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INDEPENDENT AUDITORS’ REPORT

To the Members of

JN LIFE INSURANCE COMPANY LIMITED

Report on the financial statements

We have audited the financial statements of JN Life Insurance Company Limited (“the
company™), set out on pages 3 to 32, which comprise the statement of financial position as at
December 31, 2013, the statements of profit or loss and other comprehensive income, changes in
equity and cash flows for the year then ended, and notes, comprising a summary of significant
accounting policies and other explanatory information.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation of financial statements that give a true and fair
view in accordance with International Financial Reporting Standards and the Jamaican
Companies Act, and for such internal control as management determines is necessary to enable

the preparation of financial statements that are free from material misstatement, whether due to
fraud or error,

Auditors ' Responsibility

Our responsibility is to express an opinion on the financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain

reasonable assurance as to whether or not the financial statements are free from material
misstatement.,

An audit involves performing procedures to obtain audit evidence relating to the amounts and
disclosures in the financial statements. The procedures selected depend on our judgment,
including our assessment of the risks of material misstatement of the financial statements,
whether due to fraud or error. In making those risk assessments, we consider internal control
relevant to the entity’s preparation of financial statements that give a true and fair view in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting

estimates made by management, as well as evaluating the overall presentation of the financial
statements,

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.




INDEPENDENT AUDITORS® REPORT (CONTINUED)

To the Members of
JN LIFE INSURANCE COMPANY LIMITED

Report on the Financial Statements, continued
Opinion

[n our opinion, the financial statements give a true and fair view of the financial position of the
company as at December 31, 2013, and of its financial performance, changes in equity and cash
flows for the year then ended, in accordance with International Financial Reporting Standards and
the Jamaican Companies Act.

Report on additional matters as required by the Jamaican Companies Act

We have obtained all the information and explanations which, to the best of our knowledge and
belief, were necessary for the purposes of our audit. In our opinion, proper accounting records
have been maintained, so far as appears from our examination of those records, and the financial

statements, which are in agreement therewith, give the information required by the Jamaican
Companies Act, in the manner required.

Iy

Chartered Accountants
Kingston, Jamaica

March 27, 2014



JN LIFE INSURANCE COMPANY LIMITED

Statement of Financial Position

December 31, 2013

Assets

Cash and cash equivalents
Accounts receivable

Income tax recoverable
Investments

Property, plant and equipment

Total assets
Equity and liabilities

Equity

Share capital

Capital reserve

Investment revaluation reserve
Retained earnings

Total equity
Liabilities
Accounts payable
Due to parent society
Policyholders’ liabilities
Deferred tax liability
Total liabilities

Total equity and liabilities

Z

w

10
11
12

13
14
15
16

2013 2012
77,719,835 41,010,514
19,226,839 4,641,174

5,281,228 4,688,877
145,720,090 147,258,562
4.779.193 -
$252,727,185 197,599,127
1,000 1,000
152,740,152 152,740,152
951,650 ( 1,567,495)
48.877.879  _45.104.916
202.570.681  196.278.573
10,856,281 623,693
3,245,428 2
35,551,920 5
502.875 696.861
50.156.504 1.320.554
$252,727,185 197,599,127

The financial statements on pages 3 to 32 were approved by the Board of Directors on March 27, 2014
and signed on its behalf by:

Director

s F - .
= 4 ( 2 p
£ ay Director

Errol Ziadie

The accompanying notes form an integral part of the financial statements.



JN LIFE INSURANCE COMPANY LIMITED

Statement of Profit or Loss and Other Comprehensive Income
Year ended December 31, 2013

Notes 2013 2012
Income
Gross premium income 51,056,346 B
Insurance premium ceded to reinsurers (_8.873.565) -
Net premium revenue 42,182,781 -
Other income 15.000 -
42,197,781 -
Policyholders’ benefits and expenses
Insurance benefits incurred (23,688,069) -
Insurance benefits reinsured 2.578.478 -
Net insurance benefits (21,109,591) -
Increase in actuarial reserves 15 (11,863,851) -
Administrative expenses (12,495.803) ( 6.971,075)
Other operating expenses 19(e) (_1,531.691) -
(47.000,936) (_6,971.075)
Loss before finance income and taxation 17 ( 4,803,155) ( 6,971,075)
Investment income
Interest income
-Available-for-sale financial assets 10,921,217 10,753,410
-Loans and receivables 2,715,599 2.320,379
Foreign exchange gains 1.289.530 592919
14.926.346 13.666.708
10,123,191 6,695,633
Loss arising from National Debt Exchange 24 (_4.835.671) -
Profit before taxation 5,287,520 6,695,633
Taxation 19(a) ((1.514,557) (_2.678.873)
Profit for the year 3,772,963 4,016,760

Other comprehensive income:
Items that may be reclassified to profit or loss:
Change in fair value of available-for-sale
investments, being total other

comprehensive income/(loss) 19(d) 2,519,145  (_1.641,691)
Total comprehensive income
for the year $_6.292,108 2,375,069

The accompanying notes form an integral part of the financial statements.



JN LIFE INSURANCE COMPANY LIMITED

Statement of Changes in Equity
Year ended December 31, 2013

Investment
Share Capital  revaluation Retained
capital reserve  _reserve  earnings Total
(note 10)  (note 11)  (note 12)
Balances at December 31, 2011 1,000 152,740,152 74,196  41.088.156 193,903.504
Profit for the year - - - 4,016,760 4,016,760
Other comprehensive income:
Change in fair value of
available-for-sale investments, being total
other comprehensive loss for the year - - (1.641.691) - (_1.641.691)
Total comprehensive (loss)/income - - (1.641.691) _4.016.760 2.375.069
Balances at December 31, 2012 1,000 152,740,152 (1,567,495) 45,104,916 196,278,573
Profit for the year - - - 3,772,963 3,772,963
Other comprehensive income:
Change in fair value of
available-for-sale investments, being total
other comprehensive income for the year - - 2,519,145 - 2.519.145
Total comprehensive income - - 2,519.145 3,772,963 6.292.108
Balances at December 31, 2013 $1,000 152,740,152 _ 951,650 48,877,879 202,570,681

The accompanying notes form an integral part of the financial statements.



JN LIFE INSURANCE COMPANY LIMITED

Statement of Cash Flows
Year ended December 31, 2013

Notes

CASH FLOWS FROM OPERATING ACTIVITIES
Profit for the year
Adjustments to reconcile profit for the year
to net cash provided by operating activities:

Interest income
Increase in actuarial reserves
Depreciation 9
Deferred tax
Premium tax
Tax expense 19(a)

Change in operating assets and liabilities:
Income tax recoverable
Accounts receivable
Policyholders® liabilities
Accounts payable
Due to parent society

Interest received

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of property, plant and equipment 9
Investments

Net cash (used)/provided by investing activities
CASH FLOWS FROM FINANCING ACTIVITY
Dividend paid to parent society, being
net cash flows used by financing activity
Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at end of the year

The accompanying notes form an integral part of the financial statements.

2013

3,772,963

(13,636.816)

2012

4,016,760

(13,073,789)

11,863,851
81,052 ‘

( 193,986 (833,637
1,531,691 a
1,708,543 3.512.510
5,127,298  ( 6,378,156)

( 3,832,585) ( 711,653)

(16,890,824) 3

23,688,069 :
10,232,588 ( 3,573,283)
3.245.428 y

21,569,974  (10,663,092)
15.941.975 13.022.617

37.511.949 2,359,525

( 4,860,245) .

_4.057.617 4.978.421

(__802.628) 4.978.421

- (_1.830,000)

36,709,321 5,507,946

41,010,514 35.502.568

$77,719.835 4] 14



JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements
December 31,2013

[

The company

The company is incorporated in Jamaica and is a wholly-owned subsidiary of The Jamaica National
Building Society, which is also incorporated in Jamaica, under the Building Societies Act. The

company is domiciled in Jamaica and its registered office is located at 2-4 Constant Spring Road,
Kingston 10.

In 2011, the company obtained a licence from the Financial Services Commission (FSC) to conduct
ordinary life insurance business. In December 2012, the company received approval from the FSC to
market Group Mortgage Blanket Protection Policy (Bulk Premium). It commenced underwriting life
insurance in July 2013. Subsequent to the year end, the company received approval from the FSC to
market Single Premium product.

Statement of compliance and basis of preparation

(a)

Statement of compliance:

The financial statements are prepared in accordance with International Financial Reporting
Standards (IFRS) as issued by the International Accounting Standards Board (IASB) and
comply with the provisions of the Jamaican Companies Act.

New, revised and amended standards and interpretations effective during the year

Certain new, revised and amended standards and interpretations came into effect during the
current financial year. The company has adopted the following new standards and
amendments to standards, including any consequential amendments to other standards,

applicable to its operations, with a date of initial application of January 1, 2013. The nature and
effects of the changes are as follows:

(i) IFRS 13 Fair Value Measurement

IFRS 13 establishes a single framework for measuring fair value and making disclosures
about fair value measurements when such measurements are required or permitted by
other IFRSs. It unifies the definition of fair value as the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. It replaces and expands the disclosure requirements
about fair value measurements in other IFRSs, including IFRS 7. Consequently, the
company has included additional disclosures in this regard (see note 21).

The change had no significant impact on the measurements of the company’s assets and
liabilities.

(ii) Presentation of Items of Other Comprehensive Income (Amendments to IAS 1)

As a result of the amendments to IAS 1, items of other comprehensive income (OCI) that
may be reclassified to profit or loss in the future are presented separately from those that
would never be reclassified to profit or loss. Also, the title of the statement has changed

from Statement of Comprehensive Income to Statement of Profit or Loss and Other
Comprehensive Income.



JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)

December 31, 2013
2. Statement of compliance and basis of preparation (continued)
(b) Basis of preparation:

(c)

(d)

(e)

The financial statements are prepared under the historical cost convention, modified for the
inclusion of available-for-sale investments at fair value, except for those for which a reliable
measure of fair value is not available.

Functional and presentation currency:

The financial statements are presented in Jamaica dollars, which is the company’s functional
currency.

Use of estimates and judgement:

The preparation of the financial statements in conformity with IFRS requires management to
make estimates, assumptions and judgements that affect the application of accounting policies
and the reported amounts of, and disclosures relating to, assets, liabilities, contingent assets and
contingent liabilities at the reporting date and the income and expenses for the year then ended.
Although these estimates are based on management’s best knowledge of current events and
actions, actual amounts could differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised, if the revision

affects only that period, or in the period of the revision and future periods, if the revision affects
both current and future periods.

Information about significant areas of estimation uncertainty and critical judgements in
applying accounting policies that have the most significant effect on the amounts recognised in
the financial statements are described in note 4.

Comparative information

Whenever necessary, the comparative figures are restated to conform to current year’s
presentation.

3, Significant accounting policies

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

(a)

(b)

Accounts payable:

Accounts payable are stated at amortised cost.

Accounts receivable:

Trade and other accounts receivable are stated at amortised cost less impairment losses [see note

3(n)].



JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)
December 31, 2013

3.

Significant accounting policies (continued)

(c)

(d)

(e)

)

Cash and cash equivalents:

Cash and cash equivalents are shown at cost. They comprise bank balances and short-term,
highly liquid investments where original maturities do not exceed three months, are readily
convertible to known amounts of cash, are subject to an insignificant risk of changes in value,
and are held for the purpose of meeting short-term commitments.

Securities purchased under resale agreements:

Securities purchased under resale agreements (“reverse repos” or “resale agreements”) are short-
term contracts under which securities are bought with simultaneous agreements to resell them on
a specified date and at a specified price. Reverse repos are accounted for as short-term
collateralised lending and are carried at amortised cost, less impairments.

The difference between the purchase and resale considerations is recognised on the accrual basis

over the period of the agreements, using the effective yield method, and is included, in interest
income.

Foreign currency transactions and balances:

Transactions in foreign currencies are translated to the functional currency of the company at the
exchange rates ruling at the dates of the transactions. Monetary assets and liabilities
denominated in foreign currencies at the reporting date are translated to the functional currency
at the foreign exchange rates ruling at that date.

The foreign currency gain or loss on monetary items is the difference between amortised cost in
the functional currency at the beginning of the year, adjusted for effective interest and payments
during the year, and the amortised cost in foreign currency translated at the exchange rate at the
end of the year. Non-monetary assets and liabilities that are denominated in foreign currencies
and are carried at fair value are translated to the functional currency at the foreign exchange
rates ruling at the dates that the fair values were determined. Foreign currency differences
arising on translation are recognised in profit or loss.

Taxation:;
(i)  Income tax

Income tax on the profit or loss for the year comprises current and deferred tax. Income
tax is recognised in profit or loss, except to the extent that it relates to items recognised
directly in other comprehensive income, in which case it is recognised in other
comprehensive income.

Current income tax is the expected tax payable on the income for the year, using tax rates

substantively enacted at the financial year end, and any adjustment to tax payable in
respect of previous years.



JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)
December 31, 2013

3.

Significant accounting policies (continued)

(f)  Taxation (continued):

(2

(i)

(iii)

Deferred tax

Deferred income tax is recognised in respect of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes. Deferred tax is measured at the tax rates that are expected to
be applied to temporary differences when they reverse, based on laws that have been
enacted by the reporting date.

A deferred tax asset is recognised for unused tax losses, tax credits and deductible
temporary differences only to the extent that it is probable that future taxable profits will
be available against which the asset can be realised. Deferred tax assets are reviewed at
each reporting date and are reduced to the extent that it is no longer probable that the
related tax benefit will be realised.

Premium tax

Tax on premium income earned is included as an operating expense as it is considered a
tax on revenue rather than on profits.

Property, plant and equipment:

Items of property, plant and equipment are stated at cost, less accumulated depreciation and
impairment losses [see note 3(n)]. Cost includes expenditure that is directly attributable to the
acquisition of the asset. The cost of replacing part of an item of property, plant and equipment
is recognised in the carrying amount of the item if it is probable that the future economic
benefits embodied within the part will flow to the company and its cost can be reliably
measured. The cost of day to day servicing of property, plant and equipment is recognised in
the statement of profit or loss and other comprehensive income as incurred.

Property, plant and equipment, with the exception of artwork, on which no depreciation is
provided, are depreciated on the straight-line basis at annual rates to write down the assets to
their estimated residual values over their expected useful lives.

The depreciation rates are as follows:

Leasehold improvements 3313%
Office equipment 10%
Furniture and fittings 10%

The depreciation methods, useful lives and residual values are reassessed at each reporting date.



JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)
December 31, 2013

3

Significant accounting policies (continued)

(h)

()

Insurance contracts:

Insurance contracts are accounted for in compliance with the recommendations and practices of
the insurance industry, and comply with the provisions of the Insurance Act 2001.

(1)

(i)

Classification

The company issues contracts that transfer insurance risk which are short-term life
insurance contracts.

Insurance contracts are those contracts that transfer significant insurance risk. Such
contracts may also transfer financial risk. The company defines insurance risk as
significant if an insured event could cause an insurer to pay significant additional benefits
in a scenario that has a discernible effect on the economics of the transactions.

Recognition and measurement

The insurance contracts insure human life for death or permanent disability over a short
duration. Short-duration life insurance contracts protect the company’s customer from the
consequence of events such as death or disability that would affect the ability of the
customer or his/her dependents to maintain their current level of income. Guaranteed
benefits paid on occurrence of the specified insurance event are either fixed or linked to

the extent of the economic loss suffered by the policy-holder. There are no maturity or
surrender benefits.

The underwriting results are determined after making provision for, inter alia, outstanding
claims. Outstanding claims comprise estimates of the amount of reported losses and loss
expenses, plus a provision for losses incurred but not reported based on the historical
experience of the company. The loss and loss expense reserves have been reviewed by
the company’s actuary using the past loss experience of the company and industry data.

Amounts recoverable in respect of claims from reinsurers are estimated in a manner
consistent with the underlying liabilities. Management believes that, based on the
analysis completed by the actuary, the provision for outstanding losses and loss expenses
will be adequate to cover the ultimate net cost of losses incurred up to the reporting date.
However, the provision is necessarily an estimate and may, ultimately, be settled for a
significantly greater or lesser amount. Any subsequent differences arising are recorded in
the period in which they are determined.

Insurance contract liabilities are determined by an independent actuary using the Policy
Premium Method of valuation. These liabilities are, on valuation, adjusted through the
statement of profit or loss and other comprehensive income to reflect the valuation
determined under the Policy Premium Method.

Reinsurance contracts:

The company enters into contracts with reinsurers under which it is compensated for losses on

contracts it issues and which meet the classification requirements for insurance contracts [see
note 3 (h)]. Reinsurance does not relieve the originating insurer of its liability.
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JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)
December 31, 2013

3. Significant accounting policies (continued)

®

(k)

Revenue recognition:

()

(ii)

(iii)

Premium income

Gross premiums are recognised as revenue when due. When premiums are recognised, the
related actuarial liabilities are computed, resulting in benefits and expenses being matched
with revenue.

Interest income

Interest income is recognised in profit or loss for all interest-earning instruments on the
accrual basis using the effective interest method. The effective interest rate is the rate that
exactly discounts the estimated future cash receipts through the expected life of the
financial asset to the carrying amount of the financial asset. The effective interest rate is
established on initial recognition of the financial asset and is not revised subsequently.
Interest income includes coupons earned on fixed income investments, accretion of
discount on treasury bills and other discounted instruments, and amortisation of premium
on instruments bought at a premium.

Realised gains and losses

Realised gains and losses recorded in the statement of profit or loss and other
comprehensive income relate to gains and losses on the sale of financial and other assets.
This is calculated as the difference between net sales proceeds and the current carrying
value and is recorded on occurrence of the sale transaction.

Financial instruments:

A financial instrument is any contract that gives rise to a financial asset of one enterprise and a
financial liability or equity instrument of another enterprise. For the purpose of the financial
statements, financial assets have been determined to include cash and cash equivalents,
securities purchased under resale agreements, investments and accounts receivable. Financial
liabilities include policyholders’ liabilities, accounts payable and due to parent society.

O

(ii)

Recognition

The company initially recognises securities purchased under resale agreements,
certificates of deposit and debt securities on the date that they are originated. All other
financial assets and liabilities are initially recognised on the settlement date, at which the
company becomes a party to the contractual provisions of the instrument.

Derecognition

The company derecognises a financial asset when the contractual rights to the cash flows
from the asset expire, or it transfers the rights to receive the contractual cash flows on the
financial asset in a transaction in which substantially all the risks and rewards of
ownership of the financial asset are transferred. Any interest in transferred financial assets
that is created or retained by the company is recognized as a separate asset or liability.

The company derecognises a financial liability when its contractual obligations are
discharged, cancelled or expired.
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JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)
December 31, 2013

3.

Significant accounting policies (continued)

M

Investment securities:

Management determines the classification of investments at the time of purchase and takes

account of the purpose for which the investments were purchased. Investments are classified as
loans and receivables, held-to-maturity, at fair value through profit or loss and available-for-sale
securities.

(1)

(i)

(iif)

(iv)

Loans and receivables:

Loans and receivables are non-derivative financial assets that are created or purchased by
the company, with fixed or determinable payments and are not quoted in an active market.
They arise when the company provides money or services directly to a debtor with no
intention of trading the receivable.

Loans and receivables comprise cash and cash equivalents and securities purchased under
resale agreements.

Held to maturity:

Held to maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturities that the company’s management has the
positive intention and ability to hold to maturity. These investments are initially
recognised at cost with transaction costs directly attributable included. After initial
measurement, held to maturity financial assets are measured at amortised cost using the
effective interest rate method. Were the company to sell other than an insignificant
amount of held to maturity investments before maturity, the entire category would be
compromised and reclassified as available for sale.

Available-for-sale investments:

Available for sale investments are those non-derivative financial assets that are desi gnated
as available for sale or are not classified in the above two categories; they are intended to
be held for an indefinite period of time, and may be sold in response to needs for liquidity
or changes in interest rates or market prices. They are initially recognised at cost, and
subsequently remeasured at fair value. Fair value gains and losses are reported as a
separate component in the statement of profit or loss and other comprehensive income.
On disposal of these investments, the unrealized gains or losses included in other
comprehensive income are included in profit or loss. However, interest, which is
calculated using the effective interest method, is recognised in profit and loss.

Financial liabilities:

Non-derivative financial liabilities are classified as other financial liability.  Other

financial liabilities comprise policy holder’s liabilities, accounts payable and due to parent
society.



14

JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)
December 31, 2013

3

Significant accounting policies (continued)

(m) Employee benefits:

(n)

Employee benefits are all forms of consideration given by the company in exchange for services
rendered by employees. These include current or short term benefits such as salaries, bonuses,
NIS contributions, annual leave, and non-monetary benefits such as medical care; post
employment benefits such as pension.

Employee benefits that are earned as a result of past or current service are recognised in the
following manner: Short-term employee benefits are recognised as a liability, net of payments
made, and charged as an expense. The expected cost of vacation leave that accumulates is
recognised when the employee becomes entitled to the leave.

The parent Society provides post-retirement pension benefits to employees who have satisfied
certain minimum service requirements. These benefits are accounted for under a defined
contribution pension plan and the obligations for contributions are recognised as an expense in
the profit or loss as incurred.

Impairment:

The carrying amounts of the company’s assets are reviewed at each reporting date to determine
whether there is any indication of impairment. Financial assets are impaired when objective
evidence demonstrates that a loss event has occurred after the initial recognition of the asset,
and the loss event has an impact on the future cash flows of the asset that can be estimated
reliably. If any such indication exists, the asset’s recoverable amount is estimated at each
reporting date. An impairment loss is recognised whenever the carrying amount of an asset or its
cash-generating unit exceeds its recoverable amount. Impairment losses are recognised in profit
or loss,

(i)  Calculation of recoverable amount:

The recoverable amount of the company’s receivables is calculated as the present value of
expected future cash flows, discounted at the original effective interest rate inherent in the
asset. Receivables with a short duration are not discounted.

The recoverable amount of other assets is the greater of their fair value less costs to sell
and value in use. In assessing value in use, the estimated future cash flows are discounted
to their present value, using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset. For an asset
that does not generate largely independent cash inflows, the recoverable amount is
determined for the cash-generating unit to which the asset belongs.

(ii) Reversals of impairment:

An impairment loss in respect of a receivable is reversed if the subsequent increase in
recoverable amount can be related objectively to an event occurring after the impairment
loss was recognised.

In respect of other assets, an impairment loss is reversed if there has been a change in the
estimates used to determine the recoverable amount.

An impairment loss is reversed only to the extent that the assets carrying amount does not
exceed the carrying amount that would have been determined, net of depreciation or
amortisation, if no impairment loss had been recognised.
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JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)
December 31. 2013

3. Significant accounting policies (continued)

(0)

(p)

q)

Claims:

Claims are recorded in the profit or loss net of reinsurance recoverable. Charges for provision
for claims is recognised in profit or loss based on the estimated liability determined by the
actuary.

Related parties:

A related party is a person or entity that is related to the company,
a) A person or a close member of that person’s family is related to the company if that person:

(i) has control or joint control over the company;
(ii) has significant influence over the company; or
(iii)  is a member of the key management personnel of the company.

b) An entity is related to the company if any of the following conditions applies:
(i) The entity and the company are members of the same group (which means that each
parent, subsidiary and fellow subsidiary is related to the others).

(i1) One entity is an associate or joint venture of the other entity (or an associate or joint
venture of a member of a group of which the other entity is a member).

(iii)  Both entities are joint ventures of the same third party.

(iv) One entity is a joint venture of a third entity and the other entity is an associate of
the third entity.

(v) The entity is a post-employment benefit plan for the benefit of employees of either

the company or an entity related to the company.
(vi)  The entity is controlled, or jointly controlled by a person identified in (a).

(vii) A person identified in (a)(i) has significant influence over the entity or is a member
of the key management personnel of the entity (or of a parent of the entity).

A related party transaction is a transfer of resources, services or obligations between related
parties, regardless of whether a price is charged.

New, revised and amended standards and interpretations not yet effective:

A number of new, revised and amended standards and interpretations were in issue but were not
yet effective and which the company has not early adopted. The company has assessed the

relevance of all such standards and interpretations and has determined that the following are
likely to be relevant to its operations:
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JN LIFE INSURANCE COMPANY LIMITED

Notes to the Financial Statements (Continued)
December 31, 2013

3.

Significant accounting policies (continued)

(@

New, revised and amended standards and interpretations not yet effective (continued):

IFRS 9, Financial Instruments (2010) supersedes the previous version of IFRS 9 issued in
2009, and is effective for accounting periods beginning on or after January 1, 2017
(previously January 1, 2015). The standard retains but simplifies the mixed measurement
model and establishes two primary measurement categories for financial assets: amortised
cost and fair value. It eliminates the existing IAS 39 categories of held to maturity,
available-for-sale and loans and receivables. For an investment in an equity instrument
which is not held for trading, the standard permits an irrevocable election, on initial
recognition, to present all fair value changes from the investment in other comprehensive
income. The standard includes guidance on classification and measurement of financial
liabilities designated as fair value through profit or loss and incorporates certain existing
requirements of IAS 39 Financial Instruments: Recognition and Measurement on the
recognition and de-recognition of financial assets and financial liabilities. The company is
assessing the impact that the standard will have on the 2017 financial statements.

Amendment to IAS 32 Financial Instruments: Presentation (effective January 1, 2014)
clarifies that an entity currently has a legal enforceable right to offset if that right is not
contingent on a future event and enforceable both in the normal course of business and in
the event of default, insolvency or bankruptcy of the entity and all the counterparts. In
addition, it clarifies that gross settlement is equivalent to net settlement if, and only if, the
gross settlement mechanism has features that eliminate or result in insignificant credit and
liquidity risk and process receivables and payables in a single settlement process or cycle.
The company is assessing the impact that the standard will have on the 2014 financial
statement.

IFRIC 21 Levies (effective January 1, 2014) provides guidance on accounting for levies in
accordance with the requirements of IAS 37 Provisions, C ontingent Liabilities and
Contingent Assets. The interpretation defines a levy as an outflow from an entity imposed
by a government in accordance with legislation. It requires an entity to recognise a liability
for a levy when and only when the triggering event specified in the legislation occurs. The
company is assessing the impact that the standard will have on the 2014 financial statement.

Improvements to IFRS 2010-2012 and 2011-2013 cycles contain amendments to certain
standards and interpretations and are effective for accounting periods beginning on or after
July 1, 2014. The main amendments applicable to the company are as follows:

® IFRS I3 Fair Value Measurement is amended to clarify that issuing of the standard
and consequential amendments to IAS 39 and IFRS 9 did not intend to prevent entities
from measuring short-term receivables and payables that have no stated interest rate at

their invoiced amounts without discounting, if the effect of not discounting is
immaterial.

. IAS 24 Related Party Disclosures has been amended to extend the definition of

‘related party’ to include a management entity that provides key management
personnel services to the reporting entity, either directly or through a group entity.
For related party transactions that arise when key management personnel services are
provided to a reporting entity, the reporting entity is required to separately disclose
the amounts that it has recognized as an expense for those services that are provided
by a management entity; however, it is not required to ‘look through’ the
management entity and disclose compensation paid by the management entity to the
individuals providing the key management personnel services.

The company is assessing the impact that the standard will have on its 2015 financial
statements.
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4, Critical accounting estimates and judgments in applying accounting policies

The company makes estimates and assumptions that affect the reported amounts of assets and
liabilities within the next financial year. Estimates and judgements are continually evaluated and are
based on historical experience and other factors, including expectations of future events that are
believed to be reasonable under the circumstances.

The key sources of estimation uncertainty and critical judgements in applying accounting policies that
have the most significant effect on amounts recognised in the financial statements, or which have a
risk of material adjustment in the next year, are as follows:

(i) Fair value of financial instruments:

In the absence of quoted market prices, the fair value of a significant proportion of the company’s
financial instruments was determined using a generally accepted alternative to quoted market
prices. Considerable judgement is required in interpreting market data to arrive at estimates of
fair values. Consequently, the estimates arrived at may be significantly different from the actual
price of the instrument in an arm’s length transaction.

(ii) Outstanding claims:

Outstanding claims comprise estimates of the amount of reported losses and loss expenses plus a
provision for losses incurred but not reported based on historical experience. The loss reserves
have been determined by the company’s actuary using the company’s past loss experience and
industry data. Amounts recoverable in respect of claims from re-insurers are estimated in a
manner consistent with the underlying liabilities.

Management believes, based on the analysis completed by the actuary that the provision for
outstanding losses and loss expenses will be adequate to cover the ultimate net cost of losses
incurred up to the reporting date. However, the provision is necessarily an estimate and may,
ultimately, be settled for a significantly greater or lesser amount. Any subsequent differences
arising are recorded in the period in which they are determined.

5 Responsibilities of the appointed actuary and external auditors

The Board of Directors, pursuant to the Insurance Act, appoints the Actuary whose responsibility is to
carry out an annual valuation of the company's policyholders' liabilities in accordance with accepted
actuarial practice and regulatory requirements and report thereon to the policyholders and
shareholders. In performing the valuation using the policy premium method, the Actuary makes
assumptions as to the future rates of interest, asset defaults, mortality, morbidity, claims experience,
inflation, reinsurance recoveries, expenses and other contingencies, taking into consideration the
circumstances of the company and the insurance policies in force.

The valuation is made in accordance with accepted actuarial practice, as well as any other matter
specified in any directive made by regulatory authorities. The actuary, in his verification of the
management information provided by the company, and used in valuation, also makes use of the work
of the external auditors. The actuary’s report outlines the scope of his work and opinion. An actuarial
valuation is prepared annually.

The external auditors have been appointed by the shareholders pursuant to the Jamaican Companies
Act to conduct an independent and objective audit of the financial statements of the company in
accordance with International Standards on Auditing, and report thereon to the shareholders. In
carrying out their audit, the auditors also make use of the work of the actuary and his report on the

company’s actuarially determined policy liabilities. The auditors’ report outlines the scope of their
audit and their opinion.
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6. Cash and cash equivalents

2013
Bank balances 8,902,835
Bank of Jamaica Certificates of Deposit 68,817,000
Securities purchased under resale agreements =
$17,719.835

18

2012

638,398
36,016,000
4.356,116

$41,010,514

At December 31, 2013, underlying securities obtained and held under resale agreements had a fair

value of $Nil (2012: $4,718,176).

7. Accounts receivable

2013
Premium receivables 16,875,377
Interest receivable 2,336,015
Other receivables 15.447
$19,226.839
8. Investments
2013
Available-for-sale:
Government of Jamaica (GQOJ) Global bond 9,779,590
Government of Jamaica (GOJ) Benchmark
Investment Notes 135.940.500
$145,720,090
013
Maturity profile:
3 months to 1 year 2
1 to S years 145,720,090
$145,720,090

012

4,641,174

4,641,174

]

01

2

8,069,060

139.189.502
147,258,562

01

2

45,013,502
102,245,062

147,258,562

Investments include $90,945,000 (2012: $94,176,000) held to the order of the Financial Services

Commission (FSC) as required by the Insurance Act 2001.

9, Property. plant and equipment

Furniture,
Leasehold fixtures &
improvements fittings Total
Cost:
Additions, being total cost for the year 2.007.753 2.852.492 4,860,245
Depreciation:
Charge for the year, being accumulated
depreciation at end of year (__55.766) (__25.286) (__81.052)
Net book values $1,951,987 2827206 4,779,193
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10.  Share capital

]
o
Pt
[ 3]
{38 ]

Authorised and stated capital issued and fully paid:
1,000 ordinary shares at no par value $1,000 1,000

11. Capital reserve

This reserve arose from the waiver of an amount payable by the company to the parent society in
20009.

12. Investment revaluation reserve

This represents the unrealised gains, net of losses, on the revaluation of available-for-sale
investments.

13.  Accounts payable

2013 012
Due to reinsurers 5,917,857 -
Other payables and accruals 4,938.424 623.693
$10,856,281 623,603

Other payables and accruals include $736,032 (2012: $Nil) due to other related parties.

14,  Due to parent society

The amount due to parent society represents amounts due for staff costs and other operating expenses.

15. Policyholders’ liabilities

An Incurred But Not Reported (IBNR) reserve is computed for the portfolio of business for which
monthly premiums are paid at the end of the month while the risks are incurred during the month.
The reserve is determined by reviewing the claims reported in 2013 that were incurred prior to 2013,
expressing that as an amount per $1,000 of the inforce insured loan amounts at December 31, 2012
using data available on the historical performance of the insured portfolio. This factor was then
applied to the inforce insured loan amounts to determine the IBNR at December 31, 2013. Based on

the method used to compute the actuarial reserves, there are no assumptions for mortality, valuation
interest rates, lapses or expenses.

(a) Policyholders’ liabilities consist of:

013 2012
Incurred but not reported reserves 11,863,851 -
Benefit claims payable 23.688.069 -
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15. Policyholders’ liabilities (cont’d)

(b) Change in policyholders’ liabilities:

20

2013 2012
Incurred but not reported reserves 11.863.851 :
At the end of the year 11.86 -
Benefit claims payable:
Policyholder claims and benefits 23.688.069 -
At the end of the year $23.688,069 =
16. Deferred tax liability
Deferred tax liability is attributable to the following:
2013 2012
Property, plant and equipment 147,358 -
Interest receivable 350,402 696,176
Unrealised foreign exchange gains 3,115 685
$502,875 696,861
Movement in temporary differences during the year:
Balance at Recognised December 31 Recognised December 31
January 1, 2012  in profit/loss 2012 in profit /loss 2013
Property, plant and
equipment - - - 147,358 147,358
Interest receivable 1,530,000 (833,825) 696,176 (345,774) 350,402
Unrealised foreign
exchange gains 497 188 685 4,430 5,115
$1,530.497 (833,637) 696,861 (193,986) 302,875
17.  Disclosure of expenses
Loss before finance income and taxation is stated after charging:
2013 2012
$ $
Auditors’ remuneration - current year 1,550,000 529,000
- prior year 49,514 -
Depreciation 81,052 -
Directors’ remuneration 1,050,000 420,000
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18.  Salaries. pension contributions and other staff benefits

2013 2012

Salaries 1,737,017 -
Statutory contributions 217,898 -
Pension cost [note 3(m)] 56,711 -
Other staff benefits 410,229 -

$2.421.855 -
Taxation
(a)  The taxation charge for the year is based on investment income after the deduction of expenses

(b)

(©)

(d)

which are allowable in earning these types of income. The charge for taxation comprises:

2013 2012
(i)  Current tax expense:
Income tax at 15% 1,796,728 2,418,967
Prior year (over) / under provision (__88.185) 1,093,543

1,708,543 3,512,510

(ii)  Deferred taxation:
Origination and reversal of

temporary differences (_193.986) (_833.637)
Total taxation recognised in profit or loss $1.514,557 2,678,873

Reconciliation of effective tax rate:

The actual charge differs from the “expected” tax charge for the year as follows:

2013 2012
Net investment income $5,287.520 6,695,633
Computed "expected" tax charge @ 15% 793,128 1,004,345
Prior year (over)/under provision ( 88,185 1,093,543
Difference between profit for financial

statements and tax reporting purposes on —

Premium tax disallowed 1,531,691 -
Depreciation and capital allowances 24,858 -
(Allowable)/disallowable expenses (__746.935) 580,985

Actual tax charge $1,514,557 2.678.873

Effective July 28, 2011, the company became a registered insurance company under the
Insurance Act, 2001 and in accordance with the Financial Services Commission. Accordingly,
investment income is taxed at 15%. The effective tax rate for 2013 was 28.64% (2012:40%) of
pre-tax profits of $5,287,520 (2012: $6,695,633).

Other comprehensive income:

There is no taxation attributable to other comprehensive income.
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19.

20.

Taxation (cont’d)

(e) Premium tax:

Premium tax is recognised as 3% of premium income less certain allowance expenses, where
applicable, and is recognised as an operating expense.

Insurance and financial risk management

The company's activities expose it to insurance and financial risks. These activities involve the
analysis, evaluation and management of some degree of risk or combination of risks. Taking these
risks is core to the insurance business, and the operational risks are an inevitable consequence of
being in business. The company's aim is therefore to achieve an appropriate balance between risk and
return and minimise potential adverse effects on the company's financial performance.

The company manages risk through a framework of risk principles, organisational structures and risk
measurement and monitoring processes. The company's risk management policies are designed to
identify and analyse these risks, to set appropriate risk limits and controls, and to monitor the risks
and adherence to limits by means of reliable and up-to date information systems.

The Board of Directors is ultimately responsible for the establishment and oversight of the company's
risk management framework. The Board has established committees for managing and monitoring
risks, as follows:

Investment Committee:

The Investment committee recommends to the Board for its approval a written Investment and Loan
Policy. The committee reviews investment activities at least six times each year, and ensures that the
existing policies comprehensively deal with the management of the company's investment portfolio
and that appropriate limits are being adhered to. The Investment committee has the responsibility of

ensuring that risks are managed within the limits established by the Board of Directors and outlined in
the Investment policy.

Audit Committee:

The Audit Committee oversees how management monitors compliance with the company's risk
management policies and reviews the adequacy of the risk management framework in relation to the
risks faced by the company. Internal Audit assists the Audit Committee in its oversight role, by
performing independent reviews of the risk management and control environment.

The most important types of risk are insurance risk, reinsurance risk, market risk, liquidity risk, credit

risk, and other capital risk management. Market risk includes cash flow and fair value interest rate risk
and currency risk.

(a) Insurance risk:

The company issues insurance contracts that transfer insurance risk or financial risk or both. The
risk under any one insurance contract is the possibility that the insured event occurs and the

uncertainty of the amount of the resulting claim. By the very nature of an insurance contract,
this risk is random and therefore unpredictable.
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20.

Insurance and financial risk management (cont’d):

(a)

(®)

Insurance risk (continued):

For a portfolio of insurance contracts where the theory of probability is applied to pricing and
provisioning, the principal risk that the company faces under its insurance contracts is that the
actual claims and benefit payments exceed the carrying amount of the insurance liabilities. This
could occur if the frequency or severity of claims and benefits is greater than estimated.
Insurance events are random and the actual number and amount of claims and benefits will vary
from year to year from the estimate established using statistical techniques.

The company has developed its insurance underwriting strategy and reinsurance arrangements to
determine the type of insurance risks accepted. The company's underwriting strategy includes
the use of a medical questionnaire with benefits limited to reflect the health condition of
applicants. For the contracts where death is the insured risk, the most significant factors that
could increase the overall frequency and severity of claims are epidemics (such as AIDS) and
wide-ranging lifestyle changes such as eating, smoking and exercise habits resulting in earlier or
more claims than expected.

The benefits assured for the Creditor Life policy, distributed by retained amounts and by
reinsured amounts are shown below:

Benefits Assured

Total Total amount  Total amount

Band amount reinsured retained

($'000) ($'000) ($'000) ($'000)
0-1,000 1,029,883 - 1,029,883
1,000 - 2,000 2,697,940 - 2,697,940
2,000 - 5,000 10,173,858 - 10,173,858
5,000 - 10,000 10,622,117 2,848,704 7,773,413
10,000 and over 5,287.102 3.402.704 1.884.398
All Bands 29.81 6,251,408 23,559,492

Reinsurance risk:

Reinsurance risk is the risk that a reinsurer will default and not honour obligations arising from
claims. To limit its exposure of potential loss on an insurance policy, the company cedes certain
levels of risk to a reinsurer. Reinsurance ceded does not discharge the company's liability as
primary issuer. The company also limits the probable loss in the event of a single catastrophic
occurrence by reinsuring this type of risk with reinsurers.

The company manages reinsurance risk by selecting a reinsurer which has established capability
to meet its contractual obligations and which generally have favourable credit ratings as
determined by a reputable rating agency. Retention limits represent the level of risk retained by
the insurer. Coverage in excess of these limits is ceded to reinsurers up to the treaty limit. The
retention programs used by the company are summarized below:

Type of insurance contract Retention limit

Group creditor life contract JMD5,000,000; USD 51,000; CAD 52,000;
GBP 33,000 of coverage per life insured,
Treaty limits apply
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20,

Insurance and financial risk management (continued)

(c)

(d)

Credit risk:

Credit risk is the risk that a party to a financial instrument will fail to discharge an obligation
and cause the other party to incur a financial loss. Credit risk arises from investing activities and
deposits with other institutions. Balances arising from these activities include cash and cash
equivalents, securities purchased under resale agreements and investments.

Credit risk exposure is the amount of loss that the company would suffer if all counterparties to
which the company was exposed were to default at once.

Management of credit risk:

The Investments and Loan Policy of the company sets out the framework within which credit
risk is managed. This policy is the responsibility of the Board of Directors, with the principal
objective being to:

i.  Maximize the risk adjusted after tax return on the investment portfolio

ii. Manage risk at a level that maintains the company’s capital above regulatory
requirements, and

iii. Maintain sufficient liquidity to settle liabilities as they fall due.

Cash and cash equivalents:

These are held with reputable financial institutions and collateral is not required for such
accounts as management regards the institutions as strong.

Investment securities:

These debt securities are mainly government issued debt for which risk of default is considered
low by regulators. The company observes the concentration limits as prescribed by the

Insurance Regulations. The company is in compliance with Regulations, 2001 and the
company’s investment and loan policy.

At the reporting date the maximum exposure is represented by the carrying amount of financial
assets shown on the statement of financial position. There was no change in the company’s
exposure to credit risk, or the manner in which it manages and measures credit risk.

Liquidity risk:

Liquidity risk, also referred to as funding risk, is the risk that the company will encounter
difficulty in raising funds to meet commitments associated with financial instruments. Liquidity
risk may result from an inability to sell a financial asset quickly at, or close to, its fair value.
Prudent liquidity risk management implies maintaining sufficient cash and marketable

securities, and the availability of funding through an adequate amount of committed facilities,
which includes:

+  Weekly cash flow projections and close monitoring of its cash resources;

«  Managing the concentration and profile of debt maturities;

+  Maintaining a portfolio of highly marketable assets that can be easily liquidated as
protection against any unforeseen interruptions to cash flows; and

Monitoring balance sheet liquidity ratios against internal and regulatory requirements;
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20.

Assets available to meet liabilities include cash balances. The company would also be able to
meet unexpected net cash outflows by selling securities, should it become necessary.

The carrying amount of the contractual maturities of accounts payable and policyholders
liabilities at year-end approximates the contractual cash flow expected, and are due within one

There has been no significant change in the company’s exposure to liquidity risk or the manner

Insurance and financial risk management (continued)
(d) Liquidity risk (continued):

year from the reporting date.

in which it manages and measures the risk during the year.
(e) Market risk:

Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes
in market prices, whether those changes are caused by factors specific to the individual security
or its issuer or factors affecting all securities traded in the market.

These arise mainly from changes in interest rate and, foreign exchange rate and will affect the
company’s income or the value of its holdings of financial instruments. The objective of market
risk management is to manage and control market risk exposures within acceptable parameters,
while optimising the return on risk.

(i)  Foreign currency risk:

Foreign currency risk is the risk that the market value of, or cash flows from, financial
instruments will fluctuate because of changes in foreign exchange rates.

The company incurs foreign currency risk on transactions that are denominated in
currencies other than the Jamaica dollar. The currencies giving rise to this risk are the
United States Dollar (USD), Great Britain pounds (GBP) and Canadian dollar (CAD). The
company ensures that the net exposure is kept to an acceptable level by monitoring its
daily positions against approved limits. At the reporting date, the net foreign currency
assets were as follows:

Balances Exchange rates
2013 2012 2013 2012
$ 3 $ $
uUsD 94,462 88,990 105.72 92.15
GBP 287 - 173.56 -
CAD 280 - _98.99 -

A 15% (2012: 10%) weakening of the Jamaica dollar against the various currencies at
December 31 would have increased operating surplus by the amounts shown. A 1%
(2012: 1%) strengthening of the Jamaica dollar against these currencies at December 31,
would have had the opposite effect as shown. The analysis assumes that all other
variables, in particular, interest rates, remain constant.
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20.

Insurance and financial risk management (continued)

(e

Market risk (continued):

O

(ii)

Foreign currency risk (continued):

2012

26

2013
1% 15%
Strengthening Weakening
$ $
usD (99,862) 1,497,931
GBP ( 497) 7,459
CAD (27D 4,153

Interest rate risk:

1%

10%

Strengthening weakening

$

(82,004)

$

820,042

Interest rate risk is the risk that the value of a financial instrument will fluctuate due to
changes in market interest rates. The company manages this risk by monitoring interest
rates daily. Even though there are no formally predetermined gap limits, to the extent
judged appropriate, the maturity profile of the financial assets is matched with that of the
financial liabilities. Where gaps occur, management expects that its monitoring will, on a
timely basis, identify the need to take quick action to close the gap, if it becomes

necessary.

The following table summarises the carrying amounts of recognised assets, liabilities and
equity to arrive at the company’s interest rate gap based on the earlier of contractual
repricing or maturity dates. There were no off-balance sheet financial instruments giving
rise to interest rate risk. This interest rate gap is normal within insurance company.

2013
Immediately Within Three to Over 1 Non-rate
rate sensitive 3 months 12 months year sensitive Total
$ $ $ $ $ $

ASSETS
Cash and cash equivalents 8,135,605 - - - 767,230 8,902,835
Short-term investments - 27,081,000 41,736,000 - - 68,817,000
Accounts receivable - 1,332,053 1,003,962 - 16,890,824 19,226,839
Income tax recoverable - - - . 5,281,228 5,281,228
Investments - - - 145,720,090 - 145,720,090
Property, plant and equipment - - s - 4,779,193 4.779.193
Total assets 8,135,605 28413053 42739962  145.720,090 27718475  252.727.185
LIABILITIES
Policy holders liabilities 35,551,920 35,551,920
Accounts payable_ B - - - 10,856,281 10,856,281
Due to parent society - - - - 3,245,428 3,245,428
Deferred tax liability - - - - 502,875 502,875
Total equity - - - - 202,570,681  202.570,681
Total liabilities - - - - 252727185  252.727.185
On-statement of financial
position gap, being total
interest rate sensitivity

gap 8,135,605 28,413,053 42739962 145720.090 (225.008.710) ]
Cumulative gap 8,135,605 36548658 79,288,620 225,008.710 2 2
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20. Insurance and financial risk management (continued)

(e) Market risk (continued):

(ii) Interest rate risk (continued):

27

2012
Immediately Within Three to Over 1 Non-rate
rate sensitive 3 months 12 months vear _sensitive Total
$°000 $7000 $°000 $°000 $°000 $'000

ASSETS
Cash and cash equivalents 638,398 - - - - 638,398
Securities purchased

under resale agreements - 4.356.116 - - - 4,356,116
Short-term investments - 36,016,000 - - - 36,016,000
Accounts receivable 3,029 63,426 4,574,719 - - 4,641,174
Income tax recoverable - - - - 4,688,877 4,688,877
Investments - - 45,013,500 102,245,062 - 147,258,562
Restricted securities - - - 94,176,000 - 90,176,000
Total assets 641,427 40435542 49588219 102.245.062 4,688,877 197,599,127
LIABILITIES
Accounts payable - - - - 623,693 623,693
Deferred tax liability - - - - 696,861 696,861
Total equity - - - - 196,278,573 196.278.573
Total liabilities - - - - 197,599,127 197,599,127
On-statement of financial
position gap, being total
interest rate sensitivity

gap 641.427 40435542 49588219 102.245.062 (192.910.250) -
Cumulative gap 641427 41076960 90.665188 192,910250 - -

The company is exposed to interest rate risk. Investments totalling $145,720,090 (2012:
$147,258,562) have a fixed or variable rate of interest. There are no interest-bearing

financial liabilities.

Sensitivity analysis:

Fair value sensitivity for fixed rate instruments:

An increase/decrease using the below scenarios would adjust profit or loss by the amounts

shown below:

2013

2012

Increase in
interest rate

J$ denominated

Decrease in
interest rate

Decrease in
interest rate

Increase in
interest rate

instruments 250 basis points 100 basis points 100 basis points 100 basis points
US$ denominated
instruments 200 basis points 50 basis points 50 basis points 50 basis points
2013 2012
Increase Decrease Increase Decrease
$ $ $
Jamaican dollars (6,372,915) 2,713,419 (1,036,220) 1,051,824
2013 2012
Increase Decrease Increase Decrease
$ $ $ $

United States dollars

(233,681) — 64,880 (2L303) — 92,559
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20. Insurance and financial risk management (continued)

(e)

()

Market risk (continued):
(ii)  Interest rate risk (continued):
Cash flow sensitivity analysis for variable rate instruments:
An increase/decrease using the above scenarios would adjust reserves and profit or loss by

the amount shown below. The analysis assumes that all other variables, in particular
foreign currency rates, remain constant.

2013 2012
Effect on Surplus Effect on Surplus
Increase Decrease Increase Decrease
$ $ $ $

Variable rate instruments

December 31 1,125,000 450,000 1,800,000 450,000

There has been no change in the company’s exposure to market risk or the manner in
which it manages and measures the risk during the year.

Capital risk management:

Capital risk is the risk that the company fails to comply with mandated regulatory requirements,
resulting in a breach of its minimum capital ratios and the possible suspension or loss of its
insurance licence.

The company’s objectives when managing capital are:

(i)  To comply with capital requirements set by the regulators of the insurance industry
within which the company operates;

(i)  To safeguard the company’s ability to continue as a going concern so that it can continue
to provide returns for shareholders and benefits to other stakeholders; and

(iif) To maintain a strong capital base to support the development of its business.

The company’s main regulator is the Financial Services Commission (FSC) which monitors the
capital requirements for the company. Regulators are primarily interested in protecting the
rights of the policyholders and monitor the company closely to ensure that it is satisfactorily
managing affairs for the benefit of the policyholders. At the same time, the regulators are also
interested in ensuring that the company maintains an appropriate solvency position to meet
unforeseen liabilities arising from economic shocks or natural disasters.

In implementing current capital requirements, the FSC requires the company to maintain a
minimum capital requirement of $150,000,000.

To assist in evaluating the current business and strategic opportunities, a risk-based approach is
one of the core measures of financial performance. The risk based assessment measure which
has been adopted is the Minimum Continuing Capital and Surplus Requirement (MCCSR)
standard as defined by the FSC and dictated by the Insurance Regulations 2001. Under

Jamaican regulations, the minimum standard recommended for companies is a MCCSR of
150%.
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20. Insurance and financial risk management (continued)

(f) Capital risk management (continued):

The MCCSR for the company is set out below:

2013 2012
Regulatory capital held ($°000) 202,571 196,279
Minimum regulatory capital ($'000) 42,337 38,465
MCCSR Ratio 478.5% 510.3%

There has been no change to the company’s approach to managing or measuring capital.

21. Fair value of financial instruments

Fair value amounts represent estimates of the arm’s-length consideration that would currently be
agreed between knowledgeable, willing parties who are under no compulsion to act and are best
evidenced by quoted market prices, if they exist. Where quoted market prices are not available, the fair
values of these instruments have been determined using a generally accepted alternative method.

IFRS 7 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation
techniques are observable or unobservable. These two types of inputs have created the following fair
value hierarchy:

Level 1 - Quoted prices in active markets for identical assets or liabilities. This level includes
listed equity securities and debt instruments on exchanges.

Level2 - Inputs other than quoted prices included within Level 1 that are observable for the
asset or liability, either directly or indirectly.

Level 3 - Inputs for the asset or liability that are not based on observable market data
(unobservable inputs). This level includes equity investments and debt instruments
with significant unobservable components. This hierarchy requires the use of
observable market data when available.
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21. Fair value of financial instruments (continued)

(b)  Valuation technique:

The valuation technique used in measuring fair value in the level 2 hierarchy is detailed below.
There were no significant unobservable inputs used.

Financial assets Method

Government of Jamaica J$ securities * Obtain bid yield from yield curve
provided by a recognized pricing source
(which uses market-supplied indicative
bids)
e Using this yield, determine price using
accepted formula
e Apply price to estimate fair value.

22. Related party balances and transactions

(a) Identity of related parties:

The company has a related party relationship with its parent society, fellow subsidiaries,
directors, associated companies and key management personnel.

(b)  The statement of financial position includes balances arising in the ordinary course of business
with related parties.

2013 2012
$ $

Parent society:

Cash and cash equivalents 8,491,457 638,398

Premium receivable 16,875377 -
Fellow subsidiary:

Accounts payable 736,032 -

Securities purchased under resale agreements - 4,356,116

(¢c)  The statement of profit or loss and other comprehensive income includes the following income

earned from, and expenses incurred in, transactions with related parties. The transactions were
in the ordinary course of business.

2013 2012
$ $
Parent society:
Gross premium income 51,056,346 -
Interest income 30,519 30,179
Insurance benefits incurred (_23.688.069) -
Fellow subsidiary:
Interest income 163,993 384,784
Rent expense 736,032 —
2013 2012

|
B

(d) Transactions with key management personnel
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23. Lease commitment

The company leases office space from a fellow subsidiary under the terms of a lease agreement dated
November 13, 2013. The lease is for a term of three (3) years and is payable monthly.

The company is thereby committed to making future lease payments as follows:

2013 2012

2012
$ $

Within one year 1,520,578 -

More than one year 2.891.591 -

gdlll08 @ s

24.  Loss arising from National Debt Exchange

The company voluntarily participated in the Government of Jamaica (GOJ) National Debt Exchange in
February 2013. The acceptance of the offer resulted in the company exchanging local debt instruments
of $135,000,000. The exchange resulted in a one-off loss of $4,835,671.



