event (the insured event)
that significantly exceed the benefits that would be paid if the insured event did not occur. The
insurance contracts issued by the Group principally comprise property and casualty insurance
contracts. Property and casualty insurance contracts, which typically are one year renewable
insurance contracts, compensate policyholders for damage to or loss of property; and/or compensate
third parties for damage by policyholders as a result of legitimate activities.
General insurance funds comprise unearned premiums reserve and unearned premiums reserve –
reinsurance; deferred commissions income and deferred commissions expense; and outstanding claims
reserve and outstanding claims recoverable from reinsurers.
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Summary of Significant Accounting Policies (continued)
(i)

General insurance funds (continued)
Unearned premiums
Unearned premiums reserve and unearned premiums reserve – reinsurance represent the portion of
premiums written and premiums ceded to reinsurers, respectively, which relate to periods of
insurance coverage subsequent to the balance sheet date.
Deferred commissions
Deferred commissions income represents the portion of commissions earned on premiums ceded,
which relate to periods of insurance coverage subsequent to the balance sheet date. Deferred
commissions expense represents the portion of commissions incurred on premiums written, which
relate to periods of insurance coverage subsequent to the balance sheet date.
Outstanding claims
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.
Outstanding claims recoverable from reinsurers represent the portion of unpaid claims to be
recovered from reinsurers based on reinsurance contracts applicable to the claims.
The Group performs at each balance sheet date a liability adequacy test to ensure the sufficiency of
insurance contract liabilities, using current estimates of the related expected future cash flows. If the
test indicates that the carrying value of insurance contract liabilities is inadequate, the liabilities are
adjusted to correct the deficiency.

(j)

Share capital
Ordinary shares, and preference shares whose terms do not create contractual obligations, are
classified as equity. Incremental costs directly attributable to the issue of new shares are shown in
equity as a deduction from the proceeds.
Where the Company acquires its own equity shares (treasury shares), the consideration paid including
any directly attributable incremental costs is deducted from equity until the shares are cancelled or
reissued. Where such shares are subsequently reissued, any consideration received net of any directly
attributable incremental costs is included in equity. No gain or loss is recognized in the consolidated
statement of comprehensive income on treasury share transactions.

(k)

Income and expense recognition
Net premiums written (premiums written less premiums ceded) are recognized as revenue over
the periods covered by the related policies. Commissions expense incurred on premiums written
and commissions income earned on premiums ceded are recognized in the same manner as net
premiums written.
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Summary of Significant Accounting Policies (continued)
(k)

Income and expense recognition (continued)
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.

(l)

Taxation
Premium tax is incurred at the rate of 3.00% and 2.50% 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.

(m)

Leases
Leases, where a significant portion of the risks and rewards of ownership are retained by the lessor,
are classified as operating leases. Where the Group is lessee, 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.
Where the Group is lessor, lease income is recognised over the term of the lease on a straight-line
basis.

(n)

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 financial period to which they relate.

27

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2013 (CONTINUED)
(o)

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

3.

Cash and Cash Equivalents

2012

2011

2013
Cash on hand and at banks
Term deposits
Accrued interest
Restricted term deposits
Term deposits with original contractual maturities
greater than three months

$

$

2012

5,174,162
16,206,569
(88,723 )
(4,940,959 )

2,564,164
18,481,073
(129,492 )
(4,869,393 )

(8,395,417 )

(9,636,950 )

7,955,632

6,409,402

6,409,402
13,864,312
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
2.75% (2012: 0.06% to 2.75%) per annum.

4.

Due from Agents
2012

2011

2013
Receivable from agents
Provision for doubtful debts

2012

$

11,037,565
(610,000 )

12,790,560
(610,000 )

$

10,427,565

12,180,560

During 2012, two related party agents issued notes to the Group totalling $3,500,000 in settlement of
receivables of equal value; see Note 5.
12,180,560

16,570,543
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Due from Agents (continued)
Movements in the provision for doubtful debts comprise:
2013

2012

Balance as of beginning of year
Provision for doubtful debts

$

610,000
–

610,000
–

Balance as of end of year

$

610,000

610,000

As of 31 December 2013, the Group had balances that are past due totalling $609,745 (2012: $609,745) that are
impaired and $2,113,000 (2012: $2,393,000) that are past due but not impaired.

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.
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 hierarchy requires the use of observable market data when available. The Group considers relevant and
observable market prices in its valuations where possible.
The level in the fair value hierarchy within which the fair value measurement is categorized in its entirety is
determined on the basis of the lowest level input that is significant to the fair value measurement in its
entirety. For this purpose, the significance of an input is assessed against the fair value measurement in its
entirety. If a fair value measurement uses observable inputs that require significant adjustment based on
unobservable inputs, that measurement is a Level 3 measurement. Assessing the significance of a particular
input to the fair value measurement in its entirety requires judgement, considering factors specific to the
asset.
The determination of what constitutes ‘observable’ requires significant judgement by the Group. The Group
considers observable data to be that market data that is readily available, regularly distributed or updated,
reliable and verifiable, not proprietary, and provided by independent sources that are actively involved in the
relevant market.
The fair value financial instruments traded in active markets is based on quoted market prices at the balance
sheet date. A market is regarded as active if quoted prices are readily and regularly available from the
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Investments in Securities (continued)
exchange, dealer, broker, industry group, pricing service or regulatory agency, and those prices represent
actual and regularly occurring market transaction on an arms’ length basis. These instruments are included
in Level 1.
Financial instruments that trade in markets that are not considered to be active but are valued based on
quoted market prices, dealer quotations or alternative pricing sources supported by observable inputs are
classified within Level 2.
Investment classified within Level 3 have significant unobservable inputs, as they trade infrequently. Level 3
instruments include unlisted securities that have significant unobservable components, including investment
funds and equity securities.
As of 31 December 2013, the cost of financial assets at fair value through profit or loss totalled $8,408,670
(2012: $8,187,866), of which $6,943,352 (2012: $6,808,869) represented Level 3 securities.
2013

2012

2,060,022

1,795,035

7,527,877
797,510

7,393,396
710,828

8,325,387

8,104,224

10,385,409

9,899,259

Level 1

Level 3

Total

1,795,035
86,321
–
–
178,666

8,104,224
134,483
–
–
86,680

9,899,259
220,804
–
–
265,346

Balance as of 31 December 2013

2,060,022

8,325,387

10,385,409

Balance as of 1 January 2012
Purchases
Sales
Net realized gain/(loss)
Net change in unrealized appreciation/ depreciation

1,742,185
1,150
–
–
51,700

7,773,767
291,012
–
–
39,445

9,515,952
292,162
–
–
91,145

1,795,035

8,104,224

9,899,259

Level 1
Equity securities

$

Level 3
Equity securities
Mutual fund shares

Total financial assets at fair value through
profit or loss

$

Movements in financial assets at fair value through profit or loss comprise:

Balance as of 1 January 2013
Purchases
Sales
Net realized gain/(loss)
Net change in unrealized appreciation/ depreciation

Balance as of 31 December 2012

$

$
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Investments in Securities (continued)
Loans and receivables
Interest Rate
The Government of The Bahamas
Bridge Authority bonds

$

Prime
Prime
Prime
Prime

+
+
+
+

1.00%
1.25%
1.50%
1.63%

Maturity

2013

2012

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

Bahamas Government registered
stocks

4.25%

16/07/2027

1,000,000

1,000,000

Due from broker (re: Public Hospitals
Authority bonds)

Prime + 1.25%

30/09/2033

500,000

–

Star General Investment (G.B.) Limited
notes (Note 4)

Prime + 1.50%

30/11/2017

–

1,500,000

Sun Shipping Ltd.
preference shares

Prime + 3.50%

Perpetual

–

200,000

Sun Shipping Ltd.
corporate bonds

Prime + 3.50%

27/12/2013

–

250,000

Sunshine Holdings Limited
corporate bonds

Prime + 0.50%
Prime + 0.50%

27/06/2015
28/07/2015

250,000
250,000

250,000
250,000

Sunshine Holdings Limited
notes (Note 4)

Prime + 1.50%

31/03/2017

1,666,667

2,000,000

The College of The Bahamas
redeemable term notes

7.00%

30/06/2026

200,571

216,000

3,956,538

5,755,300

59,747

22,829

4,016,285

5,778,129

Accrued interest
Total loans and receivables

$

The investments in Bahamas Government registered stocks are placed in a trust and cannot be distributed from the trust
without the permission of the insurance regulator in The Bahamas.

31

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2013 (CONTINUED)
5.

Investments in Securities (continued)
Loans and receivables (continued)
During 2013, a provision for impairment has been recognized for Sun Shipping Ltd. corporate bonds totalling
$150,000 (2012: $304,750), which includes accrued interest of $Nil (2012: $54,750). The investments were
written off during 2013.

6.

Investment Property
The carrying value of land owned on Collins Avenue, New Providence is considered to approximate the fair
value of the investment property.
The fair value hierarchy for non-financial assets is similar to the hierarchy for financial assets disclosed in Note
5. Investment property is classified as Level 3 as inputs are generally unobservable. The valuation technique
used was comparable sales and based on knowledge of transactions involving similar properties in the vicinity
and offers received by the Group for its investment property in prior years.

7.

Property, Plant and Equipment
Land and
Land and
Building
Building Improvements

Cost:
As of 1 January 2013
Additions
Disposals

$

Furniture,
Equipment
and Software

Motor
Vehicles

Leasehold
Improvements

Total

11,049,977
1,904,903
–

–
1,646,976
–

3,961,059
885,650
(2,733,900 )

226,130
–
–

407,130 15,644,296
– 4,437,529
(317,186) (3,051,086 )

12,954,880

1,646,976

2,112,809

226,130

89,944 17,030,739

Accumulated Depreciation/
Amortization:
As of 1 January 2013
Charge for the year
Disposals

–
125,267
–

–
50,181
–

3,062,613
198,541
(2,733,900 )

226,130
–
–

333,676 3,622,419
8,994
382,983
(317,186) (3,051,086 )

As of 31 December 2013

125,267

50,181

527,254

226,130

12,829,613

1,596,795

1,585,555

–

As of 31 December 2013

Net book value as of
31 December 2013

$

25,484

954,316

64,460 16,076,423
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Property, Plant and Equipment (continued)

Land and
Land and
Building
Building Improvements

Cost:
As of 1 January 2012
Additions

Furniture,
Equipment
and Software ,

Motor
Vehicles

Leasehold
Improvements

Total

9,658,187
5,986,109

$ 5,178,679
5,871,298

–
–

3,846,248
114,811

226,130
–

407,130
–

11,049,977

–

3,961,059

226,130

407,130 15,644,296

Accumulated Depreciation/
Amortization:
As of 1 January 2012
Charge for the year

–
–

–
–

2,751,092
311,521

191,769
34,361

317,600
16,076

3,260,461
361,958

As of 31 December 2012

–

–

3,062,613

226,130

333,676

3,622,419

$ 11,049,977

–

898,446

–

As of 31 December 2012

Net book value as of
31 December 2012

73,454 12,021,877

Land and building comprise a commercial building complex on John F. Kennedy Drive, New Providence, Bahamas, a
portion of which the Group occupies. The remainder of the complex is being leased to third parties.
During the year, professional services were provided by a related party in relation to the construction of the complex.
Fees for these services totalled $133,322 (2012: $474,185) and are included in additions to land and building.

8.

Outstanding Claims Reserve and Net Claims Incurred
2012

2011

Outstanding claims reserve comprises:
2013
Gross provision of claims
Amounts recoverable from reinsurers

$

2012

8,371,300
(1,546,735)

15,908,117
(7,140,728)

6,824,565

8,767,389

2013

2012

Net claims incurred comprise:

Gross claims incurred
Amounts recoverable from reinsurers
$

5,236,598
(1,776,222)

8,746,062
(5,056,209)

3,460,376

3,689,853
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Outstanding Claims Reserve and Net Claims Incurred (continued)
Movements in the outstanding claims reserve, based on the policy year to which claims relate, can be analyzed
as follows:

2009

2010

2011

2012

2013

Total

Estimate of ultimate
claims cost:
At end of underwriting
$ 5,758,841
year

6,928,098

10,978,882

6,169,888

4,313,480

34,149,189

One year later

7,088,031

6,830,702

11,937,536

9,436,779

–

Two years later

6,624,649

8,166,574

12,983,733

–

–

Three years later

6,871,643

6,929,453

–

–

–

Four years later

7,104,448

–

–

–

–

Current estimate of
cumulative claims

7,104,448

6,929,453

12,983,733

9,436,779

4,313,480

40,767,893

(6,124,192 )

(11,875,970 )

(7,504,498)

(3,138,213 )

(35,254,071)

1,107,763

1,932,281

1,175,267

5,513,822

Insurance claims - Gross

Cumulative payments
to date
(6,611,198)
Liability included in gross
$
provision of claims
493,250

805,261

2,857,478

Liability in respect of prior years
Total liability included in
gross provision of claims

$

8,371,300

2009

2010

2011

2012

2013

Total

At end of underwriting
$ 3,845,948
year

4,268,257

5,253,281

2,424,705

2,841,383

18,633,574

One year later

4,917,046

4,631,017

5,455,674

5,291,740

–

Two years later

4,502,364

5,227,781

5,727,630

–

–

Three years later

5,029,837

4,655,748

–

–

–

Four years later

5,488,421

–

–

–

–

Current estimate of
cumulative claims

5,488,421

4,655,748

5,727,630

5,291,740

2,841,383

24,004,922

(5,035,036)

(3,946,483 )

(4,836,526 )

(3,980,662)

(2,051,780 )

(19,850,487)

Insurance claims – Net
Estimate of ultimate
claims cost:

Cumulative payments
to date
Liability recognized in
$
balance sheet

453,385

709,265

891,104

1,311,078

789,603

2,670,130

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

4,154,435

$

6,824,565
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9.

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. The preference shares issued and outstanding as of 31 December 2013 and 2012 total 1,000,000
shares comprised of 500,000 Series A preference shares and 500,000 Series B preference shares.

10.

Premiums Written
2013
Premiums written
Premium tax recovered from policyholders

11.

68,763,486
(1,606,682)

66,382,124
(1,515,127 )

67,156,804

64,866,997

2013

2012

Net Commissions Incurred

Amounts paid to agents
Amounts received from reinsurers

Movement in deferred commissions expense
Movement in deferred commissions income

12.

$

2012

Related Party Balances and Transactions

$

7,514,459
(7,467,468)

7,628,759
(7,381,198 )

46,991

247,561

77,133
210,293

162,225
(284,748 )

334,417

125,038
125,038

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 53.74% (2012: 53.74%) of the Company’s outstanding ordinary shares and is majority owned by
Sunshine Holdings Limited and Star General Holdings Limited. The consolidated financial statements include
the following balances and transactions with related parties, not otherwise disclosed:
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12.

Related Party Balances and Transactions (continued)
2013

2012

6,383,775

8,016,929

325,590
7,527,877

311,481
7,393,396

2,166,667
–
–

4,700,000
54,750
(304,750 )

Balances
Due from agents
Investments in securities
Fair value through profit or loss
– Level 1
– Level 3
Loans and receivables
– Amortized cost
– Accrued interest
– Provision for impairment

$

Transactions
Premiums written
Commissions (paid to agents)
Interest, dividends and other income
Personnel costs
General and administrative expenses (rent)

36,856,210
4,603,807
209,761
1,030,259
25,620

32,615,385
4,384,697
121,438
1,085,427
25,620

As of 31 December 2013, the Group had receivable balances due from related party agents totalling $1,956,000
(2012: $2,340,000) 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
no change in fair values for 2013 and 2012. The cumulative net unrealized gain on investments in unlisted
securities of related parties totals $1,284,525 (2012: $1,284,525). Additionally, the Group made a provision for
impairment of $150,000 (2012: $304,750) on certain investments in securities of related parties classified as
loans and receivables; these investments in securities were written off during 2013.
During 2012, the Group acquired 250,000 of the Company’s outstanding shares from key management
personnel for proceeds totalling $1,375,000.

13.

Employee Benefits
The pension costs recognized in the consolidated statement of comprehensive income in personnel costs in the
current year totalled $147,569 (2012: $125,889), with a recovery of unvested pension benefits of $6,098 (2012:
$22,479). 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 2013, the Group employed 29 (2012: 29) persons.
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14.

Commitments and Contingent Liabilities
Commitments
Group is lessor
The future aggregate minimum rentals receivable under non-cancellable operating leases total $509,727 with
lease agreements expiring in September 2017.
As of 31 December 2012, outstanding capital commitments contracted for the construction of the Group’s
commercial complex totalled $817,594.
Group is lessee
The Group has an operating lease for premises it occupies in Grand Bahama. Future lease obligations to
December 2015 under this agreement total $51,240.
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.

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 capability
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. By the very nature of an insurance contract, the risk is random and
therefore unpredictable.
The frequency and severity of claims can be affected by several factors with the single most significant
event being a catastrophic event. The Group has a dedicated in-house claims department, which
actively manages and pursues early settlements of claims to reduce the Group’s exposure to
unpredictable developments. The Group also uses external loss adjusters, as necessary. In respect of
serious bodily injury claims and complex claim disputes, the Group will appoint legal counsel to act on
its behalf, where necessary, to ensure settlements and avoid claims development. However, the
severity of claims can be affected by an increasing level of awards of the courts and inflation.
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. The Group has
reinsurance coverage in place to limit the impact of claims in any one year.

37

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2013 (CONTINUED)
15.

Risk Management (continued)
(a)

Insurance risk (continued)
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 and as of 31 December 2013, the Group’s reinsurers all
have a minimum A.M. Best Financial Strength Rating of A- (Excellent) or equivalent rating with
alternate rating agencies. The Group does not anticipate any issues with the collection of amounts
due from reinsurers as they become due, and is not aware of any disputes with reinsurers, overdue
amounts or any specific credit issues.
Insurance contracts issued in The Bahamas represent approximately 78% (2012: 76%) of all contracts
issued by the Group.
Property insurance risks
Property insurance contracts provide compensation for loss or damage to property and business
interruption insurance contracts provide compensation for loss of profits following damage to the
insured property. Such insurance contracts cover property, motor and marine risks, and are
underwritten by reference to the commercial replacement value of the property and contents insured.
For property insurance contracts, climatic changes are giving rise to more frequent severe extreme
weather events (for example, hurricanes, tropical storms and storm surges) and resulting damages.
The Group has: the right to re-price each individual risk on renewal; the ability to impose or increase
deductibles; and payment limits to cap the amount payable on occurrence of the insured event. The
costs of repairing or rebuilding properties, the cost of providing replacement or indemnity for
damaged or stolen contents, and time taken to restart business operations are the key factors that
influence the level of claims under these policies. The most likely cause of major loss under property
insurance contracts arises from a hurricane event or other serious weather related event. Single
events, such as fires and collisions, may also generate significant claims.
As property claims generally have short settlement periods, these claims can be estimated with greater
reliability.
Casualty insurance risks
Casualty insurance contracts provide compensation for personal injury from motor claims, public
liability, employers’ liability, workmen’s compensation and personal liability coverage.
The Group manages these risks through conservative underwriting and reinsurance strategies and the
adoption of proactive claims management. Underwriting policies and procedures enforce appropriate
risk selection criteria, and include the right not to renew individual insurance contracts and the right
to reject the payment of a fraudulent claim. The frequency and severity of claims can be affected by
several factors, including inflation, the level of awards of the courts and length of time to settle the
claims.
Claims on casualty insurance contracts are payable on a claims-occurrence basis. The Group is liable
for all insured events that occur during the term of the contract, even if the loss is discovered after
the end of the contract term. As a result, liability claims are settled over a longer period of time.
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15.

Risk Management (continued)
Casualty insurance risks (continued)
Given the uncertainty in establishing reserves for such claims, it is possible that the final cost of a
claim will vary significantly from the initial reserve. In calculating the estimated cost of outstanding
claims, the Group uses various industry standard loss estimation techniques and the experience of the
Group in settling similar claims.

(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 honor 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.

(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 the 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
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15.

Risk Management (continued)
(e)

Price risk (continued)
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.
In January 2014, the Group achieved 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

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

FREEPORT
Star General Insurance Agency (Grand Bahama) Ltd.
Star General Insurance Building
2B The Mall, P. O. Box F-43044
Tel (242) 350-7827

BAF General Insurance Agency Ltd.
BAF Financial House, Suite 103, P. O. Box N-4815
Navy Lion Road & Marlborough Street
Tel (242) 328-8996

Star General Insurance Agents & Brokers Ltd.

ABACO
Abaco Insurance Agency Ltd.

Marathon Road, P. O. Box N-1108
Tel (242) 676-0800

Stratton Drive, P. O. Box AB-20404, Marsh Harbour
Tel (242) 367-2549

Sunshine Insurance (Agents & Brokers) Ltd.

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

Eleuthera Insurance Agents & Brokers Limited

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

A. Scott Fitzgerald Insurance Brokers
& Agents Company Ltd.

P. O. Box EL-26030, Rock Sound
Tel (242) 334-2254

UPS Building, Suite 2,
138 Wulff Road, P. O. Box SS-6765
Tel (242) 325-4451

C AY M A N

CMA Insurance Brokers & Agents Ltd.

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

BAF General Insurance Brokers (Cayman) Ltd.
Dot Com Centre, Dorcy Drive, Industrial Park
P. O. Box 10389 KYI 1004, Grand Cayman
Tel (345) 814-2544

TURKS & CAICOS
BAF General Insurance Brokers (TCI) Ltd.
Project House, Leeward Highway
P. O. Box 448, Providenciales
Tel (649) 941-4814

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

RMS Insurance Agents & Brokers LImited
14 North Buckner Square,
Sandyport P.O. Box SP-63881
Tel (242) 698-7233

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

