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The directors submit their report and the audited financial 
statements for the year ended 31 December 2017.

Principal Activity
The principal activity of Red Sands Life Assurance 
Company (Europe) Limited (“the Company”) is the 
provision of insurance services. The Company is licensed 
by the Gibraltar Financial Services Commission (“GFSC”), 
under the Financial Services (Insurance Companies) Act, 
to underwrite Long Term Business Insurance in Class I 
(Life and Annuity).

Review of the business
The Company continued along its positive growth 
trajectory in 2017, despite tough trading environments 
across Europe.

4Life Direct, the Company’s distribution and administration 
partner in Europe, remained focused on solidifying its’s 
well-respected business across Poland, Hungary, the 
Czech Republic and Slovakia. After extensive market 
research, 4Life Direct decided to launch 4Life Direct 
in Greece and the Company is pleased to advise that 
it commenced underwriting for 4Life Direct Greece in 
September 2017.

As with all new territories, the first few years involve 
significant investment and learning, but the Company is 
pleased with the results experienced so far in the Czech 
Republic, Slovakia and Greece.

The Company’s philosophy is to provide uncomplicated, 
easy to understand and affordable insurance products 
and services to the European market, and in particular 
to the segment of the market which has not previously 
had access to, or cannot afford, traditional insurance 
products.

Gross Written Premium in 2017 increased by 32.2% to 
£19.0m from £14.4m in 2016.

The Company’s commitment to its policyholders is 
reflected in its claims processes and payments.

Continued improvements made to the Company’s claims 
systems throughout the year has led to the team being 
able to process a claim within 24 hours across most of 
our products.

During the course of 2017 the Company paid more than 
£6m worth of benefits to clients in Poland, Hungary, 
the Czech Republic, Slovakia and Greece. Mortality 
experience on the Whole of Life product was somewhat 
worse than expected (in Poland in particular), but a full 
actuarial analysis was performed on all products across 
the countries, and pricing and valuation assumptions 
have been updated wherever necessary.

The Company continue to reinsure a significant portion 
of all business with some of the world’s highlyrated 
international reinsurance groups.

In addition to providing valuable product and technical 
experience, the arrangement also provides capital support 
to boost an already solid balance sheet. The Company 
looks forward to continuing to work with these groups in 
2018 and beyond.

In contrast to last year, 2017 was a good year for 
investments, and more in line with overall past performance. 
The changes implemented by the Company’s Investment 
Committee have had a positive impact on results whilst 
ensuring the Company have an appropriately diversified 
and robust portfolio.

The Investment Committee continue to work closely 
with the team of independent investment consultants in 
ensuring the Company’s portfolio meets the requirements 
of the Company.

The overall result for 2017 was a profit of £3.7m. The 
value of in force business (net of reinsurance) decreased 
from £21m to £17.8m during the year.

Following the implementation of Solvency II in January 
2016, the Company sought the advice of Milliman 
LLP (Head of Actuarial Function for Red Sands Life), 
on a robust and reasonable approach to bringing the 
calculation of the Long-Term Business Provisions (“LTBP”) 
more in line with Solvency II principles, while maintaining a 
suitable degree of prudence. Appropriate changes to the 
LTBP assumptions were implemented in December 2017.

Solvency II remains a key area of focus for the Company 
and both the Board and executive team are heavily involved 
in ensuring the Company’s continuous compliance with 
the regulations and various reporting deadlines.

In line with the reporting requirements of Solvency II, the 
Company issued the first set of annual quantitative reports 
in 2017, namely the Solvency & Financial Condition Report 
(“SFCR”) and the Regulatory Supervisory Report (“RSR”) 
and in late 2017 work commenced on updating the SFCR 
for 2017 year-end.

The second Own Risk and Solvency Assessment (“ORSA”) 
for the Red Sands Group was finalised towards the end of 
2017 and subsequently submitted to the GFSC.

This living document includes a summary of group’s own 
risks, business plan assumptions, stress and scenario 
tests and well as a forward-looking view on solvency. 
Market-wide feedback on the ORSA, issued by the 
European Insurance and Occupational Pensions Authority 
(“EIOPA”) and feedback to the Gibraltar market issued by 
the GFSC was taken into account when updating the 
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Company’s ORSA for 2017.

The unaudited Solvency II SCR coverage as at December 
2017 was calculated to be 147.8%.

The Company is in a strong position to meet the additional 
requirements of the General Data Protection Regulations 
(“GDPR”) which came into effect in May 2018.

Our business partners have been working hard on meeting 
the requirements of the Insurance Distribution Directive 
(“IDD”) and its implementation into their respective 
businesses.

Whilst the true impact of Brexit remains to be seen, we 
are actively dealing with the challenges it presents for the 
Company’s business and mitigating any associated risks. 
The Company has put in place solid plans to ensure its 
continued commitment to both its policyholders and 4Life 
Direct post Brexit.

As always, as a team, the Company looks forward to 
working closely with its current distribution and reinsurance 
partners to achieve its business goals for 2018.

Directors
The directors of the Company during the year and as at 
the date of signing this report were as follows:
•	 Paul Savignon MBE
•	 Adamo Valy
•	 Ed O’Regan (resigned 31 May 2018)
•	 Emilio Gomez
•	 John Henderson (appointed 26 April 2018)

Principal risks and uncertainties
The principal risks and uncertainties arising from the 
Company’s life insurance business are as follows:

insurance risk in particular competitive risk, regulatory risk 
and financial risk primarily from the investments that the 
Company holds.

The Company is also exposed to financial instruments 
risks in particular, market risk, credit risk and liquidity risk. 
These risks are covered in substantial detail in Note 10 to 
the financial statements.

The Company uses forward foreign currency contracts 
to reduce exposure to the variability of foreign exchange 
rates by fixing the rate of any material payments in a 
foreign currency. The Company does not undertake any 
hedge accounting transactions.

Financial risk management objectives and 
policies
The risk management objectives and policies are driven by 
the need to protect the Company’s regulatory capital position, 
to meet insurance obligations to policyholders as they fall due 
and to have the financial strength to grow the business.

Information on the use of the financial instruments by the 
Company and its management of financial risk is disclosed 
in Note 10 to the financial statements.

Long term business provision
The total held separately in the balance sheet as Long-
Term Business Provision amounted to £nil at the year-
end (2016: £3.5m). The description and underlying 
assumptions of the provisions are set out in Note 14. 
Please refer to page 31 for the change in assumptions 
applied in the calculation of the Long Term Business 
Provision.

Dividends
The directors do not recommend the payment of a dividend.

Going concern

The Company has considerable financial resources 
together with long-term contracts with a number of 
customers and suppliers across different geographic 
areas. As a consequence, the directors believe that the 
Company is well placed to manage its business risks 
successfully.

The directors believe that the Company has adequate 
resources to continue in operational existence for the 
foreseeable future. Accordingly, the Company continues 
to adopt the going concern basis in preparing

the financial statements.

Statement of directors’ responsibilities

Company law requires the directors to prepare financial 
statements for each financial period, which give a true and 
fair view of the state of affairs of the Company and of the 
profit or loss for that period. In preparing those financial 
statements, the directors are required to:

•	 select suitable accounting policies and then apply 
them consistently;

•	 make judgements and estimates that are reasonable 
and prudent;

•	 state whether applicable accounting standards have 
been followed, subject to any material

•	 departures disclosed and explained in the financial 
statements; and

•	 prepare the financial statements on the going concern 
basis unless it is inappropriate to presume that the 
Company will continue in business.

The directors are responsible for keeping proper 
accounting records which disclose with reasonable 
accuracy at any time the financial position of the Company 
and to enable them to ensure that the financial statements 
comply with the Gibraltar Companies Act 2014 and the 
Insurance Companies (Accounts Directive) Regulations 

DIRECTORS’ REPORT
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1997. They have general responsibility for taking such 
steps as are reasonably open to them to safeguard the 
assets of the Company and to prevent and detect fraud 
and other irregularities.

The maintenance and integrity of the Company’s website 
is the responsibility of the directors. The directors’ 
responsibility also extends to the ongoing integrity of the 
fi nancial statements contained therein.

Auditors

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

Emilio Gomez Paul Savignon
Director Director

27 June 2018

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

Report on the Audit of the Financial Statements
Opinion
We have audited the financial statements of Red 
Sands Life Assurance Company (Europe) Limited (‘the 
Company’), which comprise the statement of financial 
position as at 31 December 2017, and the statement of 
comprehensive income, statement of changes in equity 
and statement of cash flows for the year then ended, and 
notes to the financial statements, including a summary of 
significant accounting policies.

In our opinion, the accompanying financial statements:

•	 give a true and fair view of the state of the Company’s 
affairs as at 31 December 2017 and of the Company’s 
profit and cash flows for the year then ended;

•	 have been properly prepared in accordance with 
Gibraltar Financial Reporting Standards; and

•	 have been properly prepared in accordance with the 
Companies Act 2014 and the Insurance Companies 
(Accounts Directive) Regulations 1997.

This report, including the opinion, has been prepared 
for and only for the Company’s members as a body in 
accordance with Section 257 of the Companies Act 2014 
and for no other purpose. We do not, in giving these 
opinions, accept or assume responsibility for any other 
purpose or to any other person to whom this report is 
shown or into whose hands it may come save where 
expressly agreed by our prior consent in writing.

Basis for Opinion
We conducted our audit in accordance with International 
Standards on Auditing (ISAs). Our responsibilities under 
those standards are further described in the Auditor’s 
Responsibilities for the Audit of the Financial Statements 
section of our report. We are independent of the Company 
in accordance with the International Ethics Standards 
Board for Accountants Code of Ethics for Professional 
Accountants (IESBA Code), and we have fulfilled our 
other ethical responsibilities in accordance with these 
requirements. We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide a basis 
for our opinion.
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Key audit matter How our audit addressed the 
key audit matter

Key observations commented 
to the Audit Committee

At the balance sheet date, the 
Company makes an estimate of the 
insurance technical provisions.

The estimation requires application of 
significant judgement in setting of key 
assumptions.

In prior years, the Company has 
followed the principles set out in the 
Insurance Companies (Valuation of 
Assets and Liabilities) Regulations 
1996 (LN. 1996/068) contained in the 
Government of Gibraltar’s regulations 
in the valuation of the Long-Term 
Business Provision (“LTBP”).

However, for the calculation of 
the LTBP as at 31 December 
2017, the Company has chosen 
to use assumptions that are more 
consistent with the calculation of the 
best estimate liability (“BEL”) under 
Solvency II regulation. The Company 
has disclosed the impact of this 
change in estimate in the financial 
statements.

Due to the use of significant 
judgement in the selection of 
assumptions and the high degree 
of estimation uncertainty associated 
with the outcome, this area has been 
assessed a significant risk area and 
an area where the risk of management 
override of control is higher.

Our audit procedures comprised of:

•	 a walkthrough to confirm our 
understanding of the Company’s 
reserving process and to 
understand and assess the design 
and implementation of the controls 
relevant to the identified risk;

•	 a combination of test of controls 
and substantive procedures to 
validate the integrity of the data 
used in the valuation, which 
includes amounts of claims 
already reported to the Company 
but are still outstanding and 
claims already paid as at the 
balance sheet date;

•	 involvement from EY actuarial 
professionals with audit experience 
to evaluate the appropriateness 
of the key assumptions and 
methodologies used in the actuarial 
valuation by reference to Company 
and industry data and expectations 
of future developments of key 
assumptions;

•	 a reconciliation of the reserves 
recorded on the financial 
statements against the Company’s 
valuation calculations; and 

•	 whether reserving is in 
accordance with the Company’s 
accounting policy and the 
applicable reporting framework.

We conclude that the methodologies 
and key assumptions used in the 
actuarial valuation of the technical 
provisions as at 31 December 
2017 are reasonable. Accordingly, 
we conclude that the Company’s 
estimate of the valuation of technical

provisions as at 31 December 2017 
is within a range we consider to be 
reasonable.

Key audit matter – Valuation of technical provision for claims outstanding 
Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the 
financial statements of the current period and include the most significant assessed risks of material misstatement 
(whether or not due to fraud) that we identified. These matters included those which had the greatest effect on: the 
overall audit strategy, the allocation of resources in the audit; and directing the efforts of the engagement team.

These matters were addressed in the context of our audit of the financial statements as a whole, and in our opinion 
thereon, and we do not provide a separate opinion on these matters.

Key audit matter – Valuation of insurance technical provisions 
As at 31 December 2017, the Company reported gross technical provisions of £511k (comprising of £nil long term 
business provision and £511k claims outstanding). (refer to page 18 Note 3.1 Judgments and key sources of estimation 
uncertainty, pages 18 to 21 Note 3.2 Significant accounting policies, page 21 Note 4 Claims incurred net of reinsurance, 
pages 24 to 28 Note 10 Risk management policies, pages 31 to 32 Note 14 Long term business provision)

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

Responsibilities of Management and Those 
charged with Governance for the Financial 
Statements
Management is responsible for the preparation of the 
financial statements in accordance with applicable law 
in Gibraltar and Gibraltar Financial Reporting Standards, 
and for such internal control as management determine is 
necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to 
fraud or error.

In preparing the financial statements, 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 the directors either 
intend to liquidate the Company or to cease operations, 
or have 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.

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 the directors.

•	 Conclude on the appropriateness of the directors’ 
use of the going concern basis of accounting and, 
based on the audit evidence obtained, whether 
a material uncertainty exists related to events or 
conditions that may cast significant doubt on the 
Company’s ability to continue as a going concern. 
If we conclude that a material uncertainty exists, we 
are required to draw attention in our auditor’s report 
to the related disclosures in the financial statements 
or, if such disclosures are inadequate, to modify our 
opinion. Our conclusions are based on the audit 
evidence obtained up to the date of our auditor’s 
report. However, future events or conditions may 
cause the Company to cease to continue as a going 
concern.

•	 Evaluate the overall presentation, structure and 
content of the financial statements, including the 
disclosures, and whether the financial statements 
represent the underlying transactions and events in 
a manner that achieves fair presentation. 

We communicate with 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.

We also provide those charged with governance with 
a statement that we have complied with relevant 
ethical requirements regarding independence, and to 
communicate with them all relationships and other 
matters that may reasonably be thought to bear on our 
independence, and where applicable, related safeguards.

From the matters communicated with those charged with 
governance, we determine those matters that were of 
most significance in the audit of the financial statements of 
the current period and are therefore the key audit matters. 
We describe these matters in our report unless law or 
regulation precludes public disclosure about the matter 
or when, in extremely rare circumstance, we determine 
that a matter should not be communicated in our report 
because the adverse consequences of doing so would 
reasonably be expected to outweigh the public interest 
benefits of such communication.
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
RED SANDS LIFE ASSURANCE COMPANY (EUROPE) LIMITED
continued

Report on Other Legal and Regulatory 
Requirements

Opinion on other matter prescribed by the 
Companies Act 2014
In our opinion the Directors’ Report has been properly 
prepared in accordance with the Companies Act 2014 
and the information given in the Directors’ Report for 
the financial year for which the financial statements are 
prepared is consistent with the financial statements.

Matters on which we are required to report by 
exception

We have nothing to report in respect of the following 
matters where the Companies Act 2014 requires us to 
report to you if, in our opinion:

•	 we have identified material misstatements in the 
Directors’ Report.

•	 we have not received all the information and 
explanations we require for our audit.

Other matters we are required to address

•	 We were appointed by the Company on 29 November 
2013 to audit the financial statements for the year 
ending 31 December 2013 and subsequent financial 
periods. The period of total uninterrupted engagement 
including previous renewals and reappointments is 5 
years, covering the years ending 31 December 2013 
to 31 December 2017.

•	 The non-audit services prohibited by the Financial 
Services (Auditors) Act were not provided to the 
Company and we remain independent of the Company 
in conducting the audit.

•	 The audit opinion is consistent with the additional 
report to the Audit Committee.

•	 Explanation as to what extent the audit was considered 
capable of detecting irregularities, including fraud:

The objectives of our audit:

•	 in respect to fraud, are; to identify and assess 
the risks of material misstatement of the financial 
statements due to fraud; to obtain sufficient 
appropriate audit evidence regarding the assessed 
risks of material misstatement due to fraud, 
through designing and implementing appropriate 
responses; and to respond appropriately to 
fraud or suspected fraud identified during the 
audit. However, the primary responsibility for the 
prevention and detection of fraud rests with both 
those charged with governance of the entity and

•	 management; and

•	 in respect to irregularities, considered to be non-
compliance with laws and regulations, are to obtain 
sufficient appropriate audit evidence regarding 
compliance with the provisions of those laws and 
regulations generally recognized to have a direct 
effect on the determination of material amounts 
and disclosures in the financial statements 
(‘direct laws and regulations’), and perform other 
audit procedures to help identify instances of 
non-compliance with other laws and regulations 
that may have a material effect on the financial 
statements. We are not responsible for preventing 
non-compliance with laws and regulations and our 
audit procedures cannot be expected to detect 
non-compliance with all laws and regulations.

Our approach was as follows:

•	 We obtained a general understanding of the legal 
and regulatory frameworks that are applicable 
to the Company and determined the direct laws 
and regulations related to elements of Company 
law and tax legislation, and the financial reporting 
framework. Our considerations of other laws and 
regulations that may have a material effect on the 
financial statements included permissions and 
supervisory requirements of the Gibraltar Financial 
Services Commission (GFSC).

•	 We obtained a general understanding of how the 
Company complies with these legal and regulatory 
frameworks by making enquiries of management 
and those responsible for legal and compliance 
matters. This involved obtaining understanding of 
the Company’s policies and procedures in place 
to prevent and detect non-compliance with laws 
and regulations.

•	 We made enquires of members of senior 
management regarding their knowledge or 
awareness of any noncompliance or potential 
non-compliance with laws and regulations that 
could affect the financial statements. We also 
reviewed correspondence between the Company 
and the GFSC and reviewed minutes of Board and 
sub-committee meetings for indicators of non-
compliance with laws and regulations.

•	 We assessed the susceptibility of the Company’s 
financial statements to material misstatement, 
including how fraud might occur, by considering 
the controls that the Company has established 
to address risks identified by the entity, or that 
otherwise seek to prevent, deter or detect 
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fraud. We also considered areas of significant 
judgement, and the impact these have on the 
control environment. Where this risk was

•	 considered to be higher, we performed audit 
procedures to address each identified fraud risk 
as highlighted in the key audit matters section 
above. These procedures included testing manual 
journals and were designed to provide reasonable 
assurance that the financial statements were free 
from fraud or error.

Dale Cruz
Statutory auditor for and on behalf of

EY LIMITED

Registered auditors

 
Chartered Accountants 
Regal House 
Queensway 
Gibraltar

29 June 2018

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
RED SANDS LIFE ASSURANCE COMPANY (EUROPE) LIMITED
continued
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TECHNICAL ACCOUNT – LONG TERM BUSINESS  2017 2016

 Notes £ £

Earned premiums, net of reinsurance

Gross premiums written 5 19,038,208 14,400,314

Outward reinsurance premiums 5 (8,820,197) (6,878,536)
   __________   _________

  10,218,011 7,521,778

Claims incurred, net of reinsurance

Claims paid

Gross amount 4 (6,079,158) (3,493,792)

Reinsurers’ share 4 3,120,795 1,941,161
   __________   _________

  (2,958,363) (1,552,631)
   __________   _________

Change in the provision for claims

Gross amount 4 (203,364) (83,586)

Reinsurers’ share 4 92,209 77,212
   __________   _________

  (111,155) (6,374)
   __________   _________

  (3,069,518) (1,559,005)

Long-term business provisions, net of reinsurance

Change in long-term business provision

Gross amount 14 3,534,766 (1,300,279)

Reinsurers’ share 14 (26,256) (541,569)
   __________   _________

  3,508,510 (1,841,848)

   __________   _________

Net operating expenses 6 (4,920,457) (2,709,971)
   __________   _________

Balance on the Long Term Business

Technical Account  5,736,546 1,410,954
   __________   _________   __________   _________

PROFIT AND LOSS ACCOUNT for the year ended 31 December 2017
STATEMENT OF COMPREHENSIVE INCOME for the year ended 31 December 2017

The notes on pages 18 to 33 form part of these financial statements.
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NON-TECHNICAL ACCOUNT  2017 2016

 Notes £ £

Balance on Long Term Business

Technical Account  5,736,546 1,410,954

Investment income

Income from other investments  190,577 206,348

Gain / (losses) on the realisation of investments  152,120 (709,798)

Unrealised gains/ (losses) on investments  23,660 (321,599)

Investment expenses and charges
Investment management expenses  (32,634) (16,656)

Other income 7 130,561 1,254,450

Other charges 8 (2,112,600) (1,511,028)
   __________   _________

Profit on ordinary activities before tax  4,088,230 312,671

Tax on profit on ordinary activities 9 (389,025) (117,223)
   __________   _________

Profit for the financial year  3,699,205 195,448

Other comprehensive income  - -
   __________   _________

Total comprehensive income for the financial year 3,699,205 195,448
   __________   _________   __________   _________

The Company has had no discontinued activities in the year. Accordingly, the above results relate solely to continuing 
activities and include all recognised gains and losses in arriving at the total comprehensive income for the year.

PROFIT AND LOSS ACCOUNT for the year ended 31 December 2017
STATEMENT OF COMPREHENSIVE INCOME for the year ended 31 December 2017 continued

The notes on pages 18 to 33 form part of these financial statements.
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ASSETS  2017 2016

 Notes £ £

Intangible assets

Development costs 11 431,900 347,265

Investments
Financial investments 12 8,950,243 6,889,579

Reinsurers’ share of technical provisions

Long term business provision 14 678,570 704,826

Claims outstanding 4 230,837 138,628
   __________   _________

  909,407 843,454

Debtors

Debtors arising out of direct

insurance operations  369,394 360,081

Debtors arising out of reinsurance

operations  2,056,773 1,343,298

Other debtors  3,183,671 2,898,590
   __________   _________

  5,609,838 4,601,969

Other assets

Cash at bank and in hand  970,187 2,767,733

Prepayments and accrued income

Accrued interest  - 24,975

Other prepayments and accrued income  317,815 421,866
   __________   _________

  317,815 446,841
   __________   _________

Total assets  17,189,390 15,896,841
   __________   _________   __________   _________

PROFIT AND LOSS ACCOUNT for the year ended 31 December 2017
STATEMENT OF FINANCIAL POSITION as at 31 December 2017

The notes on pages 18 to 33 form part of these financial statements.
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LIABILITIES AND SHAREHOLDER’S EQUITY  2017 2016

 Notes £ £

Capital and reserves

Called up share capital 13 3,501,500 3,501,500

Share premium account 13 1,498,500 1,498,500

Capital redemption reserve 13 3,750 3,750

Profi t and loss account  8,304,551 4,605,346
   __________   _________

Shareholders’ funds  13,308,301 9,609,096
   __________   _________

Technical provisions

Long term business provision 14 - 3,534,766

Claims outstanding 4 511,200 307,836
   __________   _________

  511,200 3,842,602

Creditors

Creditors arising out of direct insurance
operations  76,465 -

Creditors arising out of reinsurance

operations  2,991,142 2,273,089

Amounts owed to credit institutions 12 179,743 16,787

Other creditors including taxation  80,560 116,635
   __________   _________

  3,327,910 2,406,511

Accruals and deferred income  41,979 38,632
   __________   _________

Total liabilities and shareholders’ funds  17,189,390 15,896,84
   __________   _________   __________   _________

Approved and signed on behalf of the Board of directors on 27 June 2018.

_________________________ _________________________

Emilio Gomez Paul Savignon

Director Director

PROFIT AND LOSS ACCOUNT for the year ended 31 December 2017
STATEMENT OF FINANCIAL POSITION as at 31 December 2017 continued

The notes on pages 18 to 33 form part of these fi nancial statements.
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  2017

 Called up Share Capital Profit Total

 share premium redemption and loss 

 capital account reserve account

 £ £ £ £

At 1 January  3,501,500 1,498,500 3,750 4,605,346 9,609,096

Total comprehensive

income for the year  - - - 3,699,205 3,699,205
  __________  __________  __________   __________   __________

At 31 December  3,501,500 1,498,500 3,750 8,304,551 13,308,301
  __________  __________  __________   __________   __________  __________  __________  __________   __________   __________

  2016

 Called up Share Capital Profit Total

 share premium redemption and loss 

 capital account reserve account

 £ £ £ £

At 1 January  3,501,500 1,498,500 3,750 4,409,898 9,413,648

Total comprehensive

income for the year  - - - 195,448 195,448
  __________  __________  __________   __________   __________

At 31 December  3,501,500 1,498,500 3,750 4,605,346 9,609,096
  __________  __________  __________   __________   __________  __________  __________  __________   __________   __________

PROFIT AND LOSS ACCOUNT for the year ended 31 December 2017
STATEMENT OF CHANGES IN EQUITY for the year ended 31 December 2017

The notes on pages 18 to 33 form part of these financial statements.
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CASH FLOWS FROM OPERATING ACTIVITIES  2017 2016

 Notes £ £

Profit on ordinary activities before tax  4,088,230 312,671

Adjustments for:

Amortisation of intangible assets  243,736 226,715

(Gains) / losses on investments at fair value through profit or loss  (175,780) 1,031,397

Unrealised foreign exchange losses / (gains)  22,041 (564,674)

Gain on reinsurance recapture  (130,561) (1,254,450)

Change in net technical provisions  (3,397,355) 1,848,222

Change in operating assets and liabilities

Debtors  (339,020) 1,825,854

Prepayments and accrued interest  (86,526) (569,634)

Creditors  925,079 1,408,758

Accruals and deferred income  3,306 (16,732)
   __________   _________

Net cash flows generated from operations  1,153,150 4,248,127

Interest received  215,552 257,766

Income taxes paid  (425,059) (299,529)
   __________   _________

Net cash flows generated from operations  943,643 4,206,364 
   __________   _________

CASH FLOWS FROM INVESTING AND FINANCING ACTIVITIES

Acquisitions and sale of investments at fair value through profit or loss  (1,838,642) (1,584,619)

Acquisitions of intangibles  (328,371) (239,666)

Loan granted to business partners  (650,000) (1,000,000)
   __________   _________

Net cash flows used in investing and financing activities  (2,817,013) (2,824,285)
   __________   _________

Effect of exchange rate changes  75,824 69,545
   __________   _________

Net (decrease)/increase in cash and cash equivalents  (1,797,546) 1,451,624

Cash and cash equivalents at beginning of year  2,767,733 1,316,109
   __________   _________

Cash and cash equivalents at 31 December  970,187 2,767,733
   __________   _________   __________   _________

PROFIT AND LOSS ACCOUNT for the year ended 31 December 2017
STATEMENT OF CASH FLOWS for the year ended 31 December 2017

The notes on pages 18 to 33 form part of these financial statements.
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1. Company information
Red Sands Life Assurance Company (Europe) Limited 
is a limited liability company incorporated in Gibraltar. 
The registered office is Level 3, Ocean Village Business 
Centre, 23 Ocean Village Promenade, Gibraltar GX11 
1AA. The financial statements cover those of the 
individual entity and are prepared as at and for the 
year ended 31 December 2017.

2. Basis of preparation
These financial statements have been prepared 
in compliance with Gibraltar Financial Reporting 
Standards (FRS) 102 and 103, being applicable Gibraltar 
Accounting Standards (Gibraltar Generally Accepted 
Accounting Practice). Gibraltar legislation applied in the 
preparation of these financial statements is the Insurance 
Companies (Accounts Directive) Regulations 1997.

The financial statements have been prepared under the 
historical cost convention except for certain financial 
instruments which are measured at fair value or amortised 
cost, as specified in the accounting policies below.

The financial statements are presented in Sterling 
which is the presentation and functional currency of 
the Company and rounded to the nearest £.

3. Accounting policies
3.1 Judgements and key sources of 
estimation uncertainty

The preparation of the financial statements requires 
management to make judgements, estimates and 
assumptions that affect the amounts reported for 
assets and liabilities as at the balance sheet date and 
the amounts reported for revenues and expenses 
during the year. However, the nature of estimation 
means that actual outcomes could differ from those 
estimates. The following are the key sources of 
estimation uncertainties and areas where judgements 
made have had the most significant effect:

Insurance contract technical provisions
The liability for life insurance contracts is either based 
on current assumptions or on assumptions established 
at the inception of the contract, reflecting the best 
estimate at the time increased with a margin for risk 
and adverse deviation. All contracts are subject to a 
liability adequacy test, which reflect management’s 
best current estimate of future cash flows.

The main assumptions used relate to mortality, 
morbidity, longevity, investment returns, expenses, 
lapse and surrender rates and discount rates. The 
Company bases mortality and morbidity on standard 
industry mortality tables which reflect historical 

experiences, adjusted when appropriate to reflect 
the Company’s unique risk exposure, product 
characteristics, target markets and own claims severity 
and frequency experiences. For those contracts that 
insure risk related to longevity, prudent allowance is 
made for expected future mortality improvements, as

well as wide ranging changes to life style, these could 
result in significant changes to the expected future 
mortality exposure.

Estimates are also made as to future investment 
income arising from the assets backing life insurance 
contracts. These estimates are based on current 
market returns, as well as expectations about future 
economic and financial developments.

Assumptions on future expenses are based on current 
expense levels, adjusted for expected expense inflation, if 
appropriate. Lapse and surrender rates are based on the 
Company’s historical experience of lapses and surrenders.

Taxation
Management estimation is required to determine the 
amount of deferred tax assets that can be recognised, 
based upon likely timing and level of future taxable 
profits together with an assessment of the effect of 
future tax planning strategies. Further details are 
contained in Note 9.

Intangible assets
The Company establishes a reliable estimate of the 
useful life of intangible assets. This estimate is based 
on the expectation that the related operations will 
produce positive cash flows or the period over which 
the Company will expect to derive a positive net return 
on these costs.

3.2 Significant accounting policies

Intangible assets
Intangible assets are made up of development costs 
and are stated at cost less accumulated amortisation 
and impairment. The intangible asset is being 
amortised over a period of three years. The Directors 
consider that this period is appropriate.

Intangible assets are subject to an impairment review 
if there are events or changes in circumstances that 
indicate that their carrying amount may not be fully 
recoverable. The impairment review comprises a 
comparison of the carrying amount of the intangible 
assets with its recoverable amount, which is the higher 
of net realisable value and value in use. The carrying 
value of the intangible asset is written down by the 
amount of any impairment and the loss is recognised 
in the profit and loss account in the period in which it 

NOTES TO THE FINANCIAL STATEMENTS
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occurs. If the occurrence of an external event gives 
rise to the reversal of an impairment loss, the reversal is 
recognised in the profit and loss account by increasing 
the carrying amount of the asset in the period in which 
it occurs. The carrying amount of the intangible asset 
will only be increased up to the amount that it would 
have had the original impairment not occurred.

Financial investments
Financial investments comprise the following:

Derivative instruments
The Company uses forward foreign currency contracts 
to reduce exposure to foreign exchange rates. 
Derivative financial instruments are initially measured 
at fair value on the date on which a derivative contract 
is entered into and are subsequently measured at fair 
value through profit or loss. Derivatives are recognised 
as assets when the fair value is positive and as 
liabilities when the fair value is negative.

The fair value of the forward currency contracts is 
calculated by reference to current forward exchange 
contracts with maturity profiles. The Company does 
not undertake any hedge accounting transactions.

Shares and other variable yield securities and unit in unit 
trusts and Debt securities and other fixed income securities
These investments are recognised initially at fair value 
which is normally the transaction price (but excludes 
any transaction costs). Subsequently, they are 
measured at fair value through profit or loss except for 
those equity investments that are not publicly traded 
and whose fair value cannot otherwise be measured 
reliably which are recognised at cost less impairment 
until a reliable measure of fair value becomes available.

If a reliable measure of fair value is no longer available, the 
instrument’s fair value on the last date the instrument was 
reliably measurable is treated as the cost of the instrument.

Fair value of financial assets
The Company uses the following hierarchy for 
determining the fair value of financial instruments by 
valuation technique:
(i) Level 1: quoted (unadjusted) prices in active 

markets for identical assets or liabilities. Quoted 
in an active market in this context means quoted 
prices are readily and regularly available and those 
prices represent actual and regularly occurring 
market transactions on an arm’s length basis. The 
quoted price is usually the bid price.

(ii) Level 2: when quoted prices are unavailable 
the instrument is valued using inputs that are 
observable either directly or indirectly including 

quoted prices for similar assets or liabilities in 
active markets, quoted prices for identical or 
similar assets or liabilities in inactive markets, 
inputs that are observable such as interest rates 
and yield curves observable at commonly quoted 
intervals, implied volatility or credit spreads and 
marketcorroborated inputs.

(iii) Level 3: when observable inputs are not available, 
unobservable inputs are used to measure fair 
value by use of valuation techniques. The objective 
of using the valuation technique is to estimate 
what the fair value would have been on the 
measurement date.

See Note 12 for details of financial instruments 
classified by fair value hierarchy.

Cash and cash equivalents
Cash at bank and in hand on the balance sheet comprise 
cash at bank and in hand without time restriction.

Deposits with credit institutions, within financial 
investments on the balance sheet, comprise sums the 
withdrawal of which is subject to a time restriction with a 
maximum term of three months.

For purposes of the statement of cash flow, cash 
and cash equivalents consist of cash at bank and in 
hand and deposits with credit institutions, net of any 
outstanding bank overdrafts.

Investment return
Dividends are recognised when the investments to 
which they relate are declared ‘ex-dividend’. Interest 
income is recognised on a time proportionate basis 
taking into account effective interest yield.

Unrealised and realised gains and losses on financial 
investments are recognised based on the appropriate 
classification of financial investments and are covered in 
detail under the accounting policy for financial investments.

Debtors and creditors
Debtors and creditors, other than those arising from 
insurance and reinsurance contracts, with no stated 
interest rate and receivable or payable within one 
year are recorded at transaction price. Any losses 
arising from impairment are recognised in the income 
statement in other operating expenses.

Loan notes receivables which are basic instruments 
are initially recorded at the present value of future 
payments discounted at the market rate of interest 
of similar loan. Subsequently, they are measured at 
amortised cost using the effective interest method.
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Foreign currencies
Functional and presentation currency
Items included in these financial statements are 
measured and presented using pound sterling (£), the 
currency of the primary economic environment in which 
the Company operates (the ‘functional currency’), 
which is also the Company’s presentation currency.

Transactions and balances
Foreign currency transactions are translated into the 
functional currency using the exchange rates prevailing 
at the dates of the transactions. Foreign exchange 
gains and losses resulting from the settlement of 
such transactions and from the translation at year-
end exchange rates of monetary assets and liabilities 
denominated in foreign currencies are recognised in 
the income statement.

In respect to assets and liabilities arising from the Company’s 
separately identifiable foreign business, the assets and 
liabilities are translated at the exchange rate ruling at the 
balance sheet date. Transactions in foreign currencies are 
recorded at the rate ruling at the date of the transaction. All 
differences are taken to the income statement.

Offsetting of financial instruments
Financial assets and liabilities are offset and the net 
amount reported in the balance sheet only where there 
is a legally enforceable right to offset the recognised 
amounts and there is an intention to settle on a net 
basis, or to realise the asset and settle the liability 
simultaneously.

Taxation and deferred tax
Current taxation
Current taxation is provided for on the basis of tax rates 
and tax laws that have been enacted or substantially 
enacted at the year-end date.

Deferred taxation
Deferred tax is recognised in respect of all timing 
differences that have originated but not reversed at 
the balance sheet date where transactions or events 
that result in an obligation to pay more tax in the future 
or a right to pay less tax in the future have occurred at 
the balance sheet date.

Deferred tax is measured on an undiscounted basis at 
the tax rates that are expected to apply in the periods 
in which timing differences reverse, based on tax rates 
and laws enacted or substantively enacted at the 
balance sheet date.

Deferred tax assets are recognised only to the extent 
that the directors consider it is more likely than not 
that there will be suitable taxable profits from which 

the underlying timing differences can be deducted.

Insurance contracts

Product classification
Insurance contracts are those contracts when the 
Company (the insurer) has accepted significant 
insurance risk from another party (the policyholder) by 
agreeing to compensate the policyholder if a specified 
uncertain future event (the insured event) adversely 
affects the policyholders. As a general guideline, 
the Company determines whether it has significant 
insurance risk by comparing benefits paid with benefits 
payable if the insured event did not occur. Insurance 
contracts can also transfer financial risk.

Once a contract has been classified as insurance 
contract, it remains an insurance contract for the 
remainder of its lifetime, even if the insurance risk 
reduces significantly during this period, unless all 
rights and obligations are extinguished or expire.

Premiums
Gross written premiums on long-term insurance 
contracts written are recognised as income when 
receivable. For single premium business, this is the 
date from which the policy is effective. For regular 
premium contracts, receivables are taken when 
payments are due. Premiums are shown before the 
deduction of commission. Where policies lapse due to 
non-receipt of premiums, then all the related premium 
income accrued but not received from the date they 
are deemed to have lapsed is offset against premiums.

Outward reinsurance premiums are accounted for in the 
same accounting period as the related insurance policies.

Acquisition costs
All acquisition costs arising from premiums written are 
charged to the long-term business technical account 
in the year in which the liability under the policy is 
established.

Claims incurred
Gross benefits and long-term business claims on life 
insurance reflect the cost of all claims arising during 
the year, including any related internal and external 
claims handling costs that are directly related to the 
processing and settlement of claims. Changes in 
the gross valuation of insurance are also included. 
Death claims and surrenders are recorded on the 
basis of notifications received. Maturities and annuity 
payments are recorded when due.

Reinsurance claims are recognised when the related 
gross insurance claim is recognised according to the 
terms of the relevant contract.
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Reinsurance assets
Contracts with reinsurers where the Company is 
compensated for losses incurred on insurance 
contracts issued are classified as reinsurance 
contracts held.

The benefits to which the Company is entitled under 
its reinsurance contracts held are recognised as 
reinsurance assets. These assets consist of short-
term balances due from reinsurers, as well as longer-
term receivables that are dependent on the expected 
claims and benefits arising under the related reinsured 
insurance contracts. Reinsurance liabilities are 
primarily premiums payable for reinsurance contracts 
and are recognised as an expense when due.

Reinsurance assets are reviewed for impairment at 
each reporting date, or more frequently, when an 
indication of impairment arises during the reporting year. 
Impairment occurs when there is objective evidence as 
a result of an event that occurred after initial recognition 
of the reinsurance asset that the Company may not 
receive all outstanding amounts due under the terms 
of the contract and the event has a reliably measurable 
impact on the amounts that the Company will receive 
from the reinsurer. The impairment loss is recorded in 
the statement of profit or loss.

Gains or losses on buying reinsurance are recognised 
in the statement of profit or loss immediately at the 
date of purchase and are not amortised.

Ceded reinsurance arrangements do not relieve the 
Company from its obligations to policyholders.

Claims outstanding
The provision for claims outstanding is made on an 
individual basis and is based on the ultimate cost of all 
claims notified but not settled by the balance sheet date.

Insurance debtors
Insurance debtors are recognised when due and 
measured on initial recognition at the fair value of the 
consideration received or receivable. Subsequent to 
initial recognition, insurance debtors are measured 
at amortised cost, using the effective interest rate 
method. The carrying value of insurance debtors 
is reviewed for impairment whenever events or 
circumstances indicate that the carrying amount may 
not be recoverable, with the impairment loss recorded 
in the statement of profit or loss.

Long Term Business Provision
Life insurance liabilities arising from non-participating 
business are recognised when contracts are entered 
into and premiums are charged. In prior years, 

the Company has followed the principles set out 
in the Insurance Companies (Valuation of Assets 
and Liabilities) Regulations 1996 (LN. 1996/068) 
contained in the Government of Gibraltar’s regulations 
in the valuation of the Long-Term Business Provision 
(“LTBP”). However, for the calculation of the LTBP as 
at 31 December 2017, the Company has chosen to 
use assumptions that are more consistent with the

calculation of the best estimate liability (“BEL”) under 
Solvency II regulation, while still maintaining a suitable 
level of prudence.

In particular, the new approach allows for policy 
lapses with a margin of prudence included in the 
lapse rates, and also allows for negative reserves at 
the policy level, with zeroisation applied at the level of 
an overall risk characteristic group (“RCG”), should the 
LTBP be negative for that RCG. RCG means a group 
of policies which exhibit similar risk characteristics be 
they demographic, economic or otherwise in nature. 
The Company has chosen the individual territories in 
which business is written (Poland, Hungary, Czech 
Republic, Slovakia and Greece) as appropriate RCGs.

The approach for calculating the LTBP as at 31 
December 2017 is consistent with prior years in 
all other respects. The change in approach is also 
consistent with FRS 103 on Insurance Contracts, 
accordingly, this is not deemed to be a change in 
accounting policy.

The technical provisions are determined by the 
Appointed Actuary. Movements in the Long Term 
Business Provision are recognised in the profit and 
loss account. See Note 14.

Dividends

Dividends on ordinary shares are recognised as a 
liability and deducted from equity when they are 
approved by the shareholders. Interim dividends are 
deducted from equity when they are paid.

Equity

Called up share capital is measured at par value for 
all shares issued and outstanding. When the shares 
are sold at a premium, the difference between the 
proceeds and the par value is credited to ‘Share 
premium account’. Direct costs incurred related to 
equity issuance, such as underwriting, accounting and 
legal fees, printing costs and taxes are chargeable to 
‘Share premium account’.

‘Profit and loss account’ represents accumulated 
earnings (losses) of the Company less dividends 
declared.



life assurance

22

NOTES TO THE FINANCIAL STATEMENTS

4. Claims incurred, net of reinsurance
  2017
  Gross Reinsurance Net
  £ £ £

Claims paid  6,079,158 (3,120,795) 2,958,363
     __________   __________   __________

Outstanding claims carried forward  511,200 (230,837) 280,363
Outstanding claims brought forward  (307,836) 138,628 (169,208)

     __________   __________   __________

Change in the provision for claims  203,364 (92,209) 111,155
     __________   __________   __________

Claims incurred  6,282,522 (3,213,004) 3,069,518
     __________   __________   __________     __________   __________   __________

  2016
  Gross Reinsurance Net
  £ £ £

Claims paid  3,493,792 (1,941,161) 1,552,631
     __________   __________   __________

Outstanding claims carried forward  307,836 (138,628) 169,208
Outstanding claims brought forward  (224,250) 61,416 (162,834)

     __________   __________   __________

Change in the provision for claims  83,586 (77,212) 6,374
     __________   __________   __________

Claims incurred  3,577,378 (2,018,373) 1,559,005
     __________   __________   __________     __________   __________   __________

Included in claims incurred were foreign exchange differences arising on translation of claims outstanding and 
the related reinsurance share at the reporting period of £30,149 loss and £5,351 loss, respectively (2016: 
£27,830 loss and £6,647 loss, respectively).

5. Segmental information

(a) Premiums written   2017 2016
  £ £
Non - participating contracts: Individual periodic premiums 19,038,208 14,400,314

   __________   _________   __________   _________

All premiums earned during the year relate to direct business in respect of continuing operations and have been 
concluded by the Company in Gibraltar.

(b) Reinsurance balance
The reinsurance balance amounted to a credit in the long-term business technical account of £2,298,973 
(2016: credit of £1,007,326)
   2017 2016
  £ £
Outwards reinsurance premiums  8,820,197 6,878,536
Reinsurers’ share of claims incurred  (3,213,004) (2,018,373)
Change in reinsurers’ share of long-term business provision 26,256 541,569
Reinsurance commission and profit participation  (7,932,422) (6,409,058)

   __________   _________

  (2,298,973) (1,007,326)
   __________   _________   __________   _________
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6. Net operating expenses 2017 2016

 £ £

Direct acquisition costs - initial commissions 10,932,953 7,659,687

Administration expenses 1,919,926 1,459,342

Reinsurance commissions and profit participations (7,932,422) (6,409,058)
  _________  ________

 4,920,457 2,709,971
  _________  ________  _________  ________

7. Other income 2017 2016

 £ £

Gain from reinsurance recapture 130,651 1,254,450
  _________  ________

 130,651 1,254,450
  _________  ________  _________  ________

8. Other charges

 2017 2016

 £ £

Legal and professional fees 1,640,108 1,635,332

Non-executive directors’ fee 41,850 40,792

Audit fees  38,217 37,184

Amortisation  243,736 226,715

Other administrative expenses 148,689 (428,995)
  _________  ________

 2,112,600 1,511,028
  _________  ________  _________  ________

Included within other administrative expenses are forex exchange loss of £22,041 (2016: £564,674 foreign 
exchange gains) arising on translation of monetary assets and liabilities at the reporting date. Audit fees for the 
year include tax compliance fees amounting to £2,578.

9. Taxation

The Company is liable to corporation tax in Gibraltar in accordance with the Gibraltar Income Tax Act 2014 on 
income derived from a source within Gibraltar.

 2017 2016

Current tax: £ £

Gibraltar corporation tax on profit for the year 389,025 117,223
  _________  ________  _________  ________

The tax assessed for the period is higher than the standard rate of corporate tax in Gibraltar of 10% (2015: 
10%). The differences are reconciled below:
Profit on ordinary activities before tax 4,088,230 312,671

Profit on ordinary activities multiplied by the standard rate of 
Corporation Tax of 10% 408,823 31,267

Effects of:
Expenses not deductible for tax purposes 3,331 5,500
Income not taxable (28,912) 82,505

NOTES TO THE FINANCIAL STATEMENTS
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Difference between depreciation and capital allowances 5,783 6,595
Effect of tax gains - (24,035)
Prior year adjustment - 15,391

  _________  ________

Tax on profit on ordinary activities 389,025 117,223
  _________  ________  _________  ________

10. Risk management policies

 (a) Governance framework

The Company’s activities expose the business to a number of key risks which have the potential to affect its 
ability to achieve its business objectives. The following describes the Company’s financial and insurance risk 
management policies.

The Board is responsible for the Company’s internal control and for reviewing its effectiveness. The systems 
of internal control are designed to manage rather than eliminate risk and aim to provide reasonable and not 
absolute assurance.

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

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

 (b) Capital risk management objectives, policies and approach

The Gibraltar Financial Services Commission (“GFSC”) specifies the minimum amount and type of capital that 
must be held by the Company.

The Company is required to hold a minimum amount and type of capital that must be maintained at all times 
throughout the financial year. In reporting its financial strength, capital and solvency is measured using the 
regulations prescribed by the GFSC, in accordance with the relevant EU directives. These regulatory capital 
tests are based upon required levels of solvency capital and a series of prudent assumptions in respect of the 
type of business written by the Company. 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a 
going concern in order to provide returns for the shareholders, to comply with the requirements of the GFSC, 
and to maintain financial strength to support new business growth. In order to maintain the capital structure, 
the Company may adjust the amounts of dividends paid, return capital to shareholders or issue new shares.

The operations of the Company are also subject to regulatory requirements within the jurisdictions where it 
operates. Such regulations not only prescribe approval and monitoring of activities, but also impose certain 
restrictive provisions (e.g. capital adequacy) to minimise the risk of default and insolvency on the part of the 
insurance companies to meet unforeseen liabilities as these arise.

(c) Insurance risk

The risk under any one insurance contract is the possibility that the insured event occurs and the claim results. 
By the very nature of an insurance contract, risk is based on fortuity and is therefore unpredictable. The principal 
risks that the Company faces under its insurance contracts are that the business will be under-priced or under-
reserved. The Company’s insurance risks are introduced by a third party who has been vetted in advance and 
is subject to tight reporting requirements.

The main risks that the Company is exposed to are as follows:

•	 Mortality risk – risk of loss arising due to policyholder death experience being different than expected

•	 Morbidity risk – risk of loss arising due to policyholder health experience being different than expected

•	 Investment return risk – risk of loss arising from actual returns being different than expected

•	 Expense risk – risk of loss arising from expense experience being different than expected

•	 Policyholder decision risk – risk of loss arising due to policyholder experiences (lapses and surrenders) being 
different than expected

NOTES TO THE FINANCIAL STATEMENTS
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These risks do not vary significantly in relation to the location of the risk insured by the Company or the type of 
risk insured.

The tables below show the concentration of life insurance liabilities by type of contract:

31 December 2017  Gross Reinsurance Net
  £ £ £

Whole life  470,219 (909,407) (439,188)
Term assurance  40,981 - 40,981

     __________   __________   __________

Total life insurance liabilities  511,200 (909,407) (398,207)
     __________   __________   __________     __________   __________   __________

31 December 2016  Gross Reinsurance Net
  £ £ £

Whole life  3,415,190 (843,454) 2,571,736
Term assurance  427,412 - 427,412

     __________   __________   __________

Total life insurance liabilities  3,842,602 (843,454) 2,999,148
     __________   __________   __________     __________   __________   __________

The geographical concentration of the outstanding claim liabilities is noted below. The disclosure is based on 
the countries where business is written. The analysis would not be materially different if based on the countries 
in which the counterparties are situated.

31 December 2017  Gross Reinsurance Net
  £ £ £

Poland  369,064 (543,374) (174,310)
Hungary  63,415 (163,230) (99,815)
Slovakia  19,326 (167,194) (147,868)
Czech  59,395 (35,609) 23,786

     __________   __________   __________

Total life insurance liabilities  511,200 (909,407) (398,207)
     __________   __________   __________     __________   __________   __________

31 December 2016  Gross Reinsurance Net
  £ £ £

Poland  3,318,339 (503,973) 2,814,366
Hungary  305,977 (202,351) 103,626
Slovakia  190,955 (121,676) 69,279
Czech  27,331 (15,454) 11,877

     __________   __________   __________

Total life insurance liabilities  3,842,602 (843,454) 2,999,148
     __________   __________   __________     __________   __________   __________

Key assumptions
Material judgement is required in determining the liabilities and in the choice of assumptions. Assumptions in 
use are based on past experience, current internal data, external market indices and benchmarks which reflect 
current observable market prices and other published information. Assumptions and prudent estimates are 
determined at the date of valuation and no credit is taken for possible beneficial effects of voluntary withdrawals. 
Assumptions are further evaluated on a continuous basis in order to ensure realistic and reasonable valuations.

The key assumptions to which the estimation of liabilities is particularly sensitive are as follows:

•	 Valuation interest rate
The valuation rate of interest is the interest rate assumed for discounting the liability cash flows to determine 
the present values of expected future premiums, claims and expenses. This interest rate is set to be the 
Solvency II risk-free curve relevant for each currency with an allowance for prudence.
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An increase in valuation interest rate would lead to reduction in expenditure and an increase in profits for 
the shareholders.

•	 Inflation
The Company considers an appropriate inflation rate to be applied to the expenses which will be incurred in 
the future. The inflation rate assumed in each jurisdiction represents the expectation for inflation to increase 
in line with the monetary policy in each jurisdiction.

An increase in rate will increase the expenditure and reduce profits for the shareholders.

•	 Mortality
The underlying mortality rates are based on either population mortality or relevant reinsurer risk-premium 
rates, depending on the nature of the product.

An increase in rates will lead to a larger number of claims (and claims could occur sooner than anticipated), 
which will increase the expenditure and reduce profits for the shareholders.

•	 Lapses
The Company’s methodology makes an allowance for lapses with the rate being set equal to the Solvency II 
best estimate assumption with a margin of prudence. Similar to the valuation interest rate, depending on the 
mix of business, an increase or decrease in the Solvency II best-estimate lapse assumption may be prudent.

An increase in the lapse rate early in the life of the policy would tend to reduce profits for shareholders, but 
later increases as broadly neutral in effect.

•	 Expenses
The administration and claims handling expenses which will be incurred in the future are based on the 
current arrangements with the administrators in each jurisdiction.

An increase in the level of expenses would result in an increase in expenditure thereby reducing profits for 
the shareholders.

The assumptions that have potential effect on financial statements of the Company are detailed in Note 14. As 
of 31 December 2017, the Company has £nil long term business provision and does not expect the impact of 
the volatility on the assumptions to be material.

(d) Financial risk

The Company is exposed to financial risk through its financial assets, financial liabilities, reinsurance assets 
and policyholder liabilities. In particular, the key financial risk is that the proceeds from the financial assets are 
not sufficient to fund the obligations arising from policies as they fall due. The most important components of 
financial risk are cash flow interest rate risk, price risk, credit risk, liquidity risk and currency risk. The Company 
manages these positions to achieve investment returns in excess of obligations under insurance contracts.

(d.1) Credit risk
Credit risk is the risk that a counterparty will be unable to pay amounts in full when due.

The Company monitors its exposure to any single counterparty, or groups of counterparties, and to 
geographical and industry segments. The Company’s exposure to insurance debtors from policyholders 
and intermediaries is managed through the application of internal credit vetting processes and active credit 
control procedures. Wherever possible, the Company includes premium payment warranties in its terms 
and conditions which give it the right to cancel policies in the event of non-payment.

The maximum exposure to credit risk at the balance sheet date is represented by the carrying amount of 
each asset on the balance sheet. No financial assets are past due or impaired at the balance sheet date and 
management expects no significant losses from the non-performance by these counterparties.

Reinsurance is used to manage insurance risk. This does not, however, discharge the Company’s liability 
as primary insurer. If a reinsurer fails to pay a claim, the Company remains liable for the payment to the 
policyholder. The creditworthiness of reinsurers is considered on an annual basis by reviewing their financial 
strength prior to finalisation of their annual contract renewal. In addition, the recent payment history of 
reinsurers is used to update the reinsurance purchasing strategy.
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The table below provides information regarding the credit risk exposure of the Company at 31 December 
2016 by classifying assets except intangible assets, prepayments and accrued income, according to 
Standard & Poor’s credit ratings of the counterparties. AAA is the highest possible rating. Assets that fall 
outside the range of AAA to BBB are classified as speculative grade and have not been rated.

31 December 2017 AAA  AA BBB BB Not rated Total
 £ £ £ £ £ £
Shares and other variable

yield securities and units
in unit trusts - - - - 3,229,578 3,229,578

Debt securities and other
fixed income securities 4,841,076 - - 180,675 698,914 5,720,665

Reinsurance share of
technical provision - 909,407 - - - 909,407

Debtors arising out of direct
insurance operations - - - - 369,394 369,394

Debtors arising out of
reinsurance operations - 2,056,773 - - - 2,056,773

Other debtors - - - - 3,183,671 3,183,671
Cash at bank and in hand  970,187 - - - 970,187
  _________   _________   _________  ________   ________   ________

Total 4,841,076 3,936,367 - 180,675 7,481,557 16,439,675
  _________   _________   _________  ________   ________   ________  _________   _________   _________  ________   ________   ________

31 December 2016 AAA  AA BBB BB Not rated Total
 £ £ £ £ £ £
Shares and other variable

yield securities and units
in unit trusts - - - - 3,466,581 3,466,581

Debt securities and other
fixed income securities - 204,265 1,403,277 543,975 1,271,481 3,422,998

Reinsurance share of
technical provision - 843,454 - - - 843,454

Debtors arising out of direct
insurance operations - - - - 360,081 360,081

Debtors arising out of
reinsurance operations - 1,343,298 - - - 1,343,298

Other debtors - - 473,435 - 2,425,155 2,898,590
Cash at bank and in hand - - 2,767,733 - - 2,767,733
  _________   _________   _________  ________   ________   ________

Total - 2,391,017 4,644,445 543,975 7,523,298 15,102,735
  _________   _________   _________  ________   ________   ________  _________   _________   _________  ________   ________   ________

(d.2) Liquidity risk
Liquidity risk is the risk that cash may not be available to pay obligations when due at a reasonable cost. The 
Company manages this risk by maintaining sufficient liquid assets or assets that can be converted into liquid 
assets at short notice and without capital loss to meet the expected cash flow requirements. The Company’s 
investment guidelines to the investment managers sets out various short-term cash requirements.

All of the Company’s financial liabilities at the balance sheet date are short-term creditors payable in one year or 
less. The Company has no liabilities with fixed repayment dates.

(d.3) Market risk
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of 
changes in market prices. Market risk comprises currency risk, interest rate and price risk.
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(d.3.1) Currency risk
The Company currently writes all of its insurance business in currencies other than sterling. Currency risk is 
mitigated by maintaining financial assets denominated in the same currencies as its liabilities. The matching of 
assets and liabilities prevents economic exposure to currency risk but it does not prevent exposure to exchange 
gains or losses. The Company does not actively trade in derivatives but uses forward contracts to manage 
foreign exchange risk.

The table below summarises the exposure of the financial assets and liabilities to foreign currency exchange risk 
at the reporting date, as follows:

   PLN EUR Others* Total
31 December 2017    £ £ £ £
Debtors   1,966,361 353,930 975,612 3,295,903
Cash at bank and in hand   75,012 42,102 276,438 393,552
      _________  ________   ________   ________

   2,041,373 396,032 1,252,050 3,689,455
Creditors   (1,725,695) (480,610) (944,415) (3,150,720)
      _________  ________   ________   ________

   315,678 (84,578) 307,635 538,735
      _________  ________   ________   ________

   PLN EUR Others* Total
31 December 2017    £ £ £ £
Financial investments   - 389,002 2,710,498 3,099,500
Debtors   1,473,681 189,888 682,917 2,346,486
Cash at bank and in hand   - 34,791 162,816 197,607
      _________  ________   ________   ________

   1,473,681 613,681 3,556,231 5,643,593
Creditors   (1,168,758) (295,625) (808,706) (2,273,089)
      _________  ________   ________   ________

   304,923 318,056 2,747,525 3,370,504
      _________  ________   ________   ________

* includes HUF, CZK, ZAR and USD

At 31 December 2017, if the exchange rate of foreign currencies had varied by 5% against Sterling with all other 
variables held constant, the profit for the year and equity would have been lower or higher by £34,760 (2016: 
£24,305).

(d.3.2) Interest rate and price risk
Interest rate and price risk arises primarily from the Company’s investment portfolio. Interest rate risk is the risk 
that the value of future cash flows of a financial instrument will fluctuate because of changes in interest rates. In 
addition, to the extent that claims inflation is correlated to interest rates, liabilities to policyholders are exposed 
to interest rate risk. Price risk is the risk that the value of investments decreases due to market factors.

The Company monitors interest rate risk by reviewing the duration of the investment portfolio and of the 
policyholder liabilities. The Company mitigates its price risk by investing only in particular types of assets and 
limiting its exposure to certain types of investments.

There is no significant concentration of price risk and there are no floating interest rate investments thus no 
sensitivity analysis has been performed.
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11. Intangible assets
       Total
      
      £
Cost
At 1 January 2017      1,552,224
Additions      328,371
            ________

At 31 December 2017      1,884,595

Amortisation
At 1 January 2017       1,208,959
Charged for the year      243,736
            ________

At 31 December 2017      1,452,695
            ________

Net book value:
At 31 December 2017      431,900
            ________            ________

At 31 December 2016      347,265
            ________            ________

Development costs relate to costs incurred by the Company in relation to the development of its online 
underwriting and administration system. These costs are being written off on a straightline basis over a three-
year period, which is the period over which the Directors expect that the existing system will produce positive 
cash flows for the Company.

12. Financial investments
 2017 2016
 £ £
Financial assets at fair value through profit or loss
Shares and variable-yield securities and units in units trusts 3,229,578 3,466,581
Debt securities and fixed income securities 5,720,665 3,422,998

  _________  ________

 8,950,243 6,889,579
  _________  ________  _________  ________

Financial liabilities at fair value through profit or loss
Derivative contracts (179,743) (16,787)

  _________  ________  _________  ________

Debt securities and fixed income securities are designated on initial recognition at fair value through profit or 
loss. Debt securities and fixed income securities consist of securities with maturity dates until March 2021 
(2016: July 2018 to February 2025) and securities with no fixed maturity dates.

The cost of the financial investments measured at fair value through profit or loss is £8,457,733 (2016: 
£6,583,318).

The amount of change during the period and cumulatively in the fair value of financial instruments held at fair 
value through profit and loss (other than derivatives) attributable to changes in credit risk was £186,582 gain and 
£492,510 gain, respectively (2016: £407,309 loss and £306,261 gain, respectively).

There was no material change in fair value of financial instruments held at fair value (other than derivatives) 
attributable to own credit risk in the current or comparative period.

There have been no day 1 profits recognised in respect of financial instruments designated at fair value through 
profit or loss.
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Derivative contracts above relate to open foreign currency forward contracts classified as trading instruments. 
The table below shows the derivative financial instruments with their notional amounts. The notional amount is 
the amount of a derivative’s underlying asset, reference rate or index and is the basis upon which changes in 
the value of derivatives are measured. The notional amounts indicate the volume of transactions outstanding as 
of 31 December 2017 and 2016 are not indicative of either market risk or credit risk.

 2017 2016
Currency forward contracts notional amounts*
Shares in Moonscape Holdings Limited (“MHL”)
Buy:

EUR 110,071 652,587
USD - 1,089,258
HUF 100,710,000 -

Sell:
EUR 1,849,851 2,404,473
USD 707,762 4,390,882
CZK 43,432,200 31,717,200
HUF 180,642,500 216,888,000

* The notional amounts pertain to original currencies

The liability arising from the loss on derivative contracts amounting to £179,743 (2016: loss of £16,787) as at the 
year-end was classified as creditor under ‘amounts owed to credit institutions’ on the statement of financial position.

31 December 2017 Level 1 Level 2 Level 3 Total
 £ £ £ £
Financial assets
Shares and other variable yield securities

and units in unit trusts - 3,229,578 - 3,229,578
Debt securities and other fixed

income securities 180,675 5,539,990 - 5,720,665
   ___________  ___________  ___________   __________

 180,675 8,769,568 - 8,950,243
   ___________  ___________  ___________   __________   ___________  ___________  ___________   __________

Financial liabilities
Derivative contracts 179,743 - - 179,743

   ___________  ___________  ___________   __________   ___________  ___________  ___________   __________

31 December 2016 Level 1 Level 2 Level 3 Total
 £ £ £ £
Financial assets
Shares and other variable yield securities

and units in unit trusts - 3,466,581 - 3,466,581
Debt securities and other fixed

income securities 3,422,998 - - 3,422,998
   ___________  ___________  ___________   __________

 3,422,998 3,466,581 - 6,889,579
   ___________  ___________  ___________   __________   ___________  ___________  ___________   __________

Financial liabilities
Derivative contracts 16,787 - - 16,787

   ___________  ___________  ___________   __________   ___________  ___________  ___________   __________

NOTES TO THE FINANCIAL STATEMENTS



life assurance

31

Included in Level 1 category are financial assets that are measured by reference to published quotes in an active 
market. A financial instrument is regarded as quoted in an active market if quoted prices are readily and regularly 
available from an exchange, dealer, broker, industry group, pricing service or regulatory agency and those prices 
represent actual and regularly occurring market transactions on an arm’s length basis.

Included in the level 2 category are financial assets measured using a valuation technique based on assumptions 
that are supported by prices from observable current market transactions. For example, assets for which pricing 
is obtained via pricing services but where prices have not been determined in an active market, financial assets 
with fair values based on broker quotes, investments in private equity funds with fair values obtained via fund 
managers and assets that are valued using the Company’s own models whereby the significant inputs into the 
assumptions are market observable.

13. Called up share capital
  2017 2016
  £ £
Authorised:
50,000,000 ordinary shares of £1 each  50,000,000 50,000,000
5,000 Class “A” redeemable preference shares of £1 each  5,000 5,000
5,000 Class “B” redeemable preference shares of £1 each  5,000 5,000
5,000 Class “C” redeemable preference shares of £1 each  5,000 5,000
5,000 Class “D” redeemable preference shares of £1 each  5,000 5,000
5,000 Class “E” redeemable preference shares of £1 each  5,000 5,000

  _________  ________

  50,025,000 50,025,000
  _________  ________  _________  ________

  2017 2016
  £ £
Allotted, called up and fully paid:
3,500,000 Ordinary shares of £1 each  3,500,000 3,500,000
1,500 Class A, redeemable preference shares of £1 each  1,500 1,500

  _________  ________

  3,501,500 3,501,500
  _________  ________  _________  ________

The Class A and Class B redeemable shares carry a preferential right to dividends. No dividend was paid during 
the year. These shares are undated and confer no voting rights. They are redeemable at the discretion of the 
directors of the Company and have been classified as equity.

The capital redemption reserve in equity of £3,750 is the nominal value of Class B redeemable preference shares 
that was redeemed at £999 in 2015.

14. Long Term Business Provision
  2017 2016
  £ £
Non-linked provisions  - 3,534,766

  _________  ________

Gross long term business provision  - 3,534,766
  _________  ________  _________  ________
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31 December 2017  Gross Reinsurance Net
  £ £ £

Long-term business provision brought forward  3,534,766 (704,826) 2,829,940
Foreign exchange loss (gain)  275,462 (52,707) 222,755
Change in recaptured RI during the year  - 112,814 112,814
Change in the provision during the year  (3,810,228) (33,851) (3,844,079)

     __________   __________   __________

Long-term business provision carried forward  - (678,570) (678,570)
     __________   __________   __________     __________   __________   __________

31 December 2017  Gross Reinsurance Net
  £ £ £

Long-term business provision brought forward  2,234,487 (1,246,395) 988,092
Foreign exchange loss (gain)  316,797 (50,758) 266,039
Change in recaptured RI during the year  - 1,235,250 1,235,250
Change in the provision during the year  983,482 (642,923) 340,559

     __________   __________   __________

Long-term business provision carried forward  3,534,766 (704,826) 2,829,940
     __________   __________   __________     __________   __________   __________

Of the total assets shown in the statement of financial position, £3,842,153 (2016: £5,205,066) is attributable 
to the long-term business funds of the Company.

The principal assumptions underlying the calculation of the long-term business provisions, as disclosed in the 
actuarial report as at 31 December 2017 are:

Margin

Non-linked provision 2017 2016 Other assumptions

Valuation interest rate +56 bps 3.0% For 2017, the margin is a parallel shift to
   the Solvency II risk-free curve in each
   currency. For 2016, the valuation interest
   rate was a flat 3% rate per annum.

Mortality rates +20% +20% of Polish / Hungarian / Czech Republic /
   Slovakian / Greece population mortality
   rates where the adjustments allow for
   duration in force and age loadings
Expenses:
- Administration fees +10% +10%
- Claims handling fees +10% +10%
- Contribution to overhead

expenses +10% +10%
- Expense inflation +10% +10%
Lapse rate +20% 0% Policy persistency

15. Related party transaction and balances

During the year, the Company entered into transactions with its related parties. The transactions entered into 
and balances outstanding as at 31 December 2017 are as follows:

 Expenses Amounts dues
  from parties
 2017 2016 2017 2016
Entity controlled by a director (20,600) (18,666) - -
Entity under common ownership (60,000) (60,000) (405) (41)

   ___________  ___________  ___________   __________   ___________  ___________  ___________   __________
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Key management personnel
The remuneration of key management personnel are borne by a related party. This cost is covered within the 
£60,000 expense above.

16. Controlling party
The Company is a wholly owned subsidiary of Red Sands Group Holdings Limited, a Company incorporated in 
Gibraltar. The Jaapt’Hooft Trust is the ultimate controlling party.
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