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INDEPENDENT AUDITOR’S REPORT

To the Shareholders and Board of Directors of Freisenbruch-Meyer Insurance Limited
Report on the audit of the financial statements

Opinion

We have audited the financial statements of Freisenbruch-Meyer Insurance Limited (the “Company”), which comprise the
statement of financial position as at December 31, 2020, the statement of comprehensive income, changes in
shareholders’ equity and cash flows for the year then ended, and notes, comprising significant accounting policies and
other explanatory information.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position of the
Company as at December 31, 2020, and its financial performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRS).

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 International Ethics Standards Board for Accountants
International Code of Ethics for Professional Accountants (including International Independence Standards) (IESBA
Code) together with the ethical requirements that are relevant to our audit of the financial statements in Bermuda and we
have fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of management and those charged with governance for the financial statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with IFRS,
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.

In preparing the financial statements, management is 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 management either intends to liquidate the Company or to cease operations, or has no realistic
alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.
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.
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KPMG

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 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 management.

— Conclude on the appropriateness of management’s 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 those charged with governance 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.

KPMG Audit Limited

Chartered Professional Accountants
Hamilton, Bermuda
April 30, 2021



FREISENBRUCH-MEYER INSURANCE LIMITED
Statement of Financial Position

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

Assets

Cash and cash equivalents

Financial assets at fair value through profit or loss
Insurance balances receivable

Reinsurance balances receivable

Losses recoverable from reinsurers

Reinsurers share of unearned premiums
Deferred acquisition expenses

Funds withheld

Prepaid expenses and other assets

Total assets

Liabilities

Outstanding losses and loss expenses
Unearned premiums

Deferred commission income
Reinsurance balances payable
Amounts due to related companies
Insurance balances payable

Other liabilities

Total liabilities
Shareholders’ equity
Share capital
Retained earnings
Total equity attributable to equity holders of
the Company

Total liabilities and shareholders’ equity

See accompanying notes to financial statements

2020 2019
3,455,932 3,205,116
5,621,782 5,246,029

35,051 45,038
1,141,693 964,742
3,145,180 5,236,205
6,989,122 6,938,191
2,938,686 2,929,655
4,516,366 4,502,473

48,408 57,763

$ 27,892,220 $ 29,125,212
3,906,415 6,159,898
9,038,452 8,985,073
2,363,678 2,357,018
609,219 569,422
460,399 283,589
121,794 149,139
81,476 80,322
16,581,433 18,584,461
5,000,000 5,000,000
6,310,787 5,540,751
11,310,787 10,540,751

$ 27,892,220 $ 29,125,212

Approved for issuance on behalf of the Board of Directors of Freisenbruch-Meyer Insurance Limited on April 30, 2021 by:

Director

Director




FREISENBRUCH-MEYER INSURANCE LIMITED
Statement of Comprehensive Income

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

Premiums written
Change in unearned premiums

Premiums earned
Reinsurance premiums ceded
Change in prepaid reinsurance premiums

Premiums ceded

Net premiums earned

Claims paid

Change in outstanding loss provisions

Claims recovered and recoverable from reinsurers
Net claims incurred

Commission income

Commission expense

Other underwriting expenses

General and administrative expenses
Net underwriting income

Net investment income

Net income, being total comprehensive income

Note(s)
3(d)(ii), 7(b)

3(d)(ii), 4, 7(b)
7(b)

8, 7(b)

4,6, 7(b)

7(b)
7(b)

7(b), 9

5(iv)

for the year (all attributable to equity holders of the Company)

See accompanying notes to financial statements

2020 2019
$ 19,770,087 $ 21,209,155
(53,379) (87,620)
19,716,708 21,121,535
16,756,834 18,206,505

— (50.931) (76,263)
16,705,903 18,130,242
3,010,805 2,991,293
4,834,964 6,158,678
(2,253,483) (2,521,821)
(2,009,112) (2,617.950)
572,369 1,018,907
5,809,340 4,931,964
(6,191,303) (6,162,166)
(1,189,850) (414,119)
(482,580) (470,434)
384,043 (142,369)
385,993 314,944

$ 770,036 $ 172,575




FREISENBRUCH-MEYER INSURANCE LIMITED
Statement of Changes in Shareholders’ Equity

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

Balance at December 31, 2018
Net income for the year, being total comprehensive income
Balance at December 31, 2019
Net income for the year, being total comprehensive income

Balance at December 31, 2020

See accompanying notes to financial statements

$

Total equity
attributable to

$

$

Share Retained equity holders
capital earnings of the Company
(Note 8)

5,000,000 $ 5,368,176 $ 10,368,176
- 172,575 172,575
5,000,000 $ 5,540,751 $ 10,540,751
- 770,036 770,036
5,000,000 $ 6,310,787 $ 11,310,787




FREISENBRUCH-MEYER INSURANCE LIMITED
Statement of Cash Flows

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

Cash flows from operating activities

Net income for the year

Adjustments for:

Interest income

Realised and unrealised (gains)/losses on financial
assets at fair value through profit and loss

Cash generated before changes in working capital
Changes in assets and liabilities excluding cash:
Prepaid expenses and other assets
Insurance balances receivable
Reinsurance balances receivable
Reinsurers share of unearned premiums
Deferred acquisition expenses
Losses recoverable from reinsurers
Funds withheld
Other liabilities
Amounts due to related companies
Insurance balance payable
Reinsurance balances payable
Unearned premiums
Deferred commission income
Outstanding losses and loss expenses

Net cash flows provided by (used in) operating activities

Cash flows from investing activities

Purchase of financial assets at fair value through profit or loss
Sale/maturity of financial assets at fair value through profit or loss

Interest income

Net cash flows provided by investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes to financial statements

Note(s) 2020

$ 770,036
5(iv) (122,497)

5(iv) (263,496)
384,043

9,355
9,987
(176,951)
(50,931)
(9,031)
2,091,025
(13,893)
1,154
176,810
(27,345)
39,797
53,379
6,660
(2.253.483)

240,576

(3,063,720)
2,951,463
122,497
10,240
250,816
3,205,116

$ 3,455,932

2019

$ 172,575

(167,057)

(147,887)
(142,369)

9,546
(757)
(964,377)
(76,263)
(26,685)
2,751,877
(52,057)
(28,197)
281,601
(716,264)
(713,090)
87,621
12,092

(2,521,821)
(2,099,143)

(2,700,904)
2,537,994

167,056

4,146

(2,094,997)
5,300,113

$ 3,205,116




FREISENBRUCH-MEYER INSURANCE LIMITED

Notes to Financial Statements

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

1.
2.
(@)
(b)
(c)

General

Freisenbruch-Meyer Insurance Limited (the “Company”) was incorporated in Bermuda on April 26, 2002 and
carries on business as an insurance company and is registered as a Class 3A and Long-term Class B insurer
under the Insurance Act 1978 of Bermuda and related regulations (“the Insurance Act”).

The registered office and principle place of business of the Company is 75 Front Street, Hamilton, HM CX
Bermuda.

The Company is owned by FM Investments (Holding) Ltd. (60%), and Chubb Bermuda Insurance Limited
(formerly, ACE Bermuda Insurance Limited) (40%). An agency agreement and management agreement exist
between the Company and Freisenbruch-Meyer Insurance Services Ltd., a company owned by FM Investments
(Holding) Ltd. (60%) and Chubb Bermuda Insurance Limited (40%).

The Company is a local Bermuda insurer providing property, motor, accident, engineering, health, credit card
protection and marine coverage for its customers.

The Company has no employees and its administrative affairs are handled by its related party, Freisenbruch-
Meyer Insurance Services Ltd.

Basis of preparation
Statement of compliance

These financial statements are prepared in accordance with International Financial Reporting Standards (“IFRS”),
and their interpretations issued by the International Accounting Standards Board (“IASB”).

The financial statements were authorized for issue by the Board of Directors on April 30, 2021.
Basis of measurement

The financial statements are prepared on the historical cost basis, except for financial assets at fair value through
profit or loss, which are stated at fair value.

The methods used to measure fair value are discussed further in Notes 3, 5 and 11.
Functional and presentation currency

The financial statements are presented in Bermuda dollars, the Company’s functional currency.




FREISENBRUCH-MEYER INSURANCE LIMITED

Notes to Financial Statements

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

(d)

(a)

(b)

Basis of preparation (continued)
Use of estimates and judgements

The preparation of financial statements in conformity with IFRS requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of income and expenses during the year. The estimates and associated assumptions are based
on historical experience and various other factors that are believed to be reasonable under the circumstances,
and the results of which form the basis of making the judgements about carrying values of assets and liabilities
that are not readily apparent from other sources. Actual results may differ from those estimates.

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.

In particular, 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
Notes 3(c) and 6.

Since December 31, 2019, many countries have experienced an outbreak of the COVID-19 virus; on 11 March
2020, the World Health Organization declared the disease to be a global pandemic. The situation is developing
rapidly and management does not yet know the full extent of potential impacts of this pandemic on the business.
The Company’s management are closely monitoring the outbreak and actively assessing the potential impact to
the business and all stakeholders.

Management have taken action to support the resilience of business operations and are regularly assessing the
impact on solvency capital in line with established risk metrics and in compliance with the Company’s risk appetite.

The area within the financial statements that has the most potential to be impacted is the valuation of the
Company’s investment portfolio given volatility in the capital markets. The Company’s investment strategy is to
construct a portfolio which will mitigate risks associated with market volatility. For the three-month period ended
March 31, 2021, the return on the investment portfolio is (1.1)%.

Summary of significant accounting policies

Investments

Investments comprise U.S. Treasury bonds, European Government bonds, Bermuda Government bonds and
corporate bonds.

Investments are accounted for on the trade date (the date the Company enters into a commitment to buy or sell
the investment).

The Company classifies its investments as fair value through profit or loss. Management determines the
appropriate classification of its investments at the time of purchase.

Investments classified as financial assets at fair value through profit or loss are initially recognised at fair value in
the statement of financial position and are subsequently re-measured at fair value based upon market quotations
or counterparty prices.

Unrealised and realised gains and losses on financial assets at fair value through profit or loss are included in the
determination of net income in the year in which they arise.

Impairment
Financial assets (including receivables)

A financial asset is considered to be impaired if objective evidence indicates that one or more events have had a
negative effect on the estimated future cash flows of that asset.

8



FREISENBRUCH-MEYER INSURANCE LIMITED

Notes to Financial Statements

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

(b)

(c)

(d)

Summary of significant accounting policies (continued)
Impairment (continued)

Objective evidence that financial assets are impaired can include default or delinquency by a debtor, restructuring
of an amount due to the Company on terms that the Company would not consider otherwise, or indications that
a debtor or issuer will enter bankruptcy. Individually significant financial assets are tested for impairment on an
individual basis. The remaining financial assets are assessed collectively in groups that share similar credit risk
characteristics.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference
between its carrying amount and the present value of the estimated future cash flows, discounted at the original
effective interest rate. Losses are recognised in income or loss and reflected in an allowance account against
receivables. When a subsequent event causes the amount of impairment loss to decrease, the decrease in
impairment loss is reversed through net income or loss in the statement of comprehensive income.

Loss and loss expense reserves

Loss and loss expense reserves represent estimated losses and loss expenses determined from loss reports and
individual cases not settled before the year-end together with a provision for losses incurred but not reported
comprising actuarially determined estimates based on the claims histories of the insureds and management’s
estimate of the Company’s ultimate loss exposure. The loss reserves do not include a component for loss
adjustment expenses. Loss adjustment expenses relating to the settlement of non-catastrophic claims are the
responsibility of Freisenbruch-Meyer Insurance Services Ltd., the management company of the Company. Loss
adjustment expenses relating to catastrophic claims are included in loss reserves when the event has occurred.

Such amounts are believed to be adequate to cover the ultimate net cost of losses, but the provisions are
necessarily estimates and losses may be settled for a greater or lesser amount. Any adjustments to the provisions
are reflected in earnings in the year in which they become known.

Insurance contracts
i)  Classification

The Company classifies its insurance contracts as short-term insurance contracts. Short-term insurance contracts
primarily include property insurance underwritten by reference to the commercial value of the properties and
contents insured and motor insurance comprising auto physical damage and personal liability. The Company also
writes marine cover, credit card protection cover, but this line is not generally significant to the Company.

ii) Recognition and measurement
Premiums

Premiums written and ceded are recognised in the statement of comprehensive income proportionally over the
period of coverage. Generally, premiums are written on an annual basis. The portion of premiums written relating
to in-force contracts that relates to unexpired risks at the statement of financial position date is reported as the
unearned premiums liability.

Similarly, the portion of premiums ceded relating to in-force contracts that relates to unexpired risks at the
statement of financial position date is reported as the reinsurers’ share of unearned premiums.

iii) Reinsurance contracts held

Contracts entered into by the Company with reinsurers under which the Company is compensated for losses on
one or more contracts issued by the Company and that meet the classification requirements for insurance
contracts, are classified as reinsurance contracts held. The benefits to which the Company is entitled under its
reinsurance contracts are included in losses recoverable from reinsurers.

Amounts recorded as due from reinsurers comprise claims submitted to reinsurers and the reinsured portion of
the reserves for losses on policies issued by the Company. The reinsured portion of the reserves for losses is
estimated in a manner consistent with the estimation of reserves for losses on the policies issued by the Company.

9



FREISENBRUCH-MEYER INSURANCE LIMITED

Notes to Financial Statements

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

(d)

(e)

()

(9)

(h)

Summary of significant accounting policies (continued)

Insurance contracts (continued)

iii) Reinsurance contracts held (continued)

The Company assesses amounts due from reinsurers for any indication of impairment on a quarterly basis. As at
December 31, 2020, management is of the opinion that all amounts due from reinsurers are recoverable and
there is no indication of impairment.

Reinstatement Premiums — under the terms of the Company’s property catastrophe reinsurance program, additional
reinsurance premiums are payable to reinstate the limit of coverage, in the event of loss or losses occurring under
certain contracts, to its full amount from the time of such loss or losses until the expiration of the contract. Where this
occurs, the reinstatement premiums are recorded as written and are recognised in the statement of
comprehensive income proportionally over the period of coverage.

Reinsurance profit commission is calculated based on past underwriting results and in accordance with the terms of

the reinsurance contracts, and are recorded as a receivable from the reinsurers. The reinsurance profit commission
is recorded on an accrual basis.

iv) Premiums receivable and payables related to insurance contracts

Premiums receivable and payables are recognised when due. These include amounts due to and from insurance
contract holders, brokers and agents. Premiums receivable are assessed for doubtful accounts and impairment.

Commissions, interest and other expenses

Commission expenses, interest income and expense, and other expenses are recorded on an accrual basis.
Acquisition costs, mainly commissions and brokerage, related to unearned premiums are deferred and amortised
to income over the period in which the premiums are earned. The method followed in determining deferred
acquisition costs limits the amount of the deferral to its realisable value by giving consideration to losses and
expenses and future investment income expected to be incurred as premiums are earned.

The Company pays profit commission to the producing agency.

Taxation

Under the laws of Bermuda there are presently no income, withholding or capital gains taxes payable by the
Company.

Related parties

Related parties include the shareholders, related companies, that is, fellow subsidiaries, directors and key
management personnel who have the authority and responsibility for planning, directing and controlling the
activities of the Company.

Provisions

A provision is recognised if, as a result of a past event, the Company has a present legal or constructive obligation
that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the
obligation. Provisions are determined by discounting the expected future cash flows at a rate that reflects current
market assessments of the time value of money and, where appropriate, the risks specific to the liability.

Cash and cash equivalents

Cash and cash equivalents include cash and other deposits with original maturities of 90 days or less and includes
Money Market Funds carried at fair value.

10



FREISENBRUCH-MEYER INSURANCE LIMITED

Notes to Financial Statements

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

0

Summary of significant accounting policies (continued)

New Accounting Standards and Interpretations effective after January 1, 2019 and have not yet been adopted by
the Company

In July 2014 the IASB published the final version of IFRS 9 “Financial Instruments”, which supersedes all previous
versions of this standard and replaces the existing IAS 39 “Financial Instruments: Recognition and Measurement”.
The standard contains requirements governing classification and measurement, impairment based on the new
expected loss impairment model and general hedge accounting. Initial mandatory application of the standard is
set for annual periods beginning on or after January 1, 2019. In September 2016, however, the IASB published
“Applying IFRS 9, Financial Instruments with IFRS 4, Insurance Contracts” (Amendments to IFRS 4). These
amendments address the implications of the different effective dates for initial application of IFRS 9 and IFRS17.
Under the so-called deferral approach provided for in the amendments, entities whose predominant activity is
issuing insurance and reinsurance contracts within the scope of IFRS 4 are granted an optional temporary
exemption from recognising their financial instruments in accordance with IFRS 9 until the recognition of insurance
and reinsurance contracts has been finally settled, although this option may not be used after January 1, 2023.
The Company qualifies for and has elected to apply the temporary exemption available to companies whose
predominant activity is to issue insurance contracts. The exemption lasts until accounting periods beginning on or
after January 1, 2023.

The Company is still assessing the impact of the new requirements on the financial statements. Applying the new
requirements of IFRS 9, the Company currently anticipates that all investments will be classified as at FVTPL. As
a result all investments currently disclosed in Note 5 will remain to be disclosed at FVTPL. The adoption of IFRS
9 from IAS 39 is not expected to result in a change in the carrying value of the investments disclosed in Note 5.

IFRS 17, Insurance Contracts, issued in May 2017, specifies the financial reporting for insurance contracts by an
insurer. The new standard is effective for annual periods beginning on or after 1 January 2023 and will include a
number of significant changes regarding the measurement and disclosure of insurance contracts both in terms of
liability measurement and profit recognition. The Company will continue to assess the impact the new standard
will have on its results and the presentation and disclosure thereof.

Underwriting policies and reinsurance agreements

The Company follows the policy of underwriting and reinsuring all contracts of insurance, which limit the retained
liability of the Company to a maximum amount of $150,000 (2019 - $150,000) on any one individual loss. The
Company also purchases reinsurance to cover losses greater than $300,000 arising from any one catastrophe
event. The reinsurance of contracts does not, however, relieve the Company of its primary obligation to the
policyholders.

In the event that the reinsurers are unable to meet their obligations under the reinsurance agreements, the
Company would also be liable for the reinsured amount. The Company evaluates the financial condition of its
reinsurers and monitors the credit risk of the reinsurers to minimize its exposure to significant losses from
reinsurer insolvency.

11



FREISENBRUCH-MEYER INSURANCE LIMITED

Notes to Financial Statements

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

(i)

(ii)

(iii)

Investments

Cash and cash equivalents represent current account, Money Markey account and demand deposit balances,
with 100% (2019 - 100%) held by a Bermuda-based bank which currently holds a S&P credit rating of BBB+ (2019
— BBB+). The Money Market Fund of $1,628,280 (2019 - $2,567,840) is classified as a Level 1 in the Fair Value
hierarchy.

Financial assets at fair value through profit or loss comprise the following:

December 31, 2020 December 31, 2019
Fair value Cost Fair value Cost
US Treasury bonds $ 2,323163 $ 2,227,716 $ 2,380,893 $ 2,332,260
European Government bonds* 120,063 120,124 120,497 120,124
Bermuda Government bonds 558,078 500,000 545,837 500,000
Corporate bonds 2,620,478 2,515,785 2,198,802 2,195,885
Total $ 5621,782 $ 5,363,625 $ 5,246,029 $ 5,148,269

*The European Government bond was issued in Germany.

The US Treasury and European Government bonds have a coupon rate between 0.125% and 2.5% and mature
between 2021 and 2030. The Bermuda Government Bond has a coupon rate of 4.85% and matures in 2024.

For corporate bonds the Company'’s largest concentration in any one investee is 2.39% of total investments (2019
- 2.43%). The bonds have fixed interest rates between 1.125% and 6.95% and mature between 2021 and 2029.

The investment portfolio is monitored by management and is subject to investment guidelines approved by the
Board of Directors. At December 31, 2020, all investments hold credit ratings of BBB or above.

Fair value of investments

The financial assets at fair value through profit or loss are recorded at fair value. The fair value of a financial
instrument on initial recognition is normally the transaction price, that is, the fair value of the consideration given
or received. In certain circumstances, however, the initial fair value may be based on other observable current
market transactions in the same instrument, without modification or repackaging, or on a valuation technique
whose variables include only observable data.

Fair value prices for the financial instruments are independently provided by the Company’s custodian, which
utilises nationally recognised independent pricing services. The Company records the unadjusted price provided by
the custodian. The independent pricing services used by the Company’s custodian obtain actual transaction prices
for securities that have quoted prices in active markets. The independent pricing services used by the Company’s
custodian have their own proprietary methods for determining the fair value of securities that are not actively
traded. In general, the independent pricing services use “matrix pricing” which utilises observable market inputs
including broker quotes, interest rates, yield curves, prepayment speeds, default rates and such other inputs as
are available from market sources to determine a reasonable fair value.

The Company measures fair value using the following fair value hierarchy that reflects the significance of the
inputs used in making the measurements. The fair value hierarchy gives the highest priority to quoted prices in
active markets for identical assets or liabilities (Level 1) and the lowest priority to fair values derived from
unobservable inputs (Level 3). The three levels of the fair value hierarchy are described below:

Level 1 — Quoted prices for identical instruments in active markets.
Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments

in markets that are not active; and model-derived valuations in which all significant inputs and significant value
drivers are observable in active markets.

12



FREISENBRUCH-MEYER INSURANCE LIMITED
Notes to Financial Statements

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

5. Investments (continued)

(iii) Fair value of investments (continued)

Level 3 — Model derived valuations in which one or more significant inputs or significant value drivers are
unobservable. These measurements include circumstances in which there is little, if any, market activity for the
asset or liability. In making the assessment, the Company considers factors specific to the asset or liability and
such an assessment will involve significant management judgment. Because of the inherent uncertainty in the
valuation of these Level 3 investments, fair values of such investments may differ from the values that would have
been used had a ready market for these investments existed, and the differences could be material.

The level in the fair value hierarchy within which the fair value measurement in its entirety falls shall be determined
based on the lowest level input that is significant to the fair value measurement in its entirety.

A review of the fair value hierarchy classifications is conducted on an ongoing basis. Changes in the observability of
valuation inputs may result in a reclassification for certain financial assets and liabilities. Reclassifications impacting
Level 3 of the fair value hierarchy are reported as transfers in/out of the Level 3 category as of the beginning of the
period in which the reclassifications occur.

The following table presents the Company’s fair value hierarchy for those assets or liabilities measured at fair
value as of December 31, 2020:

Quoted prices Significant

in active other Significant

markets for observable unobservable

identical assets inputs inputs
Investments in securities (Level 1) (Level 2) (Level 3) Total
US Treasury bonds $ 2,323,163 $ $ $ 2,323,163
European Government bonds* - 120,063 - 120,063
Bermuda Government bonds - 558,078 - 558,078
Corporate bonds — 2,620,478 — 2,620,478
Total $ 2,323,163 $ 3,298,619 $ - $ 5,621,782

*The European Government bond was issued in Germany

The following table presents the Company’s fair value hierarchy for those assets or liabilities measured at fair
value as of December 31, 2019:

Quoted prices Significant

in active other Significant

markets for observable unobservable

identical assets inputs inputs
Investments in securities (Level 1) (Level 2) (Level 3) Total
US Treasury bonds $ 2,380,893 $ - $ - $ 2,380,893
European Government bonds* - 120,497 - 120,497
Bermuda Government bonds — 545,837 — 545,837
Corporate bonds - 2,198,802 - 2,198,802
Total $ 2,380,893 $ 2,865,136 $ - $ 5,246,029

*The European Government bond was issued in Germany
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Notes to Financial Statements

Year ended December 31, 2020
(Expressed in Bermuda Dollars)

(iv)

Investments (continued)

Net investment income comprises the following:

2020 2019
Interest income $ 122,497 $ 167,057
Net unrealised and realised gains on investments 263,496 147,887
$ 385,993 $ 314,944
Outstanding losses and loss expenses
Movements in insurance liabilities and reinsurance assets are as follows:
December 31, 2020 December 31, 2019

Gross Reinsurance Net Gross Reinsurance Net

Loss reserves:
Notified claims $ 4927365 $ (4,313607) $ 613,758 $ 7,567,193 $ (7,156,387) $ 410,806
Incurred but not

reported 1,232,533 (922,598) 309,935 1,114,526 (831,695) 282,831
Total at beginning

of year 6,159,898 (5,236,205) 923,693 8,681,719 (7,988,082) 693,637
Movements during

the year:
Claims incurred

- current year 3,499,387 (2,783,320) 716,067 6,727,253 (5,610,581) 1,116,672
Claims incurred

- prior year (917,906) 774,208 (143,698)  (3.090,396) 2,992,631 (97.,765)
Total claims

incurred 2,581,481 (2,009,112) 572,369 3,636,857 (2,617,950) 1,018,907
Claims settled in

the year 4,834,964 (4,100,137) 734,827 6,158,678 (5,369,828) 788,850
Notified claims 2,757,482 (2,285,563) 471,919 4,927,365 (4,313,607) 613,758
Incurred but not

reported 1,148,933 (859,617) 289,316 1,232,533 (922,598) 309,935
Total at end

of year $ 3,906,415 $ (3,145,180) $ 761,235 $ 6,159,898 $ (5,236,205) $ 923,693

The establishment of the provision for outstanding losses and loss expenses is based on known facts and
interpretation of circumstances and is therefore a complex and dynamic process influenced by a large variety of
factors. These factors include the Company’s experience with similar cases and historical trends involving claim
payment patterns, pending levels of unpaid claims, product mix or concentration, claims severity and claim
frequency patterns such as those caused by natural disasters, fires, accidents, or work-related injuries, depending
on the business assumed.

In the current year incurred losses were lower compared to the prior year mainly attributable to not having a
significant Hurricane loss in the current accident year. The prior year incurred losses experienced favourable
development mainly attributable to lower expected settlements on the Property and Casualty line of business.
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6. Outstanding losses and loss expenses (continued)

Other factors include the actuarial evaluations, professional experience and expertise of the Company’s management and loss adjusters retained to handle individual claims, the quality
of the data used for projection purposes and existing claims management and settlement practices. In addition, time can be a critical part of the provision determination, since the longer
the span between the incidence of a loss and the payment or settlement of the claims, the more variable the ultimate settlement amount can be. Accordingly, short-tail claims such as
property claims, tend to be more reasonably predictable than long-tailed claims, such as general liability claims.

Consequently, the establishment of the provision for outstanding losses and loss expenses relies on the judgment and opinion of a large number of individuals, on historical precedent and
trends and on expectations as to future developments. The process of determining the provisions necessarily involves risks that the actual results will deviate, perhaps substantially, from

the best estimates made.

The development of insurance liabilities provides a measure of the Company’s ability to estimate the ultimate value of claims. The top half of the table below illustrates how the Company’s
estimate of total claims outstanding for each accident year has changed at successive year ends. The bottom half of the table reconciles the cumulative claims to the amount appearing

in the Statement of Financial Position.

Reporting year/period ended — gross: 2011 2012 2013 201 2015 016 2017 018 019 2020 Total
At end of reporting year/period $ 3,388,198 $ 3,228,061 $ 3,747,224 $ 19,132,673 3,024,729 $ 6,946,542 2,909,222 3,058,922 $§ 6,727,253 $ 3,499,387 $ 3,499,387
One year later 3,136,285 4,003,895 3,705,345 18,136,429 3,356,507 6,226,672 2,686,349 2,928,854 6,283,339 - 6,283,339
Two years later 2,832,387 3,860,504 3,657,947 17,777,078 3,272,522 6,191,547 2,545,305 2,761,875 - - 2,761,875
Three years later 2,781,188 3,896,118 3,512,509 17,580,785 3,242,330 6,112,563 2,481,881 - - - 2,481,881
Four years later 2,778,294 7,742,691 3,502,270 17,559,841 3,225,679 6,105,721 - - - - 6,105,721
Five years later 2,797,356 7,743,241 3,497,470 17,525,115 3,189,913 - - - - - 3,189,913
Six years later 2,746,454 7,609,772 3,525,058 17,515,403 - - - - - - 17,515,403
Seven years later 2,822,087 4,920,132 3,447,979 - - - - - - - 3,447,979
Eight years later 2,795,217 4,841,783 - - - - - - - - 4,841,783
Nine years later 2,759,376 - - - - - - - - - 2,759,376
Current estimate of ultimate claims 2,759,376 4,841,783 3,447,979 17,515,403 3,189,913 6,105,721 2,481,881 2,761,875 6,283,339 3,499,387 52,886,657
Cumulative payments to date 2,713,078 4,841,783 3,444,782 17,450,513 2,418,734 5,947,357 2,393,397 2,203,288 5,487,664 2,079,646 48,980,242
Reserve for accident years prior to 2011 -

Liability recognised in the statement of financial position $ 3,906,415
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6.

Outstanding losses and loss expenses (continued)

Reporting year/period ended — Net: 2011 2012 2013 2014 2015 016 2017 2018 2019 2020 Total
At end of reporting year/period $ 588817 $ 689926 $ 850,581 $ 1,789,497 712136 $ 1,315573 $ 662,783 689,717 1,116,672 $ 716,067 $ 716,067
One year later 528,561 667,826 780,383 1,692,350 631,017 1,156,930 603,356 655,278 1,071,982 - 1,071,982
Two years later 459,885 633,546 744,055 1,647,439 612,876 1,133,345 569,130 607,809 - - 607,809
Three years later 447,220 642,847 732,799 1,617,231 607,209 1,114,019 556,328 - - - 556,328
Four years later 446,497 641,609 730,240 1,614,752 607,954 1,113,609 - - - - 1,113,609
Five years later 451,262 642,762 729,040 1,606,071 598,657 - - - - - 598,657
Six years later 438,537 609,982 735,936 1,603,643 - - - - - - 1,603,643
Seven years later 457,370 607,967 716,666 - - - - - - - 716,666
Eight years later 450,652 608,341 - - - - - - - - 608,341
Nine years later 441,692 - - - - - - - - - 441,692
Current estimate of ultimate claims 441,692 608,341 716,666 1,603,643 598,657 1,113,609 556,328 607,809 1,071,982 716,067 8,034,794
Cumulative payments to date 430,118 608,341 715,868 1,587,420 527,442 1,082,691 532,489 475,625 919,696 393,869 7,273,559
Reserve for accident years prior to 2011 -

Liability recognised in the statement of financial position $ 761,235
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(a)

(b)

()

Related party transactions

The following entities are related parties to the Company for which there are balances reflected in both the
statement of financial position and statement of comprehensive income:

=  Chubb Bermuda Insurance Limited — owner of 40% of the Company; reinsurance treaties for the Company
for various risks issued by Chubb Bermuda Insurance Limited.

= Freisenbruch-Meyer Insurance Services Ltd. (“FMIS”) — owned 60% by FM Investments (Holding) Ltd. and
40% by Chubb Bermuda Insurance Limited; management company of the Company; insurance policies
issued by the Company to Freisenbruch-Meyer Insurance Services Ltd.; insurance premiums withheld by
FMIS.

= Chubb Limited — 100% owner of Chubb Bermuda Insurance Limited; insurance policy issued by the Company
to Chubb Limited.

= Darrow Limited — owned 100% by FM Investments (Holding) Ltd.; insurance policy issued by the Company
to Darrow Limited.

=  Chubb Tempest Reinsurance Ltd. — owned 100% by Chubb Limited; reinsurance treaty for the Company
issued by Chubb Tempest Reinsurance Ltd.

The amounts due to and from companies related through common control are unsecured, repayable on demand
and bear interest at 0% (2019 - 0%) per annum.

2020 2019
Asset Asset
(liability) (liability)

Due from (to) related parties
Insurance balances receivable $ 35,051 $ 45,038
Reinsurance balances receivable 1,127,039 921,192
Reinsurers share of unearned premiums 6,147,990 6,142,364
Deferred acquisition expenses 2,938,686 2,929,655
Losses recoverable from reinsurers 2,353,019 4,085,985
Funds withheld 4,516,366 4,502,473
Deferred commission income (2,274,756) (2,272,675)
Amounts due to related companies (460,399) (283,589)

In the normal course of business, the Company conducts business with several related companies under common
control. The income and expenses for the years ending December 31, 2020 and, 2019, arising from transactions
with these companies not disclosed elsewhere, are included in the following balances listed below.

2020 2019

Income Income

(expense) (expense)

Premiums written $ 162,327 $ 159,553
Reinsurance premiums ceded (13,418,084) (13,397,658)
Change in prepaid reinsurance premiums (5,626) (35,784)
Commission expense (6,121,034) (6,076,305)
Commission income 4,712,700 4,659,306
Claims paid (2,903,585) (2,672,555)
Claims recovered or recoverable from reinsurers (1,457,889) 4,503,542
General and administrative expenses (125,000) (125,000)

Related party risks written by the Company are at standard commercial rates and are subject to the normal
reinsurance protections purchased by the Company. Included in insurance balances receivable are premiums of
$35,051 (2019 - $45,038) due from related companies.
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8.

10.

Share capital

2020 2019

Authorized, issued and fully paid share capital
of par value US$1 each:

5,000,000 (2019 - 5,000,000) ordinary shares $ 5,000,000 $__ 5,000,000
General and administrative expenses

2020 2019
General and administrative expenses $ 3,640 $ 18,337
Internal audit 510 14,915
Advertising 121,845 116,240
Professional and legal fees 142,729 113,032
Management fees 125,000 125,000
Licenses and government fees 81,611 75,259

Professional liability insurance

7,245

7,651

Total general and administration expenses $ 482,580 $ 470,434

Statutory requirements

The Company must at all times maintain a solvency margin and an enhanced capital requirement in accordance
with the provisions of the Insurance Act, 1978 of Bermuda.

Each year the Company is required to file with the Bermuda Monetary Authority (the “Authority”) a capital and
solvency return within four months of its relevant financial year end (unless specifically extended).

The prescribed form of capital and solvency return comprises the Company’s Bermuda Solvency Capital
Requirement (“BSCR”) model, a schedule of fixed income investments by rating category, a schedule of net loss
and loss expense provision by line of business, a schedule of premiums written by line of business, a schedule of
risk management and a schedule of fixed income securities.

As a Class 3A insurer, the Company is required to maintain available statutory capital and surplus in an amount
that is equal to or exceeds the target capital levels based on enhanced capital requirements (“ECR”) calculated
using the BSCR model. The BSCR model is a risk-based capital model introduced by the Authority that measurers
risk and determines ECR and a target capital level (defined as 120% of the ECR) based on the Company’s statutory
financial statements. In circumstances where the Authority concludes that the Company’s risk profile deviates
significantly from the assumptions underlying the ECR or the Company’s assessment of its management policies
and practices, it may issue an order requiring that the Company adjust its ECR.

During the year ended and as of December 31, 2020, Freisenbruch-Meyer Insurance Limited met the target capital
level required under the BSCR.

The Insurance Act mandates certain actions and filings with the Authority if the Company fails to meet and maintain
its ECR or solvency margin, including the filing of a written report detailing the circumstances giving rise to the
failure and the manner and time within which the insurer intends to rectify the failure. The Company is prohibited
from declaring or paying a dividend if its statutory capital and surplus is less than its ECR, or if it is in breach of its
solvency margin or minimum liquidity ratio, or if the declaration or payment of such dividend would cause such
breach.
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10.

1.

Statutory requirements (continued)

The Company is required by its license to maintain capital and surplus greater than a minimum statutory amount.
At December 31, 2020 the Company is required to maintain a minimum statutory capital and surplus of $1,000,000
(2019 - $1,000,000). Actual statutory capital and surplus is $11,042,929 (2019 - $10,269,151), calculated as
follows:

Statutory capital and surplus comprises:

Shareholders’ equity $ 11,310,787
Less non-admitted assets:
Prepaid expenses 17,858
Long-term business share capital 250,000
Statutory capital and surplus $ 11,042,929

The Company is also required to maintain a minimum liquidity ratio whereby the value of its relevant assets is not
less than 75% of the amount of its relevant liabilities. Relevant assets include cash and cash equivalents,
investments, accounts receivable and accrued interest, funds withheld and insurance and reinsurance balances
receivable. Certain categories of assets do not qualify as relevant assets under the statute. The relevant liabilities
are total general business insurance reserves (net of reinsurance recoverable) and total other liabilities.

At December 31, 2020, the Company was required to maintain relevant assets of at least $4,733,907 (2019 -
$4,683,694). At that date, relevant assets were $14,416,123 (2019 - $13,584,421) and the minimum liquidity ratio
was therefore met.

Risk management and financial instruments

The activities of the Company involve the use of insurance contracts and financial instruments. As such, the
Company is exposed to insurance risks and financial risks. This note presents information about the Company’s
exposure to each of the above risks, the objectives, policies and processes for measuring and managing risk and
the Company’s management of capital. Further quantitative disclosures are included throughout these financial
statements.

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk
management framework. The Board has established the Investment Committee, the Risk Management
Committee, the Audit Committee and the Reinsurance Committee which along with the President of the Company
are responsible for developing and monitoring the Company’s risk management policies. The committees and
President report regularly to the Board of Directors on their activities.

The risk management policies are established to identify and analyse the risks faced by the Company, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Company’s activities. The
Company, through its training and management standards and procedures, aims to develop a disciplined and
constructive control environment in which all employees understand their roles and obligations.

The Audit Committee of the Company has agreed upon terms of reference and assists the Board in fulfilling its
oversight responsibilities relating to the financial reporting process, internal accounting and financial controls, audit
and risk review process, risk assessment and risk management and compliance with legal and regulatory
requirements. All the above sub-committees established by the Board will meet at least four times per annum and
report to the Board on their performance with respect to their respective terms of reference.

The principles used by the Company in managing its insurance risks are set out below.
Insurance risk
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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1.

Risk management and financial instruments (continued)
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 payments exceed the
carrying amount of the insurance liabilities. This could occur because the frequency or severity of claims is greater
than estimated. Insurance events are random and the actual number and amount of claims will vary from year to
year from the level established using statistical techniques.

Factors that aggravate insurance risk include lack of risk diversification in terms of type and amount of risk,
geographical location and type of industry covered. The Company insures the risks of individuals located in
Bermuda therefore there is no diversification of geographic risk. There is a concentration of industry risk which is
managed through its underwriting strategy and reinsurance arrangements. The Company actively manages and
pursues early settlements of claims to reduce its exposure to unpredictable developments.

As outlined in Note 1 to the financial statements, the Company uses reinsurance to manage its insurance risk.
The following factors are likely to affect the sensitivity of the Company’s reserves:

= changes to the loss ratios for the underlying business
= changes to the reporting pattern of losses
= changes to the severity of losses

The Company predominantly funds its net insurance liabilities (net of reinsurance recoveries) through its cash
and in the normal course of its operations. In the event of a catastrophe, the net insurance liabilities may require
to be funded through the disposal of the Company’s portfolio of investments.

The mean duration of liabilities is calculated using historical claims data to determine the expected settiement
pattern for claims arising from insurance contracts in force at the statement of financial position date (both incurred
claims and future claims arising from the unexpired risks at the statement of financial position date). The mean
durations are:

December 31, December 31,

2020 2019

Net short-term insurance liabilities — property risk 3 months to 3 yrs 3 months to 3 yrs
Net short-term insurance liabilities — casualty risk 3 months to 8 yrs 3 months to 8 yrs

Short-term insurance liabilities are estimated using standard actuarial claims projection techniques. These
methods extrapolate the claims development for each underwriting year based on the observed development of
earlier years. In most cases, no explicit assumptions are made as projections are based on assumptions implicit
in the historic claims development on which the projections are based.

As such, the sensitivity of short-term insurance liabilities is based on the financial impact of changes to the reported
loss ratio.
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1.

Risk management and financial instruments (continued)
Insurance risk (continued)

The sensitivity analyses below are based on a change in one assumption while holding all other assumptions
constant.

Sensitivity factor Description of sensitivity factor applied
Expenses The impact of a change in underwriting expenses by 5%
Loss ratios The impact of a change in loss ratios by 5%
Underwriting Underwriting Loss Loss
expenses +5% expenses -5% ratios +5% ratios -5%

Increase/ (Decrease)

At December 31, 2020

Impact on profit* $ (102,720) $ 102,720 $ (150,540) $ 150,540
Impact on shareholders’ equity* (102,720) 102,720 (150,540) 150,540
At December 31, 2019

Impact on profit* $ (105,738) $ 105,738 $ (149,565) $ 149,565
Impact on shareholders’ equity* (105,738) 105,738 (149,565) 149,565

* Net of reinsurance
Financial risk
The Company has exposure to the following risks from its use of financial instruments:

= credit risk
= liquidity risk
=  market risk

The nature and extent of the financial instruments outstanding at the statement of financial position date and the
risk management policies of the Company are discussed below.

Credit risk

Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment
that it has entered into with the Company. The Company’s maximum credit risk exposure is the carrying value of
assets less any provisions for irrecoverable amounts. The Company is exposed to credit risk in the following areas:

Cash and investments

Investment asset allocation is determined by the Company’s investment manager who manages the distribution of
the assets to achieve the Company’s investment objectives. Divergence from target asset allocations and the
composition of the portfolio is monitored by the Company’s Board of Directors. Details of concentrations of cash
and cash equivalents and investments are disclosed in Note 5.

Insurance balances receivable

The Company’s exposure to credit risk is influenced by the financial stability of policyholders that purchase
insurance products. This credit risk is controlled by monitoring the aging of all amounts outstanding on an ongoing
basis and monitoring the customers’ financial health by reference to the media and discussions with the customers.
A provision is made for non-recovery if considered necessary.

As at December 31, 2020 all receivables due to the Company were from related companies. Management is of
the opinion that this concentration will not have a significant impact on the Company’s financial condition.
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1.

Risk management and financial instruments (continued)
Due from reinsurers

Reinsurance contracts do not relieve the Company from its obligations to policyholders. Failure of reinsurers to
honour their obligations could result in losses to the Company; consequently, allowances are established for
amounts deemed uncollectible. The Company evaluates the financial condition of its reinsurers and monitors
concentrations of credit risk arising from similar geographic regions, activities, or economic characteristics of its
reinsurers to minimise the exposure to significant losses from reinsurer insolvencies. At December 31, 2020,
losses recoverable from reinsurers were due from nine reinsurers who all have an AM Best rating of at least A-.

The Company reviews the creditworthiness of reinsurers on an annual basis and over 99% of contracts entered
into and maintained with reinsurers have been rated as A- or higher by the AM Best credit rating agency. Current
financial statements for the reinsurers are reviewed annually. Based on the individual reinsurance agreements,
the Company may have the right to offset amounts due to reinsurers against any amounts due from reinsurers.

Amounts due from reinsurers are assessed regularly for any indication of impairment. At December 31, 2020 there
is no significant credit risk associated with any of the Company’s reinsurers.

Related party and other receivables

Amounts due from related parties and other receivables are assessed and monitored on a monthly basis for any
indication of impairment. As at December 31, 2020, $10,289,989 (2019 - $11,804,533) of amounts due from
related parties was due from Chubb Bermuda Insurance Limited representing 71% (2019 - 73%) of total amounts
due from related parties. As at December 31, 2020, all amounts are considered to be collectible.

The following table analyses the aging of the Company’s receivables as at December 31, 2020:

Losses
Insurance  Reinsurance recoverable
balances balances from Funds
receivable receivable reinsurers withheld Total
Installments not currently due - - - - -
Up to 30 days $ 35051 $ 1,141693 $ 3,145180 $ 4,516,366 $ 8,838,290
31— 60 days - - - - -
61— 90 days - - - - -
Over 90 days - - - - -
$ 35,051 $ 1,141,693 $ 3,145180 $ 4,516,366 $ 8,838,290

The following table analyses the aging of the Company’s receivables as at December 31, 2019:

Losses
Insurance  Reinsurance recoverable
balances balances from Funds
receivable receivable reinsurers withheld Total
Installments not currently due - - - - -
Up to 30 days $ 45,038 $ 964,742 $ 5,236,205 $ 4,502,473 $ 10,748,458
31— 60 days - - - - -
61— 90 days - - - - -
Over 90 days - - - - -

$ 45,038 $ 964,742 $ 5,236,205 $ 4,502,473 $ 10,748,458
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11. Risk management and financial instruments (continued)
Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they become due.
The Company is exposed to daily calls on its available cash resources for the payment of claims and operating
expenses. In order to manage liquidity, management seeks to maintain levels of cash and short-term deposits
sufficient to meet its liabilities when due, under normal and stressed conditions, without incurring unacceptable
losses or risking damage to the Company’s reputation.

The following summarizes the expected recovery or settlement of other assets held (within 12 months from the
statement of financial position date) and the maturity profile of the Company’s liabilities relating to financial
instruments and insurance contracts:

December 31, 2020 December 31, 2019
Current Non-current Total Current Non-current Total

Financial assets
Cash and cash

equivalents $ 3,455932 $ - $ 3455932 $ 3,205,116 $ - $ 3,205,116
Financial assets at fair

value through

profit or loss 5,621,782 - 5,621,782 5,246,029 - 5,246,29
Insurance balances

receivable 35,051 - 35,051 45,038 - 45,038
Reinsurance balances

receivable 1,141,693 - 1,141,693 964,742 - 964,742
Funds withheld 4,516,366 - 4,516,366 4,502,473 - 4,502,473
Losses recoverable

from reinsurers 3,145,180 - 3,145,180 5,236,205 — 5,236,205
Total $ 17,916,004 $ - $17,916,004 $ 19,199,603 $ - $ 19,199,603
Financial liabilities
Outstanding losses

and loss

expenses $ 3,906,415 $ - $ 3,906,415 $ 6,159,898 $ - $ 6,159,898
Reinsurance balances

payable 609,219 - 609,219 569,422 - 569,422
Amounts due to

related companies 460,399 - 460,399 283,589 - 283,589
Insurance balances

payable 121,794 - 121,794 149,139 - 149,139
Other liabilities 81,476 - 81,476 80,322 - 80,322
Total $ 5,179,303 $ - $ 5179,303 $ 7,242370 $ - $ 7,242,370
Liquidity margin $ 12,736,701 $ - $ 12,736,701 $ 11,957,233 $ - $ 11,957,233
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1.

12.

13.

Risk management and financial instruments (continued)
Market risk

Market risk is the risk that changes in market prices such as interest rates and foreign exchange rates will affect
the value of the Company’s assets, the amount of its liabilities and or the Company’s income. The Company
currently has no significant exposure to market risk.

Interest-rate risk

The Company invests in US Treasury bonds, European bonds, Bermuda Government bonds and corporate
bonds, the fair values of which are affected by changes in interest rates. The coupon rates associated with the U.S.
Treasury, European bonds, Bermuda Government bonds and corporate bonds held by the Company are disclosed
in Note 5(ii).

Sensitivity analysis on interest rates has not been performed given the low rates earned on a relatively small
portfolio, any change in the rates would not have a material impact on the financial statements.

Currency risk

The majority of the Company’s financial assets and liabilities are denominated in Bermuda dollars therefore the
Company is not exposed to significant currency risk.

Limitations of sensitivity analysis

The sensitivity information included in this note demonstrates the estimated impact of a change in a major input
assumption while other assumptions remain unchanged. In reality, there are normally significant levels of
correlation between the assumptions and other factors. It should also be noted that these sensitivities are non-
linear and larger or smaller impacts should not be interpolated or extrapolated from these results. Furthermore,
estimates of sensitivity may become less reliable in unusual market conditions such as instances when risk free
interest rates fall towards zero.

Capital management

The Company’s capital base is structured to exceed regulatory and internal capital targets while maintaining an effective
capital structure. The Board of Directors is responsible for devising the Company’s capital plan with management
responsible for the implementation of the plan. The policy is designed to ensure that adequate capital is maintained to
provide the flexibility necessary to take advantage of growth opportunities, to support the risks associated with the
business and to provide returns to shareholders. The policy is also designed to provide an appropriate level of risk
management over capital adequacy risk, which is defined as the risk that capital is not or will not be sufficient to
withstand adverse economic conditions, to maintain financial strength or to allow the Company to take advantage of
opportunities for expansion.

The Company is required by the Bermuda Monetary Authority to maintain certain minimum levels of capital and
surplus. At the statement of financial position date the Company has met these requirements (See Note 10).

The Company’s capital base consists of common shares and retained earnings.
Deferred acquisition expenses

A reconciliation of the change in deferred policy acquisition costs is shown below:

2020 2019

Balance at January 1 $ 2,929,655 $ 2,902,970
Recognised deferred acquisition costs 6,200,334 6,188,851
Amortization charge through income (6,191,303) (6,162,166)
Balance at December 31 $ 2,938,686 $ 2,929,655
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