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INDEPENDENT AUDITORS’ REPORT
KPMG

POBox N123
Montague Sterling Centre
East Bay Street
Nassau, Bahamas

Telephone 242 393 2007
Fax
242 393 1772
Internet
www.kpmg.com.bs

To the Shareholders of
Insurance Company of The Bahamas Limited
We have audited the accompanying financial statements of Insurance Company of the Bahamas Limited (“the
Company”) which comprise the balance sheet as at December 31, 2006 and the related statements of income, changes
in shareholders’ equity and cash flows for the year then ended, and a summary of significant accounting policies and
other explanatory notes. The financial statements of the Company as at and for the year ended December 31, 2005
were audited by another firm of auditors whose report dated April 18, 2006, expressed an unqualified opinion on these
statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards. This responsibility includes: designing, implementing and maintaining
internal control relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.
Auditors’ Responsibility
Our responsibility is to express an opinion on these 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 whether the financial statements are free
from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on our judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, we
consider internal control relevant to the Company’s preparation and fair presentation of the 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 Company’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 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 financial statements present fairly, in all material respects, the financial position of Insurance
Company of The Bahamas Limited as of December 31, 2006 and its financial performance and cash flows for the year
then ended in accordance with International Financial Reporting Standards.

Chartered Accountants
Nassau, Bahamas
April 26, 2007
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Insurance Company of The Bahamas Limited
Balance Sheet

Year ended December 31, 2006, with corresponding figures for 2005

Expressed in Bahamian dollars

ASSETS
Cash and bank balances
Term deposits (Note 5)
Reinsurance Recoveries (Notes 4, 6)
Due from agent (Note 6)
Deferred commission reserve (Note 6)
Prepaid reinsurance premiums (Notes 6, 12)
Prepayments and other receivables (Note 7)
Investments in securities
- fair value through profit and loss (Notes 6, 8)
- held-to-maturity (Note 8)
- available for sale (Note 8)
Investment property (Note 9)
Property, plant and equipment (Note 10)

$

Total assets
LIABILITIES
General insurance funds:
Unearned premium reserve (Note 12)
Outstanding claims (Note 12)

2006

3,001,897
5,176,643
16,031,256
2,579,079
5,115,580
19,192,775
324,439

2,286,797
5,418,724
2,ooo,ooo
536,917
1,394,156

2,180,297
3,252,831
250,000
536,917
1,193,534

$

65,022,114

58,835,248

$

24,885,954
16,127,701

23,717,646
19,858,905

1,000,000
5,063,488
4,916,930
1,027,394

–
4,342,933
920,967
747,468

41,013,655

Other liabilities:
Margin Loan (Note 13)
Unearned commission reserve (Note 6)
Due to reinsurers (Note 4, 6)
Accounts payable and accruals
Total liabilities

NET ASSETS

Represented by:
Share capital
Authorized, issued and fully paid:3,000,000 ordinary shares of $1.00 each
General reserve (Note 15)
Retained earnings

43,575,551

$

53,021,467

12,000,647

49,587,919

$

3,000,000
2,000,000
7,000,647

3,000,000
2,000,000
4,247,329

$

12,000,647

9,247,329

See accompanying notes to financial statements

These financial statements were authorized for issue on behalf of the Board of Directors on
April 26, 2007 by
Director

2005

243,578
3,536,870
13,323,554
9,953,548
5,680,650
20,127,421
519,899

Director

9,247,329
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Statement of Income

Year ended December 31, 2006, with corresponding figures for 2005
Expressed in Bahamian dollars

INCOME

Gross written premiums
Premium tax
Ceded to reinsurers

(Note 6)

$

(Note 6)

Net retained premiums
Increase in unearned premium reserve
Portfolio transfer (Note 14)
Net premiums earned

EXPENSES
Net claims incurred (Note 12)
Net commissions incurred (Notes 6, 11 )
Excess of loss reinsurance (Note 6)

Underwriting profit (loss)

2006

49,924,609
(1,379,945)

42,120,234
(1,143,367)

48,544,644

40,976,867

(38,762,463)

(31,752,057)

9,782,201
(233,622)
(841,833)

9,224,810
(475,372)
–

8,706,706

8,749,438

1,798,991
1,499,675
3,823,172

4,555,618
1,597,099
3,278,269

7,121,838

9,430,986

1,584,869

(681,548)

OPERATING INCOME AND EXPENSES
Interest income (Notes 5, 8)
Profit and loyalty commissions (Note 6)
Dividend and other income (Note 6)
Change in net unrealized gains
on investments in securities (Note 8)
Net realized gain/(loss) on investments in securities

536,514
578,015
563,141

544,126
476,538
310,393

286,175
102,408

341,199
(15,925)

3,651,122
Personnel expenses (Notes 6, 17)
Depreciation (Note 10)
Interest expenses
General and administrative expenses (Note 6)
NET INCOME

(389,346)
(56,398)
(14,540)
(437,520)
$

2005

2,753,318

See accompanying notes to financial statements

974,783
(364,644)
(14,091)
–
(363,416)
232,632
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Statement of Changes in Shareholders’ Equity

Year ended December 31, 2006, with corresponding figures for 2005

Expressed in Bahamian dollars

Share
Capital

General
Reserve

Retained
Earnings

Total

As of January 1, 2005

$ 3,000,000

2,000,000

4,014,697

9,014,697

Balance at December 31, 2005

$ 3,000,000

2,000,000

4,247,329

9,247,329

Balance at December 31, 2006

$ 3,000,000

2,000,000

7,000,647

12,000,647

Net income
Net income

–

–

–
–

See accompanying notes to financial statements

232,632

2,753,318

232,632

2,753,318

5

Statement of Cash Flows

Year ended December 31, 2006, with corresponding figures for 2005
CASH FLOWS FROM OPERATING ACTIVITIES

Net income
Adjustments for:
Depreciation
Loss on disposal of property, plant and equipmen
Net realized (gain)/loss on investments in securities
Change in net unrealized gains on investments in securities
Interest income
Dividend income
Interest expense

Expressed in Bahamian dollars

2006

$

232,632

56,398
14,271
(102,408)
(286,175)
(536,514)
(178,266)
14,540

14,091
–
15,925
(341,199)
(544,126)
(101,708)
–

1,735,164

(Increase) decrease in current assets:
Reinsurance recoveries
Due from agent
Deferred commission reserve
Prepaid reinsurance premium
Prepayments and other receivables

2005

2,753,31

(724,385)

Increase (decrease) in current liabilities:
Unearned premium reserve
Outstanding claims
Unearned commission reserve
Due to reinsurers
Accounts payable and accruals

2,707,702
(7,374,469)
(565,070)
(934,646)
(195,460)

2,128,015
3,720,952
(450,103)
(2,016,347)
(266,892)

1,168,308
(3,731,204)
720,555
3,995,963
279,926

2,491,719
(867,031)
434,448
(3,368,915)
417,418

CASH FLOWS FROM INVESTING ACTIVITIES
Net maturity of term deposits
Purchase of investment property
Proceeds from sale of property, plant and equipment
Purchase of property, plant and equipment
Purchase of investments in securities
Proceeds from sale of investments in securities
Interest received
Dividends received

1,545,567
–
1,677
(272,968)
(3,916,324)
282,083
631,151
178,266

3,697,016
(536,917)
–
(368,057)
(1,112,120)
56,075
627,443
101,708

Net cash (used in)/ provided by operating activities

(2,193,231)

Net cash (used in)/provided by investing activities

(1,550,548)

CASH FLOWS FROM FINANCING ACTIVITIES
Interest paid

(14,540)

(14,540)

Net cash used in financing activities

Net (decrease)/increase in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Cash and cash equivalents are represented by:
Cash and bank balances
Bank overdraft

$

$

1,498,879

2,465,148
–

–

(3,758,319)

3,964,027

(756,422)

3,001,897

243,578
(1,000,000)

3,001,897
–

3,001,897

See accompanying notes to financial statements

(756,422)

(962,130)

3,001,897
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Notes to the Financial Statements

Year ended December 31, 2006, with corresponding figures for 2005

1.

Incorporation and activity
Insurance Company of The Bahamas Limited (the Company) is incorporated under the
Companies Act, 1992 of The Commonwealth of The Bahamas and is licensed to operate as a
property and casualty insurance company in The Bahamas and Turks & Caicos Islands, B.W.I
under the Insurance Act, 1969, as amended, and the Insurance Regulations, 1990, respectively.
The Company also provides treaty reinsurance with respect to property and casualty business
in the Turks & Caicos Islands and occasional facultative reinsurance to other miscellaneous
insurers.
The registered office of the Company is situated at the offices of Messrs. McKinney, Bancroft &
Hughes, Mareva House, 4 George Street, Nassau, The Bahamas. The Company’s principal place
of business is located at 33 Collins Avenue, Nassau, The Bahamas.

2. Basis of preparation
(a)

Statement of compliance
The financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS).

(b)

Basis of measurement
The financial statements have been prepared on the historical cost basis, except for
financial instruments at fair value through profit or loss which are measured at fair value.
The methods used to measure fair value are discussed further in the significant
accounting policies below.

(c)

Functional and presentation currency
These financial statements are presented in Bahamian dollars, which is the Company’s
functional currency.

(d)

Use of estimates and judgements
The preparation of financial statements requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets, liabilities, income and expenses. Actual results may differ
from these estimates. Estimates and underlying assumptions are reviewed on an ongoing
basis. Revisions to accounting estimates are recognized in the period in which the estimate
is revised and in any future periods affected. In particular, information about significant
areas of estimation uncertainty and critical judgements in applying accounting policies that
have the most significant effect on the amount recognized in the financial statements are
described in notes 3(a), 3(f), 3(g), 9 and 12.
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3. Summary of significant accounting policies
The principal accounting policies set out below have been applied consistently by the Company and
are consistent with those used in the previous year:
(a)

Insurance contracts
(i)

Classification, recognition and measurement
The Company issues contracts that transfer insurance risk or financial risk or both.
Insurance contracts are those contracts that transfer insurance risks. Such contracts
may also transfer financial risk. The Company considers an insurance risk to be
significant where the sum insured or limit of indemnity exceeds $250,000. The
classification of contracts identifies both the insurance and reinsurance contracts
that the Company enters into.
Short term insurance contracts consist of Property, Casualty, Motor and Marine
insurance contracts.
Property insurance contracts, both personal and commercial, provide compensation for
loss or damage to property. Business Interruption coverage provides compensation for
loss of earnings following physical damage to the insured premises.
Casualty/liability insurance contracts protect the insured against the risk of causing
financial loss or injury to third parties following some act of negligence. Liabilities
covered include both contractual and non-contractual. Two of the most common
protections offered are “Employer’s Liability”, designed to indemnify employers who
become legally liable to pay compensation to injured employees and “Public Liability”,
designed to indemnify individuals and businesses who become legally liable to pay
compensation to third parties.
Motor insurance contracts cover the driver’s liability to third parties in respect of
personal injury or property damage. If comprehensive cover is purchased, the policy
also covers damage to the policyholder’s vehicle.
Marine insurance contracts include the insurance of goods in transit over land or sea and
also the insurance of hulls. Hull insurances typically cover both physical damage to the
vessel and also the boat owner’s liability to third parties in respect of personal injury or
property damage.
Premiums generated from insurance and inwards reinsurance contracts are recognized
as revenue (gross written premiums) proportionally over the period of coverage. The
portion of premium received on in-force contracts that relates to unexpired risks at
the balance sheet date is reported as unearned premium reserve, calculated using net
retained premiums. Gross written premiums are shown before deduction of premium
tax, premiums ceded to reinsurers and commissions. Premiums received prior to the
year end and processed after the year by the agents are recognised at the time of
processing.
Claims and loss adjustment expenses are charged to income as incurred based on the
known or estimated liability for compensation owed to policyholders or third parties.
They include direct or indirect claims settlement costs and arise from events that have
occurred up to the balance sheet date regardless of whether or not they have been
reported. Gross outstanding claims comprise the estimated cost of all claims incurred
but not settled as of the balance sheet date whether reported or not. The Company does
not discount its liabilities for outstanding claims. Liabilities for outstanding claims are
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estimated using: (a) the judgement of the agency’s claims manager in regards to
routine claims, (b) external legal opinion in connection with more complex claims,
and (c) statistical analyses for claims incurred but not reported.
(ii)

Liability adequacy test
At each balance sheet date, liability adequacy tests are performed to ensure the adequacy
of the contract liabilities. In performing these tests, current best estimates of future
contractual cash flows and claims handling and administration expenses, as well as
investment income from the assets backing such liabilities, are used. Any deficiency is
immediately charged to profit or loss by establishing a provision for losses arising from
liability adequacy tests.

(iii)

Reinsurance contracts held and assumed
The Company cedes (or assumes) reinsurance under a variety of formal treaty
arrangements, with retention limits varying by the line of business. Under these
treaties which are classified as reinsurance contracts held (or assumed) the Company
is compensated (or compensates) in respect of one or more losses under contracts that
meet the classification requirements for insurance contracts. Contracts that do not meet
these classification requirements are classified as financial assets.
The benefits to which the Company is entitled under its reinsurance contracts held are
recognized as reinsurance assets. These assets are classified reinsurance recoveries and
comprise:
a) recoveries due from reinsurers in respect of claims paid, and
b) the reinsured portion of the reserves for outstanding claims allocated in
accordance with the treaty arrangements for the class of business in question.
Amounts paid to the reinsurers relating to the unexpired portion of reinsured contracts
are classified as prepaid reinsurance premiums.
Reinsurance liabilities are classified as due to reinsurers and are primarily premiums
payable under treaty reinsurance contracts after deduction of reinsurance recoveries on
proportional contracts. Premiums to be ceded are recognized as an expense from the
date the gross premiums are written and over the term of the reinsurance contract in
the statement of income.
Amounts shown as reinsurance recoveries, prepaid reinsurance premiums or due to
reinsurers are measured consistently with the amounts associated with reinsured
insurance contracts and in accordance with the terms of each reinsurance contract.
The Company assesses its reinsurance assets for any indication of impairment on
an ongoing basis. If there is objective evidence that the reinsurance asset is impaired,
the Company reduces the carrying amount of the reinsurance asset to its recoverable
amount and recognizes that impairment loss in the statement of income. The Company
gathers the objective evidence that a reinsurance asset is impaired using the same
process adopted for financial assets held at amortized cost. The impairment loss is also
calculated following the same method used for these financial assets. These processes
are described in Note 3 (g).
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(iv)

Portfolio transfer
At the anniversary date of the reinsurance agreements and at the Company’s option,
proportional reinsurers agree to assume the unexpired liability of all risks in force at
such anniversary date. The unexpired liability is computed in accordance with the
method outlined in the reinsurance agreement and accounted for when determined in
the statement of income.

(v)

Receivables and payables related to insurance contracts
Receivables and payables are recognized when the contractual right to receive payment
and contractual obligation to make payment arise, respectively. These include amounts
due to and from agents and reinsurers and are assessed for impairment and doubtful
accounts. As at December 31, 2006 and 2005, no provision was made for impairment
or doubtful accounts.

(b)

Revenue and expense recognition
Premiums are recognized as revenue over the periods covered by the related policies after
allowing for premiums ceded.
Commission expense is incurred on gross written premiums and commission income is
received on premiums ceded, and these are recognized over the periods covered by the related
policies.
Other revenues and expenses of the Company are recognized on an accrual basis, except for:
i.

Dividend income – recognized when the Company’s right to receive payment has been
established;

ii.

Treaty profit commission income, loyalty commission income and profit commission
expense – recognized when the Company’s right to receive, or obligation to make, payment
has been established.

iii. Fronting fees – recognized when premiums are billed to customers as the Company has no
further service obligations associated with these fees.
(c)

Foreign currency translation
Monetary assets and liabilities denominated in foreign currencies at the date of the balance
sheet are translated to the functional currency at the exchange rate prevailing at that date.
Transactions in foreign currencies are translated to the functional currency at the exchange
rates prevailing at the date 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 statement of income.
Non-monetary assets and liabilities denominated in foreign currencies that are measured at
fair value are retranslated to the functional currency at the exchange rates ruling at the dates
that the values were determined. Foreign currency exchange differences, if any, relating to
investments at fair value through profit or loss are included in net realised gain/loss or change
in net unrealised gain/loss on investments in securities in the statement of income. All other
foreign currency exchange differences relating to monetary items, including cash and cash
equivalents are recognised in the statement of income.
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(d)

Investment property
The Company classifies property held for capital appreciation as investment property.
Investment property, which comprises land, is carried at cost using the cost model. No
depreciation is taken on land.
The fair value of the investment property is determined on annual basis by the directors based
on market values, being the estimated amount for which a property could be exchanged on the
date of the valuation between a willing buyer and a willing seller in an arm’s length transaction
after proper marketing wherein the parties had each acted knowledgeably, prudently and
without compulsion.

(e)

Property, plant and equipment
Property, plant and equipment, except for land, are stated at historical cost less accumulated
depreciation and impairment losses. Land is stated at cost and not subjected to depreciation.
Cost includes expenditures that are directly attributable to the acquisition of the asset. The
cost of self-constructed assets includes the cost of materials and direct labour and any other
costs directly attributable to bringing the asset to a working condition for its intended use. The
cost of replacing part of an item of property, plant and equipment is recognized in the carrying
amount of the item if it is probable that the future economic benefits embodied within the part
will flow to the Company and its cost can be measured reliably. The costs of the day-to-day
servicing of property, plant and equipment are recognized in the statement of income as
incurred.
Depreciation is recognized in the statement of income on a straight line basis over the
estimated useful lives of each part of an item of property, plant and equipment.
The estimated useful lives for the current and corresponding period are as follows:
Buildings
Office Furniture and equipment
Computer equipment
Motor vehicles

2%
15%
20%
25%

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is
written down immediately to its recoverable amount.
Gains and losses on disposals are determined by comparing proceeds with carrying amounts
and are included in other income on the statement of income. Repairs and maintenance are
charged to the statement of income when the expenditure is incurred.
(f)

Financial instruments
Financial instruments comprise investments in equity and debt securities, term deposits, loans
and receivables, cash and cash equivalents and accounts payable and accruals.
Financial instruments are recognised initially at fair value plus, for instruments not at fair
value through profit or loss, any directly attributable transaction costs. Subsequent to initial
recognition financial instruments are measured as described below.
A financial instrument is recognised if the Company becomes a party to the contractual
provisions of the instrument. Financial assets are derecognised if the Company’s contractual
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rights to the cash flows from the financial assets expire or if the Company transfers the
financial asset to another party without retaining control or substantially all risks and rewards
of the asset. Regular way purchases and sales of financial assets are accounted for at trade
date, that is, the date the Company commits itself to purchase or sell the asset. Financial
liabilities are derecognised if the Company’s obligations specified in the contract expire or
are discharged or cancelled.
Cash and cash equivalents comprise cash and deposits held with financial institutions with
original maturities of less than three months. Bank overdraft and margin loan that are
repayable on demand and form an integral part of the Company’s cash management are
included as a component of cash and cash equivalents for the purpose of the statement of
cash flows.
(i)

Investments at fair value through profit or loss
An instrument is classified as at fair value through profit or loss if it is acquired for the
purposes of selling in the near term, and which may be disposed of in response to the
needs for liquidity or changes in interest rates, exchange rates or equity prices or is
designated as such upon initial recognition.
Financial assets and liabilities classified as held at fair value through profit or loss
include investments in equity securities.
Upon initial recognition, attributable transaction costs are recognised in profit or loss
when incurred. Financial instruments at fair value through profit or loss are measured
at fair value, and changes therein are recognised in the statement of income.

(ii)

Investments held-to-maturity
Financial assets and liabilities with fixed dates of maturity that management has the
intent and ability to hold to maturity are classified as held-to-maturity. Financial assets
classified as held-to-maturity include government debt instruments and corporate bonds.
Investments held-to-maturity are measured at amortized cost using the effective interest
method, less impairment losses.

(iii)

Available for sale investments
Available for sale investments are financial assets and liabilities that are either
designated in this category or are not classified as loans and receivables, held-tomaturity invest ments, or investments at fair value through profit or loss. Financial
assets classified as available for sale investments include preferred shares and are
measured at fair value less impairment losses. Changes in fair value are recognised
directly in equity through the statement of changes in shareholders’ equity, except for
impairment losses. When an investment is derecognised, the cumulative gain or loss
previously recognised in equity is recognised in the statement of income.

(iv)

Loans and receivables
Loans and receivables are financial assets with fixed or determinable payments that are
not held-for-trading and are measured at amortized cost using the effective interest
method, less impairment losses.
Receivables arising from insurance contracts and other receivables are classified in
this category.
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(v)

Offsetting
Financial assets and liabilities are offset and the net amount reported in the balance
sheet when there is a legally enforceable right to set off the recognized amounts and
there is an intention to settle on a net basis, or realize the asset and settle the liability
simultaneously.

(g)

Impairment
(i)

Financial assets
A financial asset is considered to be impaired if objective evidence indicates that one or
more events have had a negative effect on the estimated future cash flows of that asset.
An impairment loss in respect of a financial asset measured at amortised cost is
calculated as the difference between its carrying amount, and the present value of
the estimated future cash flows discounted at the original effective interest rate. An
impairment loss in respect of an available for sale financial asset is calculated by
reference to its current fair value.
Individually significant financial assets are tested for impairment on an individual basis.
The remaining financial assets are assessed collectively in groups that share similar credit
risk characteristics.
All impairment losses are recognised in the statement of income. Any cumulative loss
in respect of an available for sale financial asset recognised previously in equity is
transferred to the statement of income.
An impairment loss is reversed if the reversal can be related objectively to an event
occurring after the impairment loss was recognised. For financial assets measured at
amortised cost and available for sale financial assets that are debt securities, the reversal
is recognised in the statement of income. For available for sale financial assets that are
equity securities, the reversal is recognised directly in equity.

(ii)

Non-financial assets
The carrying amounts of non-financial assets are reviewed at each reporting date to
determine whether there is any indication of impairment. If any such indication exists
then the asset’s recoverable amount is estimated.
An impairment loss is recognised if the carrying amount of an asset exceeds its
recoverable amount. Impairment losses are recognised in the statement of income.
Impairment losses recognised in prior periods are assessed at each reporting date for
any indications that the loss has decreased or no longer exists. An impairment loss is
reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset’s carrying
amount does not exceed the carrying amount that would have been determined, net
of depreciation or amortization, if no impairment loss had been recognised.
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(h)

Premium tax
Premium tax is incurred at a rate of 3% of gross premiums written in The Commonwealth of
The Bahamas.

(i)

Employee benefits
The Company has a defined contribution pension plan for eligible employees whereby the
Company pays contributions to a privately administered pension plan. The Company has
no further payment obligations once the contributions have been paid. The plan requires
participants to contribute 5% of their eligible earnings and such amounts are matched by
the Company.
The Company’s contributions to the defined contribution pension plan are charged to the
statement of income in the year to which they relate.

(j)

Related parties
Related parties are classified as related companies, shareholders, directors and key
management personnel who have the authority and responsibility for planning, directing
and controlling the activities of the Company.

4. Underwriting policies and reinsurance agreements
The Company follows the policy of underwriting and reinsuring all contracts of insurance, which limit
the retained liability of the Company. The reinsurance of contracts does not, however, relieve the
Company of its primary obligation to the policyholders. In the event that the reinsurers are unable to
meet their obligations under the reinsurance agreements, the Company would also be liable for the
reinsured amount. The Company’s credit risk management procedures are detailed in note 18.
Aon Limited, whose registered office is in London, England, a related party of J.S. Johnson &
Company Limited (J.S. Johnson), the latter being the Company’s primary shareholder, is the
Company’s reinsurance broker and acts as the intermediary between the Company and the reinsurers.
Reinsurance contracts between the Company and its reinsurers are renewable annually in accordance
with the terms of the individual contracts.
Reinsurance recoveries consist of:
Recoveries under excess of loss reinsurance for claims
paid and outstanding

Recoveries under proportional contracts for
outstanding claims (note 12)

$

$

2006

2005

1,196,443

1,331,297

12,127,111

14,699,959

13,323,554

16,031,256

Amounts due to reinsurers of $4,916,930 (2005 - $920,967) represent premiums to be ceded to the
reinsurers as at December 31, 2006 less reinsurance recoveries on proportional contracts.
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5. Term deposits
Term deposits with banks earn interest at rates ranging from 4.1081% to 8.0% (2005 - 3.61% to
8.0%) per annum and are held more than three months from the date of origination. Included in
term deposits are amounts totalling $139,877 (2005 - $234,083) representing accrued interest.
6. Related parties balances and transactions
J.S. Johnson, the Company’s primary shareholder which owns 40% of the Company’s issued shares,
serves as its sole agent (referred to as agents) in accordance with the Agency Agreement entered into
on January 1, 2000. The remaining shareholders of the Company represent shareholders and key
management personnel of J.S. Johnson. The Company and J.S. Johnson also have certain directors
in common.
Amounts due from agents are interest free and are settled over a 65-day period. Included in this
balance is $500,000 held for the purpose of settling claims.
Balances and transactions with reinsurers are recorded through Aon Limited, the Company’s
reinsurance broker, as stated in note 4.
The financial statements include the following balances and transactions with related parties:
2006

2005

13,323,554
9,953,548
5,680,650
20,127,421
–

16,031,256
2,579,079
5,115,580
19,192,775
250,000

258,000
(5,063,488)
(4,916,930)

271,500
(4,342,933)
(920,967)

Premiums written
49,924,609
Ceded to reinsurers
(38,762,463)
Commission income (note 11)
9,136,920
Commissions expense (note 11)
(10,636,595)
Excess of loss reinsurance
(3,823,172)
Profit and loyalty commissions
578,015
Dividend income
16,800
Personnel expenses
(276,994)
General and administrative expenses – management fees
(20,000)

42,120,234
(31,752,057)
8,153,236
(9,750,335)
(3,278,269)
476,538
16,800
(271,028)
(20,000)

Balances

Reinsurance recoveries (note 4)
Due from agents
Deferred commission reserve
Prepaid reinsurance premiums
Prepayments and other receivables
Investments in securities – fair value through
profit or loss
Unearned commission reserve
Due to reinsurers (note 4)
Transactions

$
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7.

Prepayments and other receivables

Prepayments
Other receivables
Subscription deposit
Loan receivable

$

$

2006

2005

16,530
2,579
500,790
–

71,735
2,704
–
250,000

519,899

324,439

The Company has advanced $500,790 as a deposit for a subscription in a bond offering, which had
not been settled as at December 31, 2006.
On October 6, 2005, the directors approved a loan to a director and shareholder in the amount of
$250,000. The loan was unsecured, bore interest at 4.25% per annum and was repaid in April 2006.
8. Investments in securities
Securities at fair value through profit or loss
Securities at fair value through profit or loss principally comprise marketable equity securities,
which are listed on The Bahamas International Securities Exchange, and are stated at fair value
using quoted bid prices. Movements during the year were as follows:
2006

As of beginning of year
Additions
Disposals

$

As of end of year

$

Change in net unrealized gains during the year

2005

2,180,297
–
(179,675)

1,580,378
330,720
(72,000)

2,286,797

2,180,297

286,175

341,199

As of December 31, 2006, the cost of securities fair valued through profit and loss was $1,661,244
(2005 - $1,841,416).
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8. Investments in securities (continued)
Held-to-maturity securities
Interest Rates
Government Bridge Bonds
Bahamas Government
Registered Stocks

Clifton Heritage Authority Bonds
Waterfield Bonds

Bank of The Bahamas Bonds

First Caribbean International
Bank Bonds

Prime + 1.5%

Maturity
2024

Prime +

2007 -

Prime + 0.75%

2035

0.1875% to 0.53125%

$

2026

2006

2005

130,508

130,508

2,536,495

2,338,947

283,376

283,376

7.5%

2015

2025

750,000

708,413

500,000

Prime + .75%

2011

1,009,932

–

$ 5,418,724

3,252,831

Prime + 1.75%

–

Included in amortized costs for held-to-maturity investments are amounts totalling $48,000
(2005 - $48,431) representing accrued interest.
Available for sale securities
Dividend Rates

Maturity 2006

Caribbean Crossings Ltd.

8%

2010

Parliament Properties Ltd.

7.5%

2015

Caribbean Crossings Ltd.

Commonwealth Bank Ltd.
Bank of The Bahamas Ltd.

7%

Prime + 1.5%
Prime + 2%

2016

perpetuity

perpetuity

$

2005

200,000

250,000

250,000

–

50,000

1,000,000

–

–

500,000

–

$ 2,000,000

250,000

As a result of the change in management’s intention to hold its investment in preferred shares to
maturity, the investment held in Caribbean Crossings Ltd. 2010 8% preferred shares as of December
31, 2005 has been reclassified to available for sale category.
9. Investment property
As of December 31, 2006, the cost of investment property is $536,917 (2005 - $536,917). In the
directors’ opinion the fair value of the investment property as at December 31, 2006 is $536,917.
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10. Property, plant and equipment

Land

Building

Furniture
and
Equipment

Computer Motor
Equipment Vehicles

Total

Cost:

Balance as of

January 1, 2006
Additions

$ 467,704

December 31, 2006

56,146

96,404

30,000

–

–

162,009

121,928

30,000

1,510,346

–

46,146

20,289

18,864

85,299

–

(25,507)

–

–

100,126

147,318

25,524

$ 467,704

728,705

Disposals

Balance as of

628,579

–

–

–

(41,455)

–

1,278,833
272,968

(41,455)

Accumulated depreciation:

Balance as of
January 1, 2006

Charge for the year

$

Disposals

Balance as of
December 31, 2006

–

–

13,449

–

13,449

37,775

38,602

26,364

116,190

–

$

17,136

18,313

7,500

56,398

(25,507)

Net book value:

December 31, 2006

$ 467,704

715,256

124,234

83,326

3,636

1,394,156

December 31, 2005

$ 467,704

628,579

10,000

76,115

11,136

1,193,534

11. Net commissions incurred
2006
$
Commission earned from reinsurers
Commission expenses allocated to JS Johnson

$

2005

(9,136,920)

(8,153,236)

1,499,675

1,597,099

10,636,595

9,750,335
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12. Outstanding claims and net claims incurred
As at December 31, 2006 outstanding claims of $16,127,701 (2005 - $19,858,905) is shown gross of
reinsurance recoveries of $12,127,111 (2005 - $14,699,959) as disclosed in note 4.
Included in gross outstanding claims is a provision of $404,000 (2005 - $334,000) for claims
incurred but not reported as of the year end.
2006

Net claims incurred:
Claims incurred
Less: recoverable from reinsurers

$
$

10,523,521
(8,724,530)
1,798,991

2005

18,219,202
(13,663,586)
4,555,616

Assumptions, change in assumptions and sensitivity
(i)

Process used to decide on assumptions
The reserving process commences at the moment an insured reports a claim and there
is prima facie evidence that the Company is liable under the policy. An initial reserve is
established at that point based on the best information available. Assuming liability is
subsequently confirmed, the reserve is revised whenever more detailed information becomes
available concerning the nature of the injury or physical damage involved. The setting of
reserves is the responsibility of the agency’s claims manager who will use external legal or
other expert advice where appropriate. Where the initial reserve exceeds the agency’s claims
settling threshold, the adequacy of the reserve will also be discussed with the Company. An
established reserve is expected to be sufficient to meet the final cost of a claim whenever it
is finally determined.
A provision for incurred but not reported (IBNR) claims has been established for each class of
business and is monitored for accuracy at each year end. In determining the accuracy of the
provision, management reviews the historical cost of IBNR claims and amends the provision,
where necessary, taking into account statistical trends and changes in the shape and size of the
portfolio.
All claims reserves are established on a gross basis and the Company accounts to proportional
reinsurers for their share through quarterly returns. Claims recoveries against Excess of Loss
reinsurers are made on a case by case basis on proof of payment being established.

(ii)

Sensitivity analysis – claims development
The development of long tail insurance liabilities provides a measure of the Company’s ability
to estimate the ultimate value of claims. Accurate claims reserving is crucial to the long term
health of the Company as it allows for more accurate pricing of products and also generates the
necessary level of confidence on the part of both reinsurers and shareholders. Management
uses a variety of statistical tools, including “Loss Triangulations” developed annually on an
underwriting year basis to monitor the development of the Company’s long tail liabilities.
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(iii) Movements in outstanding claims

Year ended December 31

2006
Gross

Notified claims

Incurred but not reported
Total claims outstanding
at beginning of the year

Cash paid for claims settled
in the year

Increase in liabilities
-

arising in current year claims

arising from prior year claims

Total claims outstanding
at end of the year

2005

Reinsurance

Net

Gross

Reinsurance

Net

$ 19,524,905 (14,699,959)

4,824,946

27,987,697 (22,272,220)

5,715,477

19,858,905 (14,699,959)

5,158,946

28,298,197 (22,272,220)

6,025,977

334,000

–

(14,254,726) 11,297,379
10,565,887

334,000

310,500

–

(2,957,347) (26,658,496) 21,235,847

310,500

(5,422,649)

(8,758,107)

1,807,780

17,911,911 (13,436,122)

4,475,789

$ 16,127,701 (12,127,111)

4,000,590

19,858,905 (14,699,959)

5,158,946

$ 15,723,701 (12,127,111)

3,596,590

19,524,905 (14,699,959)

4,824,946

$ 16,127,701 (12,127,111)

4,000,590

19,858,905 (14,699,959)

5,158,946

(42,365)

33,576

(8,789)

307,293

(227,464)

79,829

Outstanding claims at December 31
consist of:

Notified claims

Incurred but not reported
Total claims outstanding
at the end of the year

404,000

–

404,000

334,000

–

334,000

(iv)Unearned premium provision
Year ended December 31

2006
Reinsurance

Gross
At beginning of the year
Increase in the year
Portfolio transfer

Total at end of the year

$ 23,717,646 (19,192,775)
1,168,308
–

(627,029)

2005
Net
4,524,871

541,279

(307,617)

(307,617)

$ 24,885,954 (20,127,421)

4,758,533

Gross

Reinsurance

21,225,927 (17,176,428)
2,491,719
–

(2,016,347)
–

23,717,646 (19,192,775)

Included in the statement of income is the net increase in unearned premium reserve of
$233,662 (2005 - $475,372).

Net
4,049,499

475,372
–

4,524,871

These provisions represent the liability for short-term insurance contracts for which the Company’s
obligations are not expired at year-end.
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13. Margin loan
The Company entered into a short-term margin loan for $1.6million during the year, of which
$1.0million was drawn-down as at December 31, 2006. The loan bears interest at Nassau prime
plus 2% per annum and is secured by government bonds valued at $3.4million. The loan was repaid
in full in January 2007.
As at December 31, 2005 the Company had an overdraft facility for $2,700,000 which bore interest
at Nassau prime plus 2% per annum, of which $nil was drawn down at December 31, 2005. This
facility was cancelled in 2006.
14. Portfolio transfer
During 2006, the Company reduced its percentage retention over the prior year on its motor and
accident portfolio, with reinsurers receiving the additional percentage. This change required the
Company to transfer a proportion of its unearned premiums and outstanding claims reserves to
reinsurers, along with the liabilities corresponding to these funds.
15. General reserve
The Company has made an appropriation to a general reserve for unforeseeable risks and future
losses. The general reserve can only be distributed following approval by the Board of Directors.
16. Commitments and contingencies
Commitments
During 2005, the Company leased its office premises under a non-cancellable operating lease, which
came to an end on November 30, 2005. The Company relocated to 33 Collins Avenue, which it
purchased in 2005. Payments made under the lease were charged to the statement of income over
the period of the lease. Included in general and administrative expenses is $nil (2005 - $16,413)
representing lease payments for the year. As of December 31, 2005 there were no future lease
commitments.
Contingencies
In the normal course of its business, the Company is involved in various legal proceedings arising
out of and incidental to its operations. Management of the Company does not anticipate that the
losses, if any, incurred as a result of these legal proceedings will materially affect the financial
position of the Company.
17. Pension plan
The Company’s employees are members of J.S. Johnson Pension Plan, a defined contribution plan
covering all eligible employees. This plan provides for benefits to be paid upon retirement.
Employees are required to contribute an amount equal to 5% of their eligible earnings, which is
matched by the Company. The amount charged to the statement of income during the year for
pension costs was $15,307 (2005 - $14,231).
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18. Risk management
The Company is exposed to insurance risk and financial risk through its insurance assets and
insurance liabilities, financial assets and financial liabilities. The insurance risk covers such things
as the vagaries of the weather, the unpredictability of serious injury losses and fortuitous events
such as outbreaks of fire. The main components of the financial risk are credit risk, liquidity risk
and interest-rate risk. The Company’s financial performance is affected by its capacity to understand
and effectively manage these risks. The Company’s challenge is not only to measure and monitor
these risks but also to manage them as profit opportunities. A critical goal of the Company is to
ensure that its financial assets are always more than sufficient to fund the obligations arising from
its insurance contracts. The following notes expand on the nature of the aforementioned risks and
the manner in which the Company manages them.
(a)

Insurance risk
Insurance risk is the risk that an insured event might occur. At individual policy level and also
at portfolio level, there is uncertainty in terms of both frequency of occurrence and severity of
loss. For any given portfolio of insurance contracts, where the theory of probability is applied
to pricing and loss reserving, the principal risk that the Company faces is that claims and
other costs might exceed premiums earned. This could occur because the frequency or severity
of claims is greater than estimated or that estimated original policy rates prove not to be
sustainable or a combination of both. Experience shows that the greater the commonality
of risk within a class of business, the smaller will be the relative variability in the expected
outcome. In addition, a more diversified portfolio is less vulnerable to a deterioration in
the loss experience in any particular class of business. The Company has developed its
underwriting strategy to produce a diversified portfolio of insurance risks. Within each of the
individual classes of business it has sought to achieve, wherever possible, a sufficiently large
population of risks to reduce the variability of the expected outcome.
At the macro level, the Company suffers from a lack of diversification in the sense that it
only insures the non-life risks of individuals located in The Bahamas and Turks and Caicos;
therefore, there is a concentration of insurance risk within the industry sector and territory
in which the Company operates.
Casualty insurance risks
(i)

Frequency and severity of claims
The frequency and severity of claims can be affected by several factors. Claims
frequency can be influenced by changes in the size, composition and quality of a
portfolio. Changes in social / economic conditions can also severely impact claims
frequency. Claim severity is impacted by such things as general inflation. In the case
of Liability claims, the most significant factor is the increasing level of awards for
personal injury. Claims involving serious long term injury can take five years or more
to settle.
The Company manages these risks by means of its well developed underwriting and
reinsurance strategies and also by adopting a proactive approach to claims handling.
The underwriting strategy attempts to ensure that the portfolio remains biased towards
high quality risks. Underwriting guidelines are in place to enforce appropriate risk
selection criteria. The reinsurance arrangements include both proportional and
catastrophe excess of loss coverage. The effect of such reinsurance arrangements is
to limit the total net insurance loss that the Company can suffer in any one year.
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(ii)

Sources of uncertainty in the estimation of future claim payments
Claims on casualty contracts are payable on a claims-occurrence basis. The Company 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 long period of time and an element of the claims provision relates to incurred but not
reported claims (IBNR) and unexpired risks. Given the uncertainty in establishing
claims provisions, it is likely in many cases that the final cost of a claim will vary
significantly from the initial reserve. In calculating the estimated cost of outstanding
claims (both reported or not), the Company uses various industry standard loss
estimation techniques and the experience of its agents in settling claims of similar type.

Property insurance contracts
(i)

Frequency and severity of claims
For property insurance contracts, climatic changes are giving rise to more frequent
severe extreme weather events (eg. hurricanes, flooding, etc.) and their consequences.
The Company has the right to re-price each individual risk on renewal. It also has
the ability to impose or increase deductibles. Contracts are priced on the basis of the
commercial replacement value of the properties and contents insured. The sum insured
represents the maximum amount payable under a policy. The cost of repairing or
rebuilding properties, the cost of providing indemnity for damaged or stolen contents
and the time taken to restart business operations (business interruption insurances) are
the key factors that influence the value of claims under these policies. The most likely
cause of major loss under the property portfolio arises from a hurricane or other serious
weather related event. The Company has reinsurance coverage in place to limit the
impact of such losses in any one year.
The Company underwrites property insurance in The Bahamas and Turks and Caicos.

(ii)

Sources of uncertainty in the estimation of future claim payments
The development of large losses/catastrophes is analysed separately. Property claims
can be estimated with greater reliability due to the shorter settlement period for these
claims and relatively little IBNR is held at year-end.

(b)

Credit risk
• Credit risk arises from the failure of a counterparty to perform according to the terms of
the contract. In the normal course of business, the Company seeks to limit its exposure to
losses that may arise from any single occurrence. Reinsurance is primarily placed using a
combination of proportional and excess of loss treaties. Obtaining reinsurance does not,
however, relieve the Company of its primary obligations to the policyholders, therefore the
Company is exposed to the risk that the reinsurers may be unable to fulfil their obligations
under the contracts. The Company seeks to mitigate this risk by placing its reinsurance
coverage with large multi-national companies and syndicates. The Company also evaluates
the financial condition of its reinsurers and monitors the credit risk of the reinsurers to
minimize its exposure to significant losses from insurer insolvency.
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On its other assets the Company mitigates this risk as follows:
• places cash with credit-worthy banks;
• invests in debt securities of The Bahamas government, government-backed companies
and financially sound companies.
(c)

Liquidity risk
The objective of liquidity management is to ensure the availability of sufficient funds to honour
all of the Company’s financial commitments including claims. The Company maintains a level
of liquid assets, which mature or could be sold immediately to meet cash requirements for
normal operating purposes.

(d)

Interest-rate risk
Interest-rate risk for the Company is comprised of the risk that the value of financial assets
may fluctuate significantly as a result of changes in market interest rates. The Company
mitigates this risk by investing in interest-bearing assets with floating interest rates, or
investing for short time periods.

19. Fair value of financial instruments
Most of the Company’s financial instruments are either measured at fair value as of the balance
sheet date or are carried at values which approximate fair value, except for balances due from
agent. Fair value estimates are made at a specific point in time, based on market conditions and
information about the financial instrument. These estimates are subjective in nature and involve
uncertainties and matters of significant judgement and therefore, cannot be determined with
precision.
Except as stated elsewhere in the notes, the carrying amounts of the Company’s financial assets and
liabilities approximate their fair values due to one or all of the following reasons:
(a)

immediate or short-term maturity;

(b)

carrying amount approximates or equals market value.

Because of the interest-free nature and uncertainty surrounding the timing of the settlement
of balances due from agent, management is unable to estimate the fair value of this financial
instrument.
20. Corresponding figures
Certain corresponding figures in the financial statements and notes have been reclassified to
conform with the financial statement presentation adopted in the current year as follows:
• Reclassification of held-to-maturity investments to available for sale securities (refer to note 8)
• Receivables and payables related to insurance contracts have been grossed up for compliance
with IFRS 4 – Insurance Contracts.

