
REPORT AND 
FINANCIAL STATEMENTS 
FOR THE YEAR ENDED

31 DECEMBER 2016

Company Registration No. 87598

Red Sands Insurance Company (Europe) Limited



Directors, Officers and Other Information                                                                                                                    1

Directors’ Report                                                                                                                                                         2

Independent Auditor’s Report to the Members                                                                                                           4

Statement of Comprehensive Income:

Profit and Loss Technical Account                                                                                                                              6

Statement of Comprehensive Income:

Profit and Loss Non-Technical Account                                                                                                                      7

Statement of Financial Position                                                                                                                                   8

Statement of Changes in Equity                                                                                                                                10

Statement of Cash Flows                                                                                                                                          11

Notes to the Financial Statements                                                                                                                            12

RED SANDS INSURANCE COMPANY (EUROPE) LIMITED

CONTENTS



1

Directors:
Paul Savignon MBE

Adamo Valy

Ed O’Regan 

Emilio Gomez

Secretary:
Anne-Marie Lopez

Auditors:
EY Limited

Regal House

Queensway

Gibraltar

Registered Office:
Level 3

Ocean Village Business Centre

23, Ocean Village Promenade

Gibraltar

Appointed Actuary:
Derek Newton

Milliman LLP

London

EC2R 8DU

DIRECTORS, OFFICERS AND OTHER INFORMATION



2

The directors submit their report and the audited financial

statements for the year ended 31 December 2016.

Principal Activity

The Company holds an insurance licence issued by the

Financial Services Commission to carry on General

Insurance Business in Gibraltar. The Company is

currently licensed for the following classes of business:

1    –    Accident

2    –    Sickness

3    –    Land vehicles

5    –    Aircraft

6    –    Ships

7    –    Goods in transit

8    –    Fire and natural causes

9    –    Damage to property

10  –    Motor vehicle liability

11  –    Aircraft liability

13  –    General liability

14  –    Credit

15  –    Suretyship

16  –    Miscellaneous financial loss

17  –    Legal expenses

18  –    Assistance

     The Company focuses primarily on specialist short term

lines. It currently has a broad diversified portfolio, writing

several different types of business.

Review of the business

The results for the year are shown in the profit and loss

account on pages 6 and 7. The shareholders’ funds total

£24m (2015: £23m) after declaring a dividend of £3.5m

(2015: £15m).

Throughout 2016, we have maintained our strategic

objective of supporting our established distribution

partners and we are pleased to report that this has

produced positive results. 

The company’s market share in pet, ancillary motor

products and insurance backed guarantee markets

continues to produce year on year growth. Our steadfast

distributors have proven themselves yet again and they

continue strengthen their respective positions in their

chosen markets.

The above-mentioned is borne out in the financial results.

Gross written premium increased by 18% from £103m to

£122m with profit after tax for the current year of £4.1m. 

Our technical result for 2016 was £5m with an

underwriting margin of 9.87% and a combined ratio of

95.47% compared to the prior year’s 91.17%. 

2016 was a difficult year for investments, which needs to

be contextualised against performance of the

investments over the last five years. However, through

our Investment Committee, we continue to proactively

manage our investments, including appropriate review

and input from our team of independent investment

consultants. Via this Committee, each investment has

been re-evaluated with a number of changes having been

implemented with the aim of ensuring an appropriately

diversified and robust portfolio.

During the course of 2015, the Company issued a EUR

20,000,000 subordinated note at an issue price of 100%

of the principal amount. This note is subject to a floating

interest rate and will mature in January 2026 and qualifies

as Tier 2 Capital under Solvency II.

Solvency II is now firmly embedded across the insurance

industry and we have completed our implementation of

Pillars I, II and III into the company and our daily work

lives. With the assistance of our Audit, Risk and

Corporate Governance Committee we accomplished all

our reporting deadlines with the regulator in Gibraltar. 

The Own Risk and Solvency Assessment (ORSA) for the

Red Sands Group was finalised towards the end of 2016

and subsequently submitted to the Gibraltar Financial

Services Commission. This document included a

summary of group own risks, business plan

assumptions, stress and scenario tests and well as a

forward-looking view on solvency. 

Solvency II is about the on-going engagement of the

Board and the senior management team with the

regulations and to this end our Audit, Risk and Corporate

Governance Committee are leading on this to ensure our

continuous compliance with the regulations. In addition,

we will also be issuing the first set of annual quantitative

reports in 2017, namely the Solvency & Financial

Condition Report and the Regulatory Supervisory Report.  

The impact of Brexit remains to be seen, but we believe

this will create both opportunities and challenges for our

business. We are engaging proactively to ensure we are

well-positioned to take advantage of these opportunities

whilst ensuring that any associated risks are mitigated.

DIRECTORS’ REPORT
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Future developments

As a business we are enthusiastic to engage in new

markets and to explore new products with

knowledgeable business partners. We believe this is key

to our continued growth and we are keen to see new

opportunities during 2017. We are in the late stages of

developing two new product ranges and these will be

marketed via two new business partners. We feel that

these products are presently underserved by the existing

market and will be valued by our client base. We expect

these to launch during Q3 2017. 

We are extremely pleased with what has been accomplished

so far.  As always, we look forward to working closely with our

current distribution and reinsurance partners.

We are looking forward to getting on with business and

with the help of our strong team and partners we aim to

achieve our business goals for 2017.

Principal risks and uncertainties

The principal risks and uncertainties arising from the

Company’s general insurance business arise from

fluctuations in timing, frequency and severity of claims

compared to our expectations and inaccurate pricing. 

The Company is also exposed to financial risks primarily

through its investments, reinsurance assets and

policyholder liabilities.

These risks are discussed in Note 10 to the financial

statements.

Financial risk management objectives and policies

Information on the use of the financial instruments by the

Company and its management of financial risk is

disclosed in Note 10 to the financial statements. In

particular, the Company’s exposure to price risk, credit

risk and liquidity risk are separately disclosed in that note.

The Company’s exposure to cash flow risk is also

addressed under each of these disclosures.

Dividend

During the year, the Company paid dividends of £3.5m

(2015: £15m) to the shareholders. 

Going concern

The directors believe that the Company has adequate

resource to continue in operational existence for the

foreseeable future. Accordingly, the Company continues

to adopt the going concern basis in preparing the

financial statements.

Statement of Directors’ responsibilities

Company law requires the directors to prepare financial

statements for each financial year, which give a true and

fair view of the state of affairs of the Company and of the

profit or loss for that year. In preparing those financial

statements, the directors are required to:

• select suitable accounting policies and then apply 

  them consistently;

• make judgements and estimates that are reasonable 

  and prudent;

• state whether applicable accounting standards have 

  been followed, subject to any material departures 

  disclosed and explained in the financial statements; 

  and

• prepare the financial statements on the going concern 

  basis unless it is inappropriate to presume that the 

  Company will continue in business.

The directors are responsible for keeping proper

accounting records which disclose with reasonable

accuracy at any time the financial position of the

Company and to enable them to ensure that the financial

statements comply with the Gibraltar Companies Act

2014 and the Insurance Companies (Accounts Directive)

Regulations 1997. They are also responsible for

safeguarding the assets of the Company and hence for

taking reasonable steps for the prevention and detection

of fraud and other irregularities.

The maintenance and integrity of the Company’s website

is the responsibility of the directors. The directors’

responsibility also extends to the ongoing integrity of the

financial statements contained therein.

Auditors

The retiring auditors are EY Limited who are eligible for re-

appointment.

Ed O’Regan Paul Savignon

Director                                 Director 

22 June 2017

DIRECTORS’ REPORT

continued
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF 
RED SANDS INSURANCE COMPANY (EUROPE) LIMITED

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of Red

Sands Insurance Company (Europe) Limited (the

Company), which comprise the statement of financial

position as at 31 December 2016, and the statement

of comprehensive income, statement of changes in

equity and statement of cash flows for the year then

ended, and notes to the financial statements,

including a summary of significant accounting

policies. 

In our opinion, the accompanying financial

statements:

• give a true and fair view of the state of the 

  company’s affairs as at 31 December 2016 and of 

  the company’s profit for the year then ended;

• have been properly prepared in accordance with 

  Gibraltar Financial Reporting Standards; and

• have been properly prepared in accordance with 

  the Companies Act 2014 and the Insurance 

  Companies (Accounts Directive) Regulations 1997.

This report, including the opinion, has been prepared

for and only for the company’s members as a body in

accordance with Section 257 of the Companies Act

2014 and for no other purpose. We do not, in giving

these opinions, accept or assume responsibility for

any other purpose or to any other person to whom

this report is shown or into whose hands it may come

save where expressly agreed by our prior consent in

writing.

Basis for Opinion 

We conducted our audit in accordance with

International Standards on Auditing (ISAs). Our

responsibilities under those standards are further

described in the Auditor’s Responsibilities for the

Audit of the Financial Statements section of our

report. We are independent of the Company in

accordance with the ethical requirements that are

relevant to our audit of the financial statements in

Gibraltar, and we have fulfilled our other ethical

responsibilities in accordance with these

requirements. We believe that the audit evidence we

have obtained is sufficient and appropriate to provide

a basis for our opinion.

Responsibilities of Directors for the Financial

Statements 

The Directors are responsible for the preparation and

true and fair presentation of the financial statements

in accordance with applicable law in Gibraltar and

Gibraltar Financial Reporting Standards, and for such

internal control as the directors determine is

necessary to enable the preparation of financial

statements that are free from material misstatement,

whether due to fraud or error. 

In preparing the financial statements, the directors are

responsible for assessing the Company’s ability to

continue as a going concern, disclosing, as

applicable, matters related to going concern and

using the going concern basis of accounting unless

the directors either intends to liquidate the Company

or to cease operations, or have no realistic alternative

but to do so.

Auditor’s Responsibilities for the Audit of the

Financial Statements

Our objectives are to obtain reasonable assurance about

whether the financial statements as a whole are free from

material misstatement, whether due to fraud or error, and

to issue an auditor’s report that includes our opinion.

Reasonable assurance is a high level of assurance, but is

not a guarantee that an audit conducted in accordance

with ISAs will always detect a material misstatement

when it exists. 

Misstatements can arise from fraud or error and are

considered material if, individually or in the aggregate,

they could reasonably be expected to influence the

economic decisions of users taken on the basis of these

financial statements.

As part of an audit in accordance with ISAs, we exercise

professional judgment and maintain professional

skepticism throughout the audit. We also: 

• Identify and assess the risks of material misstatement

of the financial statements, whether due to fraud or

error, design and perform audit procedures responsive

to those risks, and obtain audit evidence that is

sufficient and appropriate to provide a basis for our

opinion. The risk of not detecting a material

misstatement resulting from fraud is higher than for one

resulting from error, as fraud may involve collusion,

forgery, intentional omissions, misrepresentations, or
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF 
RED SANDS INSURANCE COMPANY (EUROPE) LIMITED
continued

the override of internal control. 

• Obtain an understanding of internal control relevant to

the audit in order to design audit procedures that are

appropriate in the circumstances, but not for the

purpose of expressing an opinion on the effectiveness

of the Company’s internal control.

• Evaluate the appropriateness of accounting policies

used and the reasonableness of accounting estimates

and related disclosures made by the directors. 

• Conclude on the appropriateness of the directors’ use

of the going concern basis of accounting and, based

on the audit evidence obtained, whether a material

uncertainty exists related to events or conditions that

may cast significant doubt on the Company’s ability to

continue as a going concern. If we conclude that a

material uncertainty exists, we are required to draw

attention in our auditor’s report to the related

disclosures in the financial statements or, if such

disclosures are inadequate, to modify our opinion. Our

conclusions are based on the audit evidence obtained

up to the date of our auditor’s report. However, future

events or conditions may cause the Company to cease

to continue as a going concern. 

• Evaluate the overall presentation, structure and content

of the financial statements, including the disclosures,

and whether the financial statements represent the

underlying transactions and events in a manner that

achieves fair presentation.

We communicate with the directors regarding, among

other matters, the planned scope and timing of the audit

and significant audit findings, including any significant

deficiencies in internal control that we identify during our

audit.

Report on Other Legal and Regulatory

Requirements

Opinion on other matter prescribed by the

Companies Act 2014 

In our opinion the Directors’ Report has been properly

prepared in accordance with the Companies Act 2014

and the information given in the Directors’ Report for the

financial year for which the financial statements are

prepared is consistent with the financial statements.  

Matters on which we are required to report by

exception

We have nothing to report in respect of the following

matters where the Companies Act 2014 requires us to

report to you if, in our opinion: 

• we have identified material misstatements in the

Directors’ Report. 

• we have not received all the information and

explanations we require for our audit.

Dale Cruz

Statutory auditor for and on behalf of

EY LIMITED

Registered auditors

Chartered Accountants

Regal House

Queensway

Gibraltar

22 June 2017
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PROFIT AND LOSS ACCOUNT for the year ended 31 December 2016

TECHNICAL ACCOUNT                                                                                 2016                                       2015

                                                                                      Notes                               £                                              £        

Earned premiums, net of reinsurance

Gross written premiums                                                     4                      122,229,630                      102,784,415

Outward reinsurance premiums                                         4                         (1,329,353)                          (19,563,192)

                                                                                                                     __________                           __________

Net written premiums                                                                          120,900,277                            83,221,223  

Change in the provision for

unearned premiums – gross and net                               4                         (5,960,226)                           (3,274,594)
                                                                                                                     __________                           __________

                                                                                                                  (5,960,226)                           (3,274,594)
                                                                                                                     __________                           __________

Earned premiums, net of reinsurance                                                  114,940,051                            79,946,629

Claims incurred, net of reinsurance

Claims paid

Gross amount                                                                 5                       (63,897,460)                          (58,704,363)

Reinsurers’ share                                                             5                                41,806                            14,676,284

                                                                                                                     __________                           __________

                                                                                                                  (63,855,654)                          (44,028,079)

                                                                                                                     
__________                           __________

Change in the provision for claims

Gross amount                                                                 5                         (5,006,252)                             2,088,795

Reinsurers’ share                                                             5                              406,732                                (448,532)

                                                                                                                     __________                           __________

                                                                                                                    (4,599,520)                         1,640,263

                                                                                                                     
__________                           __________

Claims incurred, net of reinsurance                                                   (68,455,174)                       (42,387,816)

Net operating expenses                                                 7                       (41,598,538)                       (30,053,761)
                                                                                                                     __________                           __________

Balance on the Technical Account

General Business                                                                                      4,886,339                          7,505,052
                                                                                                                     __________                           __________

                                                                                                                     

__________                           __________

The notes on pages 12 to 36 form part of these financial statements.
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PROFIT AND LOSS ACCOUNT for the year ended 31 December 2016

NON – TECHNICAL ACCOUNT                                                                      2015                                       2014

                                                                                      Notes                               £                                              £

Balance on the General Business

Technical Account                                                                                    4,886,339                          7,505,052

Investment income

Income from land and building                                              9,800 6,300

Income from other financial investments                                924,728 1,000,064

Gain on the realisation of shares in group undertakings         - 1,110

Gain/loss on the realisation of investments                       14                         (1,008,408)                            2,210,870

Unrealized gain/loss on investments                                                               1,543,941                                 (54,549)

Investment expenses and charges                                                                 (49,148)                                (45,482)

Other income                                                                                                     32,719                                  16,139

Other charges                                                                19                        (1,077,115)                              (195,814)

                                                                                                                     
__________                           __________

Profit on ordinary activities before tax                                                     5,262,856                        10,443,690

Tax on profit on ordinary activities                                      9                             (611,594)                           (823,204)

                                                                                                                     
__________                           __________

Profit for the financial year                                                                       4,651,262                          9,620,486

Other comprehensive income                                                                                   -                                       -

                                                                                                                     
__________                           __________

Total comprehensive income for the financial year                           4,651,262                              9,620,486

                                                                                                                     
__________                           __________

                                                                                                                     

__________                           __________

The Company has had no discontinued activities in the year.  Accordingly, the above results relate solely to continuing

activities.

The notes on pages 12 to 36 form part of these financial statements.
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ASSETS

                                                                                                                          2016                                        2015

                                                                                      Notes                               £                                              £

Intangible assets

Development costs                                                           11                                          -                                            -

                                                                                                                                       

Investments

Land and building                                                             12                             720,000                                 664,000

Investments in group undertakings                                   13                         3,352,795                              3,309,179

Other financial investments                                               14                       58,524,943                            49,507,405

                                                                                                                     
__________                           __________

                                                                                                                   62,597,738                            53,480,584

Reinsurers’ share of technical provisions

Claims outstanding                                                            5                              613,147                                 206,415

Debtors

Debtors arising out of direct insurance

operations – intermediaries                                                                          5,684,221                              5,118,295

Other debtors                                                                   15                         3,748,736                              1,608,885

                                                                                                                     
__________                           __________

                                                                                                                     9,432,957                              6,727,180

Other assets

Tangible assets                                                                 16                                 6,435                                   11,111

Cash at bank and in hand                                                                             8,135,418                              9,668,538

                                                                                                                     
__________                           __________

                                                                                                                     8,141,853                              9,679,649

Prepayments and accrued income

Accrued interest                                                                                                121,779                                 138,806

Deferred acquisition costs                                                17                       10,112,901                              9,544,438

Other prepayments and accrued income                          18                       12,239,107                              8,668,535

                                                                                                                     
__________                           __________

                                                                                                                   22,473,787                            18,351,779

                                                                                                                     
__________                           __________

Total assets                                                                                             103,259,482                            88,445,607

                                                                                                                     
__________                           __________

                                                                                                                     

__________                           __________

The notes on pages 12 to 36 form part of these financial statements.

STATEMENT OF FINANCIAL POSITION as at 31 December 2016
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STATEMENT OF FINANCIAL POSITION as at 31 December 2016

continued

LIABILITIES AND SHAREHOLDER’S EQUITY

                                                                                                                          2016                                        2015

                                                                                      Notes                               £                                              £

Capital and reserves

Called up share capital                                                     21                         3,006,000                              3,006,000

Share premium account                                                                                 5,994,000                              5,994,000

Profit and loss account                                                                                15,285,649                            14,134,387

                                                                                                                     
__________                           __________

Total shareholders’ funds                                                                             24,285,649                            23,134,387

Subordinated liability                                                     19                       17,072,007                            14,128,105

Technical provisions

Provision for unearned premiums                                      4                        40,813,077                            34,852,851

Claims outstanding                                                            5                        15,015,165                            10,008,913

                                                                                                                     
__________                           __________

                                                                                                                   55,828,242                            44,861,764

Creditors

Creditors arising out of reinsurance operations                                                  311,258                                 749,992

Amounts owed to credit institutions                                  14                               34,983                                   10,221

Other creditors including taxation

and social security                                                          20                         3,852,037                              2,871,422

                                                                                                                     
__________                           __________

                                                                                                                     4,198,278                              3,631,635

Accrual and deferred income                                                                    1,875,306                              2,689,716

                                                                                                                     
__________                           __________

Total liabilities and shareholders’ funds                                              103,259,482                            88,445,607

                                                                                                                     
__________                           __________

                                                                                                                     

__________                           __________

Approved and signed on behalf of the Board of directors on 22 June 2017.

Ed O’Regan Paul Savignon

Director                                 Director 

The notes on pages 12 to 36 form part of these financial statements.



                                                                                                               2016

                 Called up            Share Profit

                    share             premium and loss Total

                   capital             account account

                                                                            £                        £ £ £

At 1 January                                                           3,006,000         5,994,000 14,134,387 23,134,387

Profit and total comprehensive

income for the year                                                       -                        - 4,651,262 4,651,252

Dividends paid                                                                        -                        - (3,500,000) (3,500,000)

                                                                              
__________          __________ __________ __________

At 31 December                                                     3,006,000         5,994,000 15,285,649 24,285,649

                                                                              
__________          __________ __________ __________                                                                              __________          __________ __________ __________

                                                                                                                               2015

                    Called up                 Share Profit

                        share                 premium and loss Total

                       capital                 account account

                                                                                       £                            £ £ £

At 1 January                                                             3,006,000            5,994,000 19,513,901 28,513,901

Profit and total comprehensive

income for the year                                                              -                           - 9,620,486 9,620,486

Dividends paid                                                                        -                           - (15,000,000) (15,000,000)

                                                                              
__________          __________ __________ __________

At 31 December                                                       3,006,000            5,994,000 14,134,387 23,134,387

                                                                              
__________          __________ __________ __________                                                                              __________          __________ __________ __________

The notes on pages 12 to 36 form part of these financial statements.

STATEMENT OF CHANGES IN EQUITY for the year ended 31 December 2016

10
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                                                                                                                          2016                                       2015

                                                                                                                             £                                              £

CASH FLOWS FROM OPERATING ACTIVITIES

Profit on ordinary activities before tax                                                                        5,262,856                10,443,690

Adjustments for:                                                                                                                                                          

Loss/Gains on investment                                                                                     1,438,385                (2,156,321)

Gain on the realisation of shares in group undertakings                                                         -                      (1,110)   

Change in gross technical provisions                                                4/5            10,966,478                  1,185,799

Change in reinsurers’ share of technical provisions                           4/5                 (406,732)                    448,532

Unrealised foreign exchange loss (gain)                                                                3,617,275                     317,368

Accrued interest on loans to group undertakings                                                      (11,468)                    (58,279)

Depreciation and amortization of tangible and intangible assets        16                       7,954                       20,530

Change in operating assets and liabilities:                                                                                                                   

Debtors                                                                                                            (2,712,632)                    434,736

Prepayments and accrued income                                                                     (4,122,008)               (2,181,042)

Creditors                                                                                                               598,069                     252,563 

Accruals                                                                                                             (814,410)                     888,167 

Interest received                                                                                                             12,098                       10,699

Interest paid                                                                                           19               1,077,351                     195,814

Income tax paid                                                                                                           (643,020)                  (930,992)

                                                                                                                                 
__________                __________

Net cash inflow from operating activities                                                         14,270,196                  8,870,154
                                                                                                                                 

__________                __________

CASH FLOWS FROM INVESTING ACTIVITIES                                                                                                        

Sale of financial investments                                                                                   34,029,117                27,789,906

Redeemed preference share investment                                                                                    -                3,750,000   

Purchases of debt and equity instruments                                                             (44,541,041)             (36,354,352)

Additional loans to subsidiaries                                                              13                    (44,246)               (1,227,880)

Payments to acquire tangible assets                                                      16                      (3,278)                     (6,836)   
                                                                                                                                 

__________                __________

Net cash outflow from investing activities                                                       (10,559,448)               (6,049,162)
                                                                                                                                 

__________                __________

CASH FLOWS FROM FINANCING ACTIVITIES                                                                                                       

Ordinary share dividend paid                                                                                    (3,500,000)             (15,000,000)

Increase in subordinated loans                                                               19                                -               14,128,105   

Interest paid on subordinated loans                                                       19              (1,077,351)                    195,814
                                                                                                                                 

__________                __________

Net cash outflow from financing activities                                                         (4,577,351)               (1,067,709)

                                                                                                                                 
__________                __________

Effect of exchange rate changes                                                                                 (666,517)                  (286,654)

                                                                                                                                 
__________                __________

Net increase in cash and cash equivalents                                                        (1,533,120)                 1,466,629

Cash and cash equivalents at beginning of year                                                       9,668,538                  8,201,909
                                                                                                                                 

__________                __________

Cash and cash equivalents at 31 December                                                       8,135,418                  9,668,538

                                                                                                                                 
__________                __________

  

                                                                                                                                 

__________                __________

The notes on pages 12 to 36 form part of these financial statements.

CASH FLOW STATEMENT for the year ended 31 December 2016
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NOTES TO THE FINANCIAL STATEMENTS

1.      Company information

Red Sands Insurance Company (Europe) Limited is

a limited liability company incorporated in Gibraltar.

The registered office is Level 3, Ocean Village

Business Centre, 23 Ocean Village Promenade,

Gibraltar GX111AA. The financial statements cover

those of the individual entity and are prepared as at

and for the year ended 31 December 2016.

2.      Basics of preparation

These financial statements have been prepared in

compliance with Financial Reporting Standards

(FRS) 102 and 103, being applicable Gibraltar

Accounting Standards (Gibraltar Generally

Accepted Accounting Practice). Gibraltar legislation

applied in the preparation of these financial

statements is the Insurance Companies (Accounts

Directive) Regulations 1997.

The financial statements have been prepared under

the historical cost convention except for certain

financial instruments which are measured at fair

value, as specified in the accounting policies below.

The financial statements are presented in Sterling

which is the presentation and functional currency of

the Company and rounded to the nearest £.

The financial statements for the year ended 31

December 2016 were approved for issue by the

Board of Directors on 9 May 2017.

3.      Accounting policies

3.1 Judgements and key sources of

estimation uncertainty

The preparation of the financial statements requires

management to make judgments, estimates and

assumptions that affect the amounts reported for

assets and liabilities as at the balance sheet date

and the amounts reported for revenues and

expenses during the year. However, the nature of

estimation means that actual outcomes could differ

from those estimates. The following are the key

sources of estimation uncertainties and areas

where judgment made have had the most

significant effect:

Insurance contract technical provisions

The Company’s most critical accounting estimate is

the ultimate liability arising from claims made under

insurance. Estimates have to be made for both the

expected ultimate cost of claims reported at the

reporting date and for the expected ultimate cost of

claims incurred, but not yet reported at the

reporting date (‘IBNR’). It can take a significant

amount of time before the ultimate claims cost can

be established with certainty and for some type of

policies, IBNR claims form a majority of the liability

in the balance sheet.

The provision for claims outstanding is made on an

individual basis and is based on the ultimate cost of

all claims notified but not settled by the balance

sheet date. The provision also includes the

estimated cost of claims incurred but not reported

at the balance sheet date based on statistical

methods.

The estimation of IBNR is generally subject to a

greater degree of uncertainty than the estimation of

the cost of settling claims already notified to the

Company, where more information about the claim

event is generally available.  Claims IBNR may often

not be apparent to the insurer until many years after

the event giving rise to the claim has happened.

Classes of business where the IBNR proportion of

the total reserve is high will typically display greater

variations between the initial estimates and the final

outcomes because of the greater degree of

difficulty of estimating those reserves.  Classes of

business where claims are typically reported

relatively quickly after the claim event will tend to

display lower levels of volatility.  In calculating the

estimated cost of unpaid claims the Company uses

a variety of estimation techniques, generally based

upon statistical analyses of historic experience,

which assumes that the development pattern of the

current claims will be consistent with past

experience.  

Similar judgements, estimates and assumptions

are used in the assessment of adequacy of

provisions for unearned premium. Judgement is

also required in determining whether the pattern of

insurance service provided by a contract requires

amortisation of unearned premium on a basis other

than time apportionment.

Further details are given in Notes 4 and 5.
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Taxation

Management estimation is required to determine

the amount of deferred tax assets that can be

recognised, based upon likely timing and level of

future taxable profits together with an assessment

of the effect of future tax planning strategies.

Further details are contained in Note 9.

Operating lease commitments

The Company has entered into commercial

property leases. The classification of such leases as

operating or finance leases require the Company to

determine, based on an evaluation of the terms and

conditions of the arrangements, whether it retains

or acquires the significant risks and rewards of

ownership of these assets and accordingly whether

the lease requires an asset and liability to be

recognised in the balance sheet. Further details are

contained in Note 22.

3.2 Significant accounting policies

Intangible assets

Intangible assets are made up of development

costs and are stated at cost less accumulated

amortisation and impairment. The intangible asset

have been amortised over a period of three years. 

Tangible assets

Tangible assets are stated at cost less accumulated

depreciation and any accumulated impairment

losses.  Depreciation is provided at rates calculated

to write off the cost less estimated residual value, of

each asset over its expected useful life from the

date the asset comes into use, as follows:

• Leasehold improvements - 6 years straight line

• Fixtures and fittings - 3 years straight line

• IT equipment - 3 years straight line

• Motor vehicles - 3 years straight line

Impairment of assets

Intangible and tangible assets are subject to an

impairment review if there are events or changes in

circumstances that indicate that their carrying

amount may not be fully recoverable.  The

impairment review comprises a comparison of the

carrying amount of the intangible assets with its

recoverable amount, which is the higher of net

realisable value and value in use.  The carrying

value of the intangible asset is written down by the

amount of any impairment and the loss is

recognised in the profit and loss account in the

period in which it occurs.  If the occurrence of an

external event gives rise to the reversal of an

impairment loss, the reversal is recognised in the

profit and loss account by increasing the carrying

amount of the asset in the period in which it occurs.

The carrying amount of the intangible asset will only

be increased up to the amount that it would have

had the original impairment not occurred.

Investments in group undertakings

Investments in group undertakings are measured at

fair value with changes in fair value recognised in

the profit and loss account.

The underlying properties of the investees are

independently revalued every three years by

qualified external valuators, in accordance with the

guidance notes issued by the Royal Institution of

Chartered Surveyors.

Investment in group undertakings is derecognised

on disposal or when the Company ceases to have

control.

Land and building

Land and building is held as an investment

property, to earn rentals or for capital appreciation

or both, is initially recognised at cost and

subsequently re-measured at fair value with

changes in fair value recognised in the profit and

loss account. 

Full valuations in accordance with the guidance

notes issued by the Royal Institution of Chartered

Surveyors are made by independent, professionally

qualified valuers every three years.

Investment property is de-recognised on disposal

or when no future economic benefits are expected

from its use or disposal.

Financial investments

Financial investments comprise the following: 

Derivative instruments

The Company uses forward foreign currency

contracts to reduce exposure to foreign exchange

rates. Derivative financial instruments are initially

measured at fair value on the date on which a

NOTES TO THE FINANCIAL STATEMENTS
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derivative contract is entered into and are

subsequently measured at fair value through profit

or loss. Derivatives are carried as assets when the

fair value is positive and as liabilities when the fair

value is negative.

The fair value of the forward currency contracts is

calculated by reference to current forward

exchange contracts with maturity profiles. The

Company does not undertake any hedging

transactions.

Shares and other variable yield securities and unit

in unit trusts and Debt securities and other fixed

income securities

These investments are recognised initially at fair

value which is normally the transaction price (but

excludes any transaction costs). Subsequently,

they are measured at fair value through profit or

loss except for those equity investments that are

not publicly traded and whose fair value cannot

otherwise be measured reliably which are

recognised at cost less impairment until a reliable

measure of fair value becomes available.

If a reliable measure of fair value is no longer

available, the instrument’s fair value on the last date

the instrument was reliably measurable is treated

as the cost of the instrument.

Fair value of financial assets

The Company uses the following hierarchy for

determining the fair value of financial instruments by

valuation technique:

(i) Level 1: quoted (unadjusted) prices in active

markets for identical assets or liabilities. Quoted

in an active market in this context means quoted

prices are readily and regularly available and

those prices represent actual and regularly

occurring market transactions on an arm’s length

basis. The quoted price is usually the bid price.

(ii) Level 2: when quoted prices are unavailable the

instrument is valued using inputs that are

observable either directly or indirectly including

quoted prices for similar assets or liabilities in

active markets, quoted prices for identical or

similar assets or liabilities in inactive markets,

inputs that are observable such as interest rates

and yield curves observable at commonly quoted

intervals, implied volatility or credit spreads and

market-corroborated inputs.

(iii) Level 3: when observable inputs are not

available, unobservable inputs are used to

measure fair value by use of valuation techniques.

The objective of using the valuation technique is

to estimate what the fair value would have been

on the measurement date.

See Note 14 for details of financial instruments

classified by fair value hierarchy.

Cash and cash equivalents

Cash at bank and in hand on the balance sheet

comprise cash at bank and in hand with no time

restriction.

Deposits with credit institutions, within other

financial investments on the balance sheet,

comprise sums the withdrawal of which is subject

to a time restriction. 

For purposes of the statement of cash flow, cash

and cash equivalents consist of cash at bank and

in hand and deposits with credit institutions, net of

outstanding bank overdrafts.

Investment income

Dividends are recognised when the investments to

which they relate are declared ‘ex-dividend’. Rent is

recognised on an accrual basis. Interest income is

recognised on a time proportionate basis taking

into account effective interest yield.

Realised gains and losses represent the difference

between net sales proceeds and purchase price

and are recognised through the profit and loss

account. Unrealised gains and losses on

investments represent the difference between the

current value at the balance sheet date and their

purchase price and are recognised through the

profit and loss account.

Debtors and creditors

Debtors and creditors, other than those arising

from insurance and reinsurance contracts, with no

stated interest rate and receivable or payable within

one year are recorded at transaction price. Any

losses arising from impairment are recognised in

the income statement in other operating expenses.

Loan receivables are basic instruments are initially
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recorded at the present value of future payments

discounted at the market rate of interest of similar

loan. Subsequently, they are measured at

amortised cost using the effective interest method.

Foreign currencies

(i) Functional and presentation currency

Items included in these financial statements and

are measured and presented using Sterling (£), the

currency of the primary economic environment in

which the Company operates (the ‘functional

currency’), which is also the Company’s

presentation currency.

(ii) Transactions and balances

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 the

settlement of such transactions and from the

translation at year-end exchange rates of monetary

assets and liabilities denominated in foreign currencies

are recognised in the profit and loss account.

In respect to assets and liabilities arising from the

Company’s separately identifiable foreign business,

the assets and liabilities are translated at the

exchange rate ruling at the balance sheet date.

Transactions in foreign currencies are recorded at

the rate ruling at the date of the transaction.  All

differences are taken to the profit and loss account.

Offsetting of financial instruments

Financial assets and liabilities are offset and the net

amount reported in the balance sheet only where

there is a legally enforceable right to offset the

recognised amounts and there is an intention to

settle on a net basis, or to realise the asset and

settle the liability simultaneously.

Operating lease commitments

Rentals payable under operating leases are

charged to the profit and loss account as incurred

over the lease term.

Dividends 

Interim dividends are recognised when paid and

final dividends are booked as a liability when they

are approved by the members passing a written

resolution.

Taxation and deferred tax

Current taxation

Current taxation is provided for on the basis of tax

rates and tax laws that have been enacted or

substantially enacted at the year-end date.

Deferred taxation

Deferred tax is recognised in respect of all significant

timing differences that have originated but not

reversed at the balance sheet date where

transactions or events that result in an obligation to

pay more tax in the future or a right to pay less tax in

the future have occurred at the balance sheet date.

Timing differences are differences between the

Company’s taxable profits and its results as stated in

the financial statements that arise from the inclusion

of gains and losses in tax assessments in periods

different from those in which they are recognised in

the financial statements. Deferred tax is measured at

the average tax rates that are expected to apply in

the periods in which timing differences are expected

to reverse, based on tax rates and laws that have

been enacted or substantially enacted by the

balance sheet date. Deferred tax is measured on a

non-discounted basis.

Subordinated liability

Subordinated liability relates to capital instruments

issued to raise capital. The loan is a basic financial

instrument which constitutes a financing

transaction and is initially measured at the present

value of the future payments discounted at market

rate of interest for a similar debt instrument. This is

then subsequently measured at amortised cost

using the effective interest method.

Amortised cost is calculated by taking into account

any discount or premium on acquisition and fee or

costs that are integral part of the effective interest

rate. The effective interest rate amortisation is

included in finance cost in the profit or loss

account.

See Note 19 for details.

Insurance contracts

Product classification

Insurance contracts are those contracts when the

Company (the insurer) has accepted significant

insurance risk from another party (the policyholder)

by agreeing to compensate the policyholder if a



specified uncertain future event (the insured event)

adversely affects the policyholders. As a general

guideline, the Company determines whether it has

significant insurance risk by comparing benefits

paid with benefits payable if the insured event did

not occur. Insurance contracts can also transfer

financial risk.

Once a contract has been classified as insurance

contract, it remains an insurance contract for the

remainder of its lifetime, even if the insurance risk

reduces significantly during this period, unless all

rights and obligations are extinguished or expire.

Gross written premiums

Gross written premiums comprise the total

premiums payable for the whole period of cover

provided by the insurance contracts entered during

the reporting period, regardless of whether these

are wholly due for payment in the reporting period,

together with any adjustments arising in the

reporting period to such premiums receivable in

respect of business written in prior reporting

periods. They are accounted for from the inception

date of the policy to which they relate. Additional or

return premiums are treated as a re-measurement

of the initial premium. Gross written premiums are

disclosed gross of commission payable to

intermediaries and exclude taxes based on

premiums.

Outward reinsurance premiums are accounted for

in the same accounting period as the related direct

insurance.

Acquisition costs

Acquisition costs comprise direct costs arising from

the conclusion of insurance contracts and are

deferred over the period in which the related

premiums are earned.

Deferred acquisition costs are costs arising from

conclusion of insurance contracts that are incurred

during the reporting period but which relate to a

subsequent reporting period and which are carried

forward to subsequent reporting periods. Deferred

acquisition costs are amortised over the period in

which the related premiums are earned.

Guarantee fund levies

Provision is made at the balance sheet date for

levies declared by the Financial Services

Compensation Scheme based on premium income

recognised in the financial statements and are

deferred over the period in which the related

premiums are earned.

Profit commission

Profit commissions are accounted for on an

accruals basis.

Claims incurred

Claims include all claims occurring during the year,

whether reported or not, related internal and

external claims handling costs that are directly

related to the processing and settlement of claims,

a reduction for the value of salvage and other

recoveries, and any adjustments to claims

outstanding from previous years.

Reinsurance claims are recognised when the

related gross insurance claim is recognised

according to the terms of the relevant contract.

Claims outstanding

The outstanding claims provision is based on the

estimated ultimate cost of all claims incurred but

not settled at the reporting date, whether reported

or not, together with related claims handling costs

and reduction for the expected value of salvage

and other recoveries. Delays can be experienced in

the notification and settlement of certain types of

claims, therefore, the ultimate cost of these cannot

be known with certainty at the reporting date. The

liability is calculated at the reporting date using a

range of standard actuarial claim projection

techniques, based on empirical data and current

assumptions that may include a margin for adverse

deviation. The liability is not discounted for the time

value of money.

Unearned premiums reserve

The unearned premiums reserve comprises the

proportion of gross premiums written which is to be

earned in the following or subsequent financial

years. 

For policies with a defined period of insurance, the

unearned premiums reserve is calculated by

apportioning premiums over the period to which

they relate on a pro rata basis adjusted to take

account of the incidence of risk.
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In instances where the period of insurance is not

finite, premiums are fully earned on the date of

inception of the policy and an appropriate loss

reserve is immediately created.

Reinsurance assets and liabilities

Contracts with reinsurers where the Company is

compensated for losses incurred on insurance

contracts issued are classified as reinsurance

contracts held.

The benefits to which the Company is entitled

under its reinsurance contracts held are recognised

as reinsurance assets. These assets consist of

short-term balances due from reinsurers, as well as

longer-term receivables that are dependent on the

expected claims and benefits arising under the

related reinsured insurance contracts. Amounts

recoverable from reinsurers are estimated in a

manner consistent with the outstanding claims

provision or settled claims associated with the

reinsurer’s policies and are in accordance with the

related reinsurance contract.

The Company assesses its reinsurance assets for

impairment on an annual basis. The Company

monitors if a reinsurance asset is impaired by

having regard to market data on the financial

strength of each of the reinsurance companies. The

impairment loss is recorded in the income

statement.

Reinsurance liabilities are primarily premiums

payable for reinsurance contracts and are

recognised as an expense when due.

Gains or losses on buying reinsurance are

recognised in the statement of profit or loss

immediately at the date of purchase and are not

amortised. There were no such gains recognised in

2016.

Ceded reinsurance arrangements do not relieve the

Company from its obligations to policyholders.

Insurance receivables

Insurance receivables are recognised when due

and measured on initial recognition at the fair value

of the consideration received or receivable.

Subsequent to initial recognition, insurance

receivables are measured at amortised cost, using

the effective interest rate method. The carrying

value of insurance receivables is reviewed for

impairment whenever events or circumstances

indicate that the carrying amount may not be

recoverable, with the impairment loss recorded in

the statement of profit or loss.

Insurance receivables are derecognised when the

derecognition criteria for financial assets have been

met.

Insurance payables

Insurance payables are recognised when due and

measured on initial recognition at the fair value of

the consideration received less directly attributable

transaction costs. Subsequent to initial recognition,

they are measured at amortised cost using the

effective interest rate method. Insurance payables

are derecognised when the obligation under the

liability is settled, cancelled or expired.
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4.      Provisions for unearned premiums, net of reinsurance

                                                                                                                               2016

                                                                                     Gross                              Reinsurance                         Net

                                                                                         £                                           £                                     £

         Premiums written in the year                          122,229,630                          (1,329,353)                  120,900,277

                                                                                 
__________                          __________                    __________

         Unearned premiums carried forward                (40,813,077)                                         -                    (40,813,077)

         Unearned premiums brought forward               34,852,851                                          -                     34,852,851

                                                                                 
__________                          __________                    __________

         Change in the provision for                               (5,960,226)                                         -                      (5,960,226)

         unearned premiums

                                                                                 
__________                          __________                    __________

         Premiums earned                                           116,269,404                          (1,329,353)                  114,940,051

                                                                                 
__________                          __________                    __________

                                                                                 

__________                          __________                    __________

                                                                                                                                   2015

                                                                                      Gross                               Reinsurance                          Net

                                                                                         £                                           £                                     £

         Premiums written in the year                          102,784,415                         (19,563,192)                    83,221,223

                                                                                 
__________                          __________                    __________

         Unearned premiums carried forward                (34,852,851)                                         -                    (34,852,851)

         Unearned premiums brought forward               31,578,257                                           -                    31,578,257

                                                                                 
__________                          __________                    __________

         Change in the provision for                              (3,274,594)                                           -                    (3,274,594)

         unearned premiums

                                                                                 
__________                          __________                    __________

         Premiums earned                                             99,509,821                         (19,563,192)                    79,946,629

                                                                                 
__________                          __________                    __________

                                                                                 

__________                          __________                    __________
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5.      Claims outstanding, net of reinsurance

                                                                                                                                    2016

                                                                                     Gross                              Reinsurance                         Net

                                                                                         £                                           £                                     £

         Claims paid during the year                              63,832,825                               (41,806)                    63,791,019

         Claims handling fees during the year                       64,635                                          -                            64,635

                                                                                 
__________                          __________                    __________

                                                                                 63,897,460                               (41,806)                    63,855,654

                                                                                 
__________                          __________                    __________

         Outstanding claims carried forward                  15,015,165                             (613,147)                    14,402,018

         Outstanding claims brought forward                (10,008,913)                             206,415                      (9,802,498)

                                                                                 
__________                          __________                    __________

         Change in provision for claims outstanding         5,006,252                             (406,732)                      4,599,520

                                                                                 
__________                          __________                    __________

                                                                                 

__________                          __________                    __________

         Claims incurred                                                 68,903,712                             (448,538)                    68,455,174

                                                                                 
__________                                                                                  

                                                                                 

__________                           _________                    __________

         Current year claims incurred                       78,912,714                             (654,544)                    78,258,170

         Claims incurred on prior year claims        (10,009,002)                              206,006                    (9,802,996)

                                                                                 
__________                          __________                    __________                                                                                 __________                          __________                    __________

Included in claims incurred were foreign exchange differences arising on translation of claims outstanding at the

reporting period of (£73,517).

                                                                                                                                  2015

                                                                                      Gross                               Reinsurance                          Net

                                                                                         £                                           £                                     £

         Claims paid                                                       55,424,927                         (14,676,284)                    40,748,643

         Claims paid - communication                             3,204,137                                          -                       3,204,137

         Claims handling fees                                                75,299                                          -                            75,299

                                                                                 
__________                          __________                    __________

                                                                                 58,704,363                         (14,676,284)                    44,028,079

                                                                                 
__________                          __________                    __________

         Outstanding claims carried forward                  10,008,913                              (206,415)                      9,802,498

         Outstanding claims brought forward                (12,097,708)                             654,947                    (11,442,761)

                                                                                 
__________                          __________                    __________

         Change in provision for claim outstanding          (2,088,795)                              448,532                     (1,640,263)

                                                                                 
__________                          __________                    __________

                                                                                 

__________                          __________                    __________

         Claims incurred                                                 56,615,568                         (14,227,752)                    42,387,816

                                                                                 
__________                          __________                    __________

                                                                                 

__________                          __________                    __________

         Current year claims incurred                           60,009,521                        (14,522,046)                    45,487,475

         Claims incurred on prior year claims                 3,393,953                               294,294                     (3,099,659)

                                                                                 
__________                          __________                    __________                                                                                 __________                          __________                    __________

During the year, the Company commuted all of its inwards reinsurance contracts, No gains or losses were

recognisded as a result of this transaction. 

Included in claims incurred were foreign exchange differences arising on translation of claims outstanding at the

reporting period of £324,384.
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6.      Segmental information                                                                                     2016

                             Credit &         Misc &      Accident &

                           Suretyship        Other           Health            Total

                                   £                    £                    £                    £

         Gross written premiums                                                   3,021,452   117,208,262       1,999,916   122,229,630

                                                                                          
    __________     __________     __________     __________                                                                                              __________     __________     __________     __________

         Gross earned premiums                                                   2,403,602   111,865,886       1,999,916   116,269,404

         Gross claims incurred                                                        (539,006)   (67,505,441)        (859,264)   (68,903,712)

         Gross operating expenses                                              (1,371,765)   (38,895,928)     (1,330,845)   (41,598,538)

                                                                                          
    __________     __________     __________     __________

         Gross technical result                                                         492,831       5,464,517          (190,193)      5,767,155

         Reinsurance balance                                                                      -         (880,816)                    -         (880,816)

                                                                                          
    __________     __________     __________     __________

                                                                                                    492,831       4,583,701         (190,193)      4,886,339

                                                                                          
    __________     __________     __________     __________                                                                                              __________     __________     __________     __________

                                                                                                                                     2015

                              Credit &           Misc &        Accident &

                            Suretyship          Other            Health             Total

                                 £                     £                     £                     £

         Gross written premiums                                                   3,082,855     98,395,825       1,305,734   102,784,414

                                                                                          
    __________     __________     __________     __________                                                                                              __________     __________     __________     __________

         Gross earned premiums                                                   2,320,271     95,883,816       1,305,734     99,509,821

Gross claims incurred                                                        (194,693)    (55,858,106)        (562,769)   (56,615,568)

         Gross operating expenses                                              (1,436,586)    (31,234,724)        (984,086)   (33,655,396)

                                                                                          
    __________     __________     __________     __________

         Gross technical result                                                          688,992       8,790,986         (241,121)      9,238,857

         Reinsurance balance                                                                      -      (1,733,805)                    -      (1,733,805)

                                                                                          
    __________     __________     __________     __________

                                                                                                    688,992       7,057,181        (241,121)       7,505,052

                                                                                          
    __________     __________     __________     __________                                                                                              __________     __________     __________     __________

The Company writes insurance in the EEA. All contracts of insurance are concluded in Gibraltar. Premiums

written for direct insurance total £122,229,630 (2015: £101,698,135) and for reinsurance business nil (2015:

£1,086,280), and have been concluded by the Company in Gibraltar. 

The reinsurance balance represents the charge to the technical account from the aggregate of all items relating

to reinsurance outwards including items recorded as reinsurance commissions and profit participation.
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7.      Net operating expenses                                                                           2016                                      2015

                                                                                                                                £                                            £

         Acquisition costs - commissions                                                           32,615,106                           27,799,387

         Change in deferred acquisition costs                                                       (568,463)                              (635,754)

         Profit commission payable                                                                      2,496,820                             1,855,297

         Administrative expenses (see note 8)                                                      7,055,075                              4,636,466

         Reinsurance commissions and profit participation                                                 -                             (3,601,635)

                                                                                                                     
__________                           __________

                                                                                                                      41,598,538                           30,053,761

                                                                                                                     
__________                           __________

                                                                                                                     
__________                           __________

Included within administrative expenses are foreign exchange differences arising on translation of monetary assets and

liabilities at the reporting date of £209,806 loss (2015: £12,651 loss).

8.      Administrative expenses                                                                          2016                                      2015

         Administrative expenses include:                                                                     £                                            £

         Staff costs:       Wages and salaries                                                           494,309                                 517,543

                                 Social security costs                                                           25,065                                   21,943

                                 Other staff costs                                                                 53,366                                   43,117

                                                                                                                     
__________                           __________

                                                                                                                          572,740                                 582,603

                                                                                                                     
__________                           __________

         Depreciation and amortisation                                                                        7,954                                   20,530

         Non-executive directors’ fees                                                                       41,641                                   27,750

         Audit fees                                                                                                    66,127                                   38,771

         Operating lease rentals (see Note 22)                                                          77,459                                   77,459

         Consultancy Fees                                                                                   2,541,723                              2,364,974

         Forex losses                                                                                            1,661,617                                   12,651

                                                                                                                     
__________                           __________

                                                                                                                     
__________                           __________

Other than the directors, the Company had an average 9 employees (2015: 8) during the year. Included in wages

and salaries is directors’ remuneration of £100,115 (2015: £73,304). 

2016 2015

£ £

Adminstration and finance 3 3

Underwriting 6 5

                                                                                                                     
__________                           __________

9 8

                                                                                                                     
__________                           __________

                                                                                                                     
__________                           __________

9.      Taxation

         The Company is liable to corporation tax in Gibraltar in accordance with the Income Tax Act on income derived 

         from a source within Gibraltar.

2016 2015

Current tax: £ £

Gibraltar corporation tax on profit for the year 611,594 823,204

Adjustment in respect of previous periods - -

                                                                                                                     
__________                           __________

Tax on profit on ordinary activities 611,594 823,204

                                                                                                                     
__________                           __________

                                                                                                                     
__________                           __________



22

NOTES TO THE FINANCIAL STATEMENTS

10. Risk management policies

(a) Governance framework

The Company’s activities expose the business to a number of key risks which have the potential to affect its

ability to achieve its business objectives. The Board is responsible for the Company’s internal control and for

reviewing its effectiveness. The systems of internal control are designed to manage rather than eliminate risk

and aim to provide reasonable and not absolute assurance. 

The following describes the Company’s capital, financial and insurance risk management policies.

Underwriting and investment activities are also monitored by the Board with the help from external consultants,

as appropriate.  

The Company maintains an efficient capital structure, consistent with the Company’s risk profile and the

regulatory and market requirements of its business.

(b) Capital risk management objectives, policies and approach

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going

concern in order to provide returns for the shareholders, to comply with the requirements of the Gibraltar

Financial Services Commission (GFSC), and to maintain financial strength to support new business growth. In

order to maintain the capital structure, the Company may adjust the amounts of dividends paid, return capital to

shareholders or issue new shares.

The GFSC specifies the minimum amount and type of capital that must be held by the Company and maintained

at all times throughout the financial year. 

In 2015, the Company issued a EUR 20,000,000 subordinated note at an issue price of 100% of the principal

amount, which qualifies as Tier 2 Capital under Solvency II. The note is subject to a floating interest rate and will

mature in January 2026. Further details are contained in Note 19.

(c) Insurance risk

The risk under any one insurance contract is the possibility that the insured event occurs and the claim results.

By the very nature of an insurance contract, risk is based on fortuity and is therefore unpredictable. The principal

risks that the Company faces under its insurance contracts are that the business will be under-priced or under-

reserved. The Company has developed its insurance underwriting strategy to diversify the type of insurance risks

accepted to achieve a sufficiently large population of risks to reduce the variability of the expected outcome.  

A proportion of the Company’s insurance risks are written by third parties under delegated underwriting authorities.

The third parties are closely vetted in advance and are subject to tight reporting requirements. In addition, the

performance of these contracts is closely monitored by underwriters and regular audits are carried out.

The tax assessed for the year is lower than the standard rate of Corporation tax in Gibraltar of 10% (2015: 10%).

The differences are explained below:

Profit on ordinary activities before tax                                                      5,262,856                           10,443,690

                                                                                                                     
__________                           __________

                                                                                                                     
__________                           __________

Profit on ordinary activities multiplied by the

standard rate of Corporation Tax of 10% 526,286 1,044,369

Effects of:

Expenses not deductible for tax purposes 5,977 14,096

Income not taxable 42,567 (292,250)

Other temporary differences 36,764 56,989

                                                                                                                     
__________                           __________

Tax on profit on ordinary activities 611,594 823,204

                                                                                                                     
__________                           __________

                                                                                                                     
__________                           __________
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Details of the concentration of the Company’s outstanding claim liabilities by type of contract are provided in Note 5.

Key assumptions

The principal assumption underlying the liability estimates is that the future claims development will follow a similar

pattern to past claims development experience. This includes assumptions in respect of average claim costs, claim

handling costs, claim inflation factors and claim numbers for each accident year. Additional qualitative judgements

are used to assess the extent to which past trends may not apply in the future, for example: once–off occurrence;

changes in market factors such as public attitude to claiming; economic conditions; as well as internal factors such

as portfolio mix, policy conditions and claims handling procedures. Judgement is further used to assess the extent

to which external factors such as judicial decisions and government legislation affect the estimates.

Other key circumstances affecting the reliability of assumptions include delays in settlement and changes in foreign

currency rates.

Sensitivities

The claim liabilities are sensitive to the key assumptions that follow. It has not been possible to quantify the sensitivity

of certain assumptions such as legislative changes or uncertainty in the estimation process.

The following analysis is performed for reasonably possible movements in key assumptions with all other

assumptions held constant, showing the impact on gross and net liabilities, profit before tax and equity. It should

be noted that movements in these assumptions are non-linear.

      Impact on            Impact            Impact            Impact 

Change in              gross             on net         on profit                   on

assumptions          liabilities          liabilities       before tax             equity

£                     £                     £                     £                     £

Miscellaneous fin loss-other +-10% case reserve          185,741          124,426          124,426          111,983

Miscellaneous fin loss-other +-5% loss ratio          897,253          897,253          897,253          807,528

Miscellaneous fin loss-warranty +-10 case reserve          318,080          318,080          318,080          286,272

Other +-10% case reserve            19,380            19,380            19,380            17,442

           
_______________ _______ _______ _______ _______

Claims development table

The following tables show the estimates of cumulative incurred claims, including both claims notified and IBNR for

each successive accident year at each reporting date, together with cumulative payments to date. The cumulative

claims estimates and cumulative payments are translated to sterling at the rate of exchange that applied at the end

of the accident year. 

The company has taken advantage of the transitional rules of FRS 103 that permit only five years of information to

be disclosed upon adoption. The claims development information disclosed is being increased from five years to

ten years over the period.

Ultimate Gross claims         2011 2012 2013 2014 2015 2016 Total

                                        and prior

                                          GBP 000 GBP 000 GBP 000 GBP 000 GBP 000 GBP 000 GBP 000

At end of the

accident year                 25,453 36,297 40,547 50,777 59,935 78,912

One year later                     34,098 36,297 39,269 47,382 49,926

Two years later                    26,451 36,297 39,269 47,382

Three years later                 26,451 36,297 39,269

Four years later                   26,451 36,297

Cumulative Gross                 26,451  36,297  39,269  47,382  49,926 78,912  278,237

claims incurred  

NOTES TO THE FINANCIAL STATEMENTS



24

NOTES TO THE FINANCIAL STATEMENTS

Ultimate Gross claims         2011 2012 2013 2014 2015 2016 Total

                                        and prior

                                          GBP 000 GBP 000 GBP 000 GBP 000 GBP 000 GBP 000 GBP 000

Claims paid                         (26,451) (36,297) (39,269) (47,382) (49,926) (63,897) (263,222)

                                                  
_______ _______ _______ _______ _______ _______ _______

Gross claims outstanding               - - - - - 15,015 15,015

                                                  
_______ _______ _______ _______ _______ _______ _______

Gross earned premiums                  62,056 73,816 85,647 99,509 116,269 

Claims incurred ratio %                   58.49% 53.20% 55.32% 60.23% 62.69%

Ultimate net claims               2011 2012 2013 2014 2015 2016 Total

                                          and prior

                                         GBP 000 GBP 000 GBP 000 GBP 000 GBP 000 GBP 000 GBP 000

At end of the

accident year                 13,741 24,301 26,778 37,715 47,333 78,258

One year later                    14,739 24,301 25,232 32,372 37,530

Two years later                  14,739 24,301 25,232 32,372

Three years later                14,739 24,301 25,232

Four years later                  14,739 24,301

Cumulative net claims         14,739  24,301  25,232  32,372  37,530 78,258  212,432

incurred 

Claims paid                       (14,739) (24,301) (25,232) (32,372) (37,530) (63,856) (198,030)

                                                  
_______ _______ _______ _______ _______ _______ _______

Net claims outstanding                   - - - -    - 14,402  14,402  

                                                  
_______ _______ _______ _______ _______ _______ _______

Net earned premiums                      47,590 56,428 67,014 79,946 114,940 

Claims incurred ratio %                    51.06% 44.72% 48.31% 59.21% 62.88%

(d) Financial Risk

The Company is exposed to financial risk through its financial assets, financial liabilities, reinsurance assets and

policyholder liabilities. In particular, the key financial risk is that the proceeds from the financial assets are not

sufficient to fund the obligations arising from policies as they fall due. The most important components of financial

risk are cash flow interest rate risk, price risk, credit risk, liquidity risk and currency risk. The Company manages

these positions to achieve investment returns in excess of obligations under insurance contracts.

(d.1) Credit risk

Credit risk is the risk that a counterpart will be unable to pay amounts in full when due. Key areas where the

Company is exposed to credit risk are:

The Company monitors its exposure to any single counterparty, or groups of counterparties, and to geographical

and industry segments. The Company’s exposure to insurance receivables from policy holders and

intermediaries is managed through the application of internal credit vetting processes and active credit control

procedures. Wherever possible, the Company includes premium payment warranties in its terms and conditions

which give it the right to cancel policies in the event of non-payment.

Reinsurance is used to manage insurance risk. This does not, however, discharge the Company’s liability as

primary insurer. If a reinsurer fails to pay a claim, the Company remains liable for the payment to the policyholder.

The creditworthiness of reinsurers is considered on an annual basis by reviewing their financial strength prior to
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finalisation of their annual contract renewal. In addition, the recent payment history of reinsurers is

used to update the reinsurance purchasing strategy.

The table below show the maximum exposure to credit risk for the components of the balance sheet. Assets

which are past due but not impaired have been in arrears for less than 3 months from the reporting date.

Neither past

due nor Past due Impaired Total

31 December 2016 impaired

£ £ £ £

Investment in group undertakings 3,352,795 - - 3,352,795

Shares and other variable yield securities 31,202,545 - - 31,202,545

and units in unit trusts – at FVPL

Shares and other variable yield securities 2,507,465 - - 2,507,465

and units in unit trusts – at Cost

Debt securities and other fixed income securities 14,365,751 - - 14,365,751

Deposits with credit institutions 10,449,182 - - 10,449,182

Reinsurers’ share of claims outstanding 613,147 - - 613,147

Debtors arising out of direct insurance operations 5,684,221 - - 5,684,221

Other debtors 3,748,736 - - 3,748,736

Cash at bank and in hand 8,135,418 - - 8,135,418

           
_________ _________ _________ _________

Total 80,059,260 - - 80,059,260

           
_________ _________ _________ _________

                                                                                     Neither past

                                                                                            due nor        Past due         Impaired Total

31 December 2015                                                             impaired                                             

                                                                                                      £                     £                     £ £

Investment in group undertakings                                    3,309,179                     -                      - 3,309,179

Shares and other variable yield securities                      14,693,612                     -                      - 14,693,612

and units in unit trusts – at FVPL

Shares and other variable yield securities                           566,540                     -                      - 566,540

and units in unit trusts – at Cost

Debt securities and other fixed income securities           16,211,280                     -                      - 16,211,280

Other loans                                                                         537,140                     -                      - 537,140

Deposits with credit institutions                                      17,498,833                     -                      - 17,498,833

Reinsurers’ share of claims outstanding                              206,415                     -                      - 206,415

Debtors arising out of direct insurance operations            5,058,796            59,499                     - 5,118,295

Other debtors 1,608,885                     -                      -       1,608,885

Cash at bank and in hand 9,668,538                     -                      -       9,668,538

           
_________ _________ _________ _________

Total 69,359,218            59,499                     -     69,418,717

           
_________ _________ _________ _________

The following table provides information regarding the credit risk exposure of the Company at 31 December 2016 by

classifying assets according to Standard & Poor’s credit ratings of the counterparties. AAA is the highest possible

rating. Assets that fall outside the range of AAA to BBB are classified as speculative grade and have not been rated.
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31 December 2016 AAA AA BBB BB Not rated Total

£ £ £ £ £ £

Investment in group undertakings - - - - 3,352,795 3,352,795

Shares and other variable yield 

securities and units in unit trusts 

– at FVPL 2,507,849 - - - 28,694,696 31,202,545

Shares and other variable yield 

securities and units in unit trusts 

– at Cost - - - - 2,507,465 2,507,465

Debt securities and other fixed 

income securities - 490,236 10,405,073 3,233,526 236,916 14,365,751

Deposits with credit institutions 2,509,450 3,610,000 4,329,732 - - 10,449,182

Reinsurers’ share of claims 

outstanding 613,147 - - - - 613,147

Debtors arising out of direct 

insurance operations - - - - 5,684,221 5,684,221

Other debtors - - 3,318,094 - 430,642 3,748,736

Cash at bank and in hand - - 8,135,418 - - 8,135,418

           
_________ _________ _________ _________ _________ _________

Total 5,630,446 4,100,236 26,188,317 3,233,526 40,906,735 80,059,260

           
_________ _________ _________ _________ _________ _________

31 December 2015 AAA AA BBB BB Not rated Total

£ £ £ £ £ £

Investment in group undertakings - - - - 3,309,179 3,309,179

Shares and other variable yield 

securities and units in unit trusts – at FVPL - - - - 14,693,612 14,693,612

Shares and other variable yield 

securities and units in unit trusts – at Cost - - - - 566,540 566,540

Debt securities and other fixed income securities - 1,465,609 3,539,722 1,997,376 9,208,573 16,211,280

Other loans - - - - 537,140 537,140

Deposits with credit institutions - - 17,498,833 - - 17,498,833

Reinsurers’ share of claims outstanding 206,415 - - - - 206,415

Debtors arising out of direct insurance 

operations - - - - 5,118,295 5,118,295

Other debtors - - - - 1,608,885 1,608,885

Cash at bank and in hand - - 9,668,538 - - 9,668,538

           
_________ _________ _________ _________ _________ _________

Total 206,415 1,465,609 30,707,093 1,997,376 35,042,224 69,418,717

           
_________ _________ _________ _________ _________ _________

Maximum credit exposure

It is the Company’s policy to maintain accurate and consistent risk ratings across its credit portfolio. This enables

management to focus on the applicable risks and the comparison of credit exposures across all lines of

business, geographic regions and products. The rating system is supported by a variety of financial analytics

combined with processed market information to provide the main inputs for the measurement of counterparty

risk. All internal risk ratings are tailored to the various categories and are derived in accordance with the

Company’s rating policy. The attributable risk ratings are assessed and updated regularly.



During the year, no credit exposure limits were exceeded.

The company actively manages its product mix to ensure that there is no significant concentration of credit risk.

(d.2) Liquidity risk

Liquidity risk is the risk that cash may not be available to pay obligations when due at a reasonable cost.  The

Company manages this risk by maintaining sufficient liquid assets or assets that can be converted into liquid

assets at short notice and without capital loss to meet the expected cash flow requirements. The Company’s

investment guidelines to the investment managers sets out various short term cash requirements. All of the

Company’s liabilities at the balance sheet date are short-term creditors payable in one year or less.  The

Company has no liabilities with fixed repayment dates.

(d.3) Maturity profiles

The table below summarises the maturity profile of the Company’s financial liabilities based on remaining

undiscounted contractual obligations, including interest payable, and outstanding claim liabilities based on the

estimated timing of claim payments resulting from recognised insurance liabilities. Repayments which are subject

to notice are treated as if notice were to be given immediately.

31 December 2016 Up to 1-2 2-5 5-10 Over 10 

a year years years years years Total

£ £ £ £ £ £

Subordinated liability - - - - 17,072,007 17,072,007

Claims outstanding 15,015,165 - - - - 15,015,165

Creditors 4,809,872 - - - - 4,809,872

Accruals and deferred 

income 1,875,306 - - - - 1,875,306
_________ _________ _________ _________ _________ _________

Total 21,700,343 - - - 17,072,007 38,772,350
_________ _________ _________ _________ _________ _________

31 December 2015 Up to a 1-2 2-5 5-10 Over 10

year years years years years Total

£ £ £ £ £ £

Subordinated liability - - - - 14,128,105 14,128,105

Claims outstanding 9,861,434 147,479 - - - 10,008,913

Creditors 3,631,635 - - - - 3,631,635

Accruals 2,689,716 - - - - 2,689,716
_________ _________ _________ _________ _________ _________

Total 16,182,785 147,479 - - 14,128,105 30,458,369
_________ _________ _________ _________ _________ _________

(d.4) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of

changes in market prices. Market risk comprises currency risk, interest rate and price risk.

(d.4.a) Currency risk

Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of

changes in foreign exchange rates. 

The Company is exposed to currency risk in respect of its insurance business in currencies other than sterling.

Currency risk is mitigated by maintaining financial assets denominated in the same currencies as its liabilities.
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The matching of assets and liabilities prevents economic exposure to currency risk but it does not prevent

exposure to exchange gains or losses. The Company does not actively trade in derivatives, however, uses

forward contracts to manage foreign exchange risk.

The table below summarises the exposure of the financial assets and liabilities to foreign currency exchange risk

at the reporting date, as follows:

2016 EUR USD PLN Others* TOTAL

Financial assets

Other financial investments 17,161,034 13,340,568 - - 30,501,602

Debtors arising out of reinsurance operations 16,188 - (59,978) 10,452 (33,338)

Deferred acquisition costs 633,955 - 360,072 - 994,027

Cash at bank 101,695 34,055 502,950 4,398 643,098

Financial liabilities

Subordinated liability (17,072,007) - - - (17,072,007)

Provision for unearned premiums - gross (2,192,470) - (1,049,410) - (3,241,881)

Claims outstanding (255,667) - (323,157) (19,710) (598,533)
_________ _________ _________ _________ _________

Total (1,607,272) 13,374,623 (569,523) (4,860) 11,192,968
_________ _________ _________ _________ _________

* includes SEK, HUF and CZK

2015 EUR USD PLN Others* TOTAL

Financial assets

Other financial investments 12,590,882 2,035,301 - - 14,626,183

Debtors out of reinsurance operations 137,994 - (82,247) 5,277 61,024

Deferred acquisition costs 509,699 - 533,672 - 1,043,371

Cash at bank 3,074,204 132,181 1,250,650 9,332 4,466,367

Financial liabilities

Subordinated liability (14,128,105) - - - (14,128,105) 

Provision for unearned premiums - gross (1,766,257) - (1,620,381) - (3,386,638)

Claims outstanding (226,365) - (197,534) (17,630) (441,529)
_________ _________ _________ _________ _________

Total 192,052 2,167,482 (115,840) (3,021) 2,240,673
_________ _________ _________ _________ __________________ _________ _________ _________ _________

* includes SEK, HUF and ZAR

(d.4.b) Interest rate risk

At 31 December 2016, if the exchange rate of foreign currencies had varied by 5% against Sterling with all other

variables held constant, the profit for the year and equity would have been higher or lower by £312,648 and

£351,831 (2015: £92,942 and £102,726).

Interest rate risk is the risk that the value or future cash flows of a financial instrument will fluctuate because of

changes in market interest rates.

The Company’s investment in fixed rate instruments exposes it to fair value interest risk. Interest on fixed rate

instruments is priced at inception of the financial instrument and is fixed until maturity. The Company monitors

interest rate risk by reviewing the duration of the investment portfolio. The Company’s policy also requires it to

manage the maturities of interest bearing financial assets and interest bearing financial liabilities.
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Insurance liabilities are not discounted and therefore not exposed to interest rate risk.

At 31 December 2016, if the interest rate on fixed rate investments varied by 100 basis points, with all other

variables held constant, the profit for the year and equity would have been higher or lower by £38,738 and

£24,419 (2015: £359,366 and £239,104).

The method used for deriving sensitivity information did not change from previous period.

(d.4.c) Equity price risk

Equity price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because

of changes in market prices (other than those arising from interest rate risk and currency risk), whether those

changes are caused by factors specific to the individual financial instrument or its issuer, or factors affecting all

similar financial instruments traded in the market.

The Company’s equity price risk exposure relates to its investments whose values will fluctuate as a result of

changes in market prices. The Company mitigates its price risk by investing only in particular types of assets and

limiting its exposure to certain types of investments.

At 31 December 2016, if the fair value of investments varied by 5%, with all other variables held constant, the

profit for the year and equity would have been lower or higher by £1,560,127 and £1,404,115 (2015: £763,008

and £686,707).

The method used for deriving sensitivity information did not change from previous period.

11. Intangible 

Development costs relate to costs incurred by the Company in relation to the development of its online

underwriting system.  These have been written off on a straight line basis over a three year period. Although

the value is now zero, the software is still in use.

12.   Land and building

Land and building is held as an investment property.

2016 2015

£ £

As at 1 January 664,000 664,000

Revaluation during the year 56,000 -
_________ _________

As at 31 December 720,000 664,000
_________ __________________ _________

The historic cost of the above property is £514,270.

The leasehold property was professionally valued by Gibsons Chartered Surveyors in October 2016, in

accordance with the Appraisal and Valuation Manual of the Royal Institution of Chartered Surveyors, on the basis

of fair value in accordance with the Appraisal and Valuation Manual of the Royal Institution of Chartered

Surveyors. The valuation was undertaken using the comparable method of valuation on the real areas of

construction and registered land assuming that all licenses etc. are in place. Reinstatement valuation has been

undertaken on the basis of total reinstatement of the house, pool, gardens, etc. as at the date of valuation

including site clearance and fees.

No land and building has restricted title or is pledged for liabilities.
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13.   Investments in group undertakings

2016 2015

£ £

Shares in group undertakings 

Shares in Moonscape Holdings Limited (“MHL”) 317,772 317,772
_________ _________

317,772 317,772

Loans to group undertakings 

Loan to MHL 3,035,023 2,991,407
_________ _________

3,352,795 3,309,179
_________ __________________ _________

Movement in shares in group undertakings £

As at 1 January 2016 317,772

Disposals -

Fair value adjustments -
_________

As at 31 December 2016 317,772
__________________

(a) Details of investments in subsidiary undertakings are as follows:

Direct Country of Class % of % of Capital and Profit

subsidiaries incorporation of shares nominal value nominal reserves & (loss)

and registered held held by the value held £ £

office Company by the Group

MHL British Virgin 11,000 100% 100% 239,6621 (27,868)1

Islands

1The figures are based on the unaudited financial statements for the period ended 31 December 2016.

(b) Details of loans to group undertakings are as follows:

The loan to MHL earned interest of £104,871 (2015: £118,651). The loan bore interest at a rate of 3% above the

Bank of England's base rate. The loan is unsecured and repayable not later than 31 December 2018.

14.   Other financial investments

2016

Carrying Value Purchase price

Financial assets £ £

Shares and other variable-yield securities and units in unit trusts – at FVPL 31,202,545 32,572,007

Shares and other variable-yield securities and units in unit trusts – at cost 2,507,465 2,367,581

Debt securities and other fixed income securities – at FVPL 14,365,751 14,425,180

Deposits with credit institutions – at amortised cost 10,449,182 10,449,182
__________ __________

58,524,943 59,813,950
__________ ____________________ __________

Financial liabilities £ £

Derivative contracts – at FVPL (34,983) -
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14.   Other financial investments (continued)

2015

Carrying Value Purchase price

Financial assets £ £

Shares and other variable-yield securities and units in unit trusts – at FVPL 14,693,612 14,308,824

Shares and other variable-yield securities and units in unit trusts – at cost 566,540 560,811

Debt securities and other fixed income securities – at FVPL 16,211,280 16,667,915

Other loans – at amortised cost 537,140 531,368

Deposits with credit institutions – at amortised cost 17,498,833 17,498,833
__________ __________

49,507,405 49,567,751
__________ ____________________ __________

Financial liabilities £ £

Derivative contracts – at FVPL (10,221) -

__________ ____________________ __________

Investments in shares and other variable-yield securities and units in unit trusts and debt securities and other

fixed income securities are listed.

Debt securities and fixed income securities are designated on initial recognition at fair value through profit or loss.

Debt securities and fixed income securities consist of securities with maturity dates which range from December

2018 to September 2026 and securities with no fixed maturity dates.

The amount of change during the period and cumulatively in the fair value of financial instruments held at fair

value through profit or loss (other than derivatives) attributable to changes in credit risk was £1,634,049 loss and

£1,578,025 loss (2015: £91,447 loss and £66,117 loss).

There was no material change in fair value for financial instruments held at fair value (other than derivatives)

attributable to own credit risk in the current or comparative period.

There have been no day 1 profits recognised in respect of financial instruments designated at fair value through

profit or loss.

Derivative contracts above relate to open foreign currency forward contracts classified as trading instruments.

The table below shows the derivative financial instruments with their notional amounts. The notional amount is

the amount of a derivative’s underlying asset, reference rate or index and is the basis upon which changes in the

value of derivatives are measured. The notional amounts indicate the volume of transactions outstanding as of

31 December 2016 and 2015 are not indicative of either market risk or credit risk.

2016 2015

Currency forward contracts notional amounts*

Buy:                                                                                                EUR 6,281,410                     386,994

                                                                                                      USD 680,019                     330,294

                                                                                                       PLN 908,500                  6,470,200

Sell:                                                                                                 EUR 3,582,784                  2,048,609

                                                                                                      USD 20,846,505                     330,294

                                                                                                       PLN -                19,707,350

                                                                                                      CZK -                19,263,500

                                                                                                      HUF -                44,695,000

* The notional amounts pertain to original currencies
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The liability arising from the loss on derivative contracts amounting to £34,983 (2015: loss of £10,221) as at the

year-end was classified as creditor under ‘amounts owed to credit institutions’ on the statement of financial position.

The investment return on the profit and loss account includes £72,490 (2015: £235,303) of interest income in

respect of financial instruments that are not at ‘fair value through profit or loss’.

The following table shows financial investments recorded at fair value analysed between the three levels in the

fair value hierarchy.

Level 1 Level 2 Level 3 Total

31 December 2016 £ £ £ £

Financial assets

Shares and other variable yield securities and 

units in unit trusts - 31,202,545 - 31,202,545

Debt securities and other fixed income securities 14,365,751 - - 14,365,751
_________ _________ _________ _________

14,365,751 31,202,545 - 45,568,296
_________ _________ _________ __________________ _________ _________ _________

Financial liabilities

Derivative contracts (34,983) - - -
_________ _________ _________ __________________ _________ _________ _________

Level 1 Level 2 Level 3 Total

31 December 2015 £ £ £ £

Financial assets

Shares and other variable yield securities and 

units in unit trusts - 14,693,612 - 14,693,612

Debt securities and other fixed income securities 16,211,280 - - 16,211,280
_________ _________ _________ _________

16,211,280 14,693,612 - 30,904,892
_________ _________ _________ __________________ _________ _________ _________

Financial liabilities

Derivative contracts (10,221) - - (10,221)
_________ _________ _________ __________________ _________ _________ _________

Included in Level 1 category are financial assets that are measured by reference to published quotes in an active

market.  A financial instrument is regarded as quoted in an active market if quoted prices are readily and regularly

available from an exchange, dealer, broker, industry group, pricing service or regulatory agency and those prices

represent actual and regularly occurring market transactions on an arm’s length basis.

Included in the level 2 category are financial assets measured using a valuation technique based on assumptions

that are supported by prices from observable current market transactions. For example, assets for which pricing

is obtained via pricing services but where prices have not been determined in an active market, financial assets

with fair values based on broker quotes, investments in private equity funds with fair values obtained via fund

managers and assets that are valued using the Company’s own models whereby the significant inputs into the

assumptions are market observable.

Debt securities and other fixed income securities include €3,402,000 (2016: £2,903,948; 2015: £2,501,471) of

assets held separately as security for standby letter of credit to the amount of €3,402,000. Debt and other fixed

income securities consist of securities with maturity dates which range up to January 2024 and securities with

no fixed repayment dates.
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Gain on the realisation of investments

Included within the £1,008,408 loss (2015: £2,210,870 gain) on the realisation of investments in the non-

technical account is the reversal of unrealised investment gain of £213,676 recognised in previous years in

respect of investment disposals during the year.

15.    Other debtors 

                                                                                                                                  2016                          2015

                                                                                                                                        £                                £

Subordinated loans                                                                                               397,655                     231,914

Amounts owed by group undertakings                                                                    32,987                       57,222

Other                                                                                                                  3,318,094                  1,319,749

                                                                                                                        
__________                __________

                                                                                                                          3,748,736                  1,608,885

                                                                                                                        
__________

                
__________                                                                                                                        __________                __________

The above subordinated loans are unsecured, interest bearing loans which are due in more than one year.

Included in Other is a single cash balance held by CACEIS Bank Nostro account with JP Morgan Chase New

York on behalf of the Company. This balance was repaid in February 2017.

16.    Tangible Assets

                                                           Leasehold         Fixtures and                IT                      Motor            Total

                                                       improvements          fittings             equipment            vehicles

                                                                  £                          £                          £                          £                    £

         Cost:

         At 1 January 2016                         63,974                 34,864                 69,451                 13,445          181,734

         Additions                                                 -                           -                   3,278                           -              3,278

         Disposals                                                -                           -                  (1,020)                           -            (1,020)

                                                             
_______

               
_______                _______                _______          _______

         At 31 December 2016                   63,974                 34,864                 71,709                 13,445          183,992

                                                             
_______

               
_______                _______                _______          _______

         Depreciation:

         At 1 January 2016                         63,974                 33,827                 59,377                 13,445          170,623

         Charged in year                                       -                      658                   7,296                           -              7,954

         Disposals                                                -                           -                  (1,020)                           -            (1,020)

                                                             
_______

               
_______                _______                _______          _______

         As at 31 December 2016              63,974                 34,485                 65,653                 13,445          177,557

                                                             
_______

               
_______                _______                _______          _______

         Net book value

         At 31 December 2016                          -                      379                   6,056                           -              6,435

                                                             
_______                _______                _______                _______          _______

                                                             
_______                _______                _______                _______          _______

         At 31 December 2015                             -                   1,037                 10,074                           -            11,111

                                                             
_______                _______                _______                _______          _______

                                                             
_______                _______                _______                _______          _______
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17.    Deferred acquisition cost

2016 2015

£ £

At 1 January 9,544,438 8,908,684

Change in deferred acquisition cost 568,463 635,754
_________ _________

At 31 December 10,112,901 9,544,438
_________ __________________ _________

18. Other prepayments and accrued income

2016 2015

£ £

Advanced commission 10,356,865 8,091,114

Claims funds 827,570 118,891

Other prepayments 1,054,672 458,530
_________ _________

12,239,107 8,668,535
_________ __________________ _________

19.   Subordinated liability

During the year, the Company issued a EUR 20,000,000 subordinated note at an issue price of 100% of the

principal amount. The note is subject to a floating interest rate and will mature in January 2026.

The forex impact for the year amounted to £2,366,125 (2015: £108,932).

In the event of liquidation, the amounts payable to the noteholders in respect of principal and interest (including

arrears of interest) shall be subordinated to the payment in full of all other unsubordinated creditors of the

Company (including all policyholders of insurance policies and all policy beneficiaries of the Company) whose

claims are not for any reason subordinated in any manner provided that, subject to such payment in full, the

noteholder will be paid in priority to:

(a)     holders of any unsubordinated loans granted to, or notes issued by the issuer; and

(b)    to any class of share capital issued by the Company.

Interest paid on subordinated liability during the year amounted to £1,077,115 (2015: £195,814) and included as

other charges in the non-technical account.

20.   Other creditors including taxation and social security

2016 2015

£ £

Insurance premium tax 3,852,037 2,860,388

Other - 11,034
_________ _________

3,852,037 2,871,422
_________ __________________ _________
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21.   Called up share capital

2016 2015

£ £

Authorised:

50,000,000 ordinary shares of £1 each 50,000,000 50,000,000

5,000 Class “A” redeemable preference shares of £1 each 5,000 5,000

5,000 Class “B” redeemable preference shares of £1 each 5,000 5,000

5,000 Class “C” redeemable preference shares of £1 each 5,000 5,000

5,000 Class “D” redeemable preference shares of £1 each 5,000 5,000

5,000 Class “E” redeemable preference shares of £1 each 5,000 5,000
__________ __________

50,025,000 50,025,000
__________ ____________________ __________

2016 2015

£ £

Allotted, called up and fully paid:

Ordinary shares of £1 each 3,000,000 3,000,000

Class “A” redeemable preference shares of £1 each 3,000 3,000

Class “B” redeemable preference shares of £1 each 3,000 3,000
__________ __________

3,006,000 3,006,000
_________ __________________ _________

The redeemable preference shares do not carry a redemption date and can only be redeemed at the discretion

of the directors after prior approval from the Commissioner of Insurance. Upon redemption the preference

shareholders are entitled to the nominal amount of the preference share including any premium paid. 

In respect to each class of redeemable preference share the directors may in their absolute discretion and subject

always to obtaining the approval of the Commissioner of Insurance declare a dividend to be paid out from the

distributable reserves attributable to the class of redeemable preference share.

22.   Obligations under leases

The Company has an annual commitment of £77,459 under an operating property lease.

Future minimum rentals payable under non-cancellable operating leases are as follows:

2016 2015

£ £

Later than one year and not later than five years 309,836 387,295
_________ _________

309,836 387,295
_________ __________________ _________
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23.   Related party transactions

During the year, the Company entered into transactions with its related parties. The transactions entered into and

balances outstanding as at 31 December are as follows: 

Income/ Amounts

(expenses) due (to)/ 

from parties

2016 2015 2016 2015

£ £ £ £

Entity with common director 21,753 10,000 - -

Entities under common ownership 60,000 60,000 32,987 57,222
_________ _________ _________ __________________ _________ _________ _________

Key management personnel

All directors and certain senior employees who have authority and responsibility for planning, directing and

controlling the activities of the Group are considered to be key management personnel. Total remuneration is

respect of these individuals is £165,052 (2015: £143,479).

24.   Controlling party

The Company is a wholly owned subsidiary of Red Sands Group Holdings Limited, a Company incorporated in

Gibraltar. The Jaap t’Hooft Trust is the ultimate controlling party.



Red Sands Insurance Company 

(Europe) Limited

Level 3, Ocean Village Business Centre

23, Ocean Village Promenade, Gibraltar


