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IRONROCK INSURANCE COMPANY LIMITED 
 
 

Notes to the Financial Statements (Continued) 
Year ended December 31, 2018  

 
 

24. Financial risk management (cont’d) 
 

(c) Market risk (cont’d) 
 

The objective of market risk management is to manage and control market risk exposures 
within acceptable parameters, while optimising the return on risk. The nature of the 
company’s exposures to market risks and its objectives, policies and processes for 
managing credit risk have not changed significantly from the prior period.  
 

Management of market risk 
 

The Investment Committee manages market risks in accordance with its asset/liability 
management framework. The Committee reports regularly to the Board of Directors on its 
activities. For each of the major components of market risk the company has policies and 
procedures in place which detail how each risk should be managed and monitored. The 
management of each of these major components of major risk and the exposure of the 
company at the reporting date to each major risk are addressed below.  

 

(i) Interest rate risk  
 

Interest rate risk arises primarily from the company’s investments. The company 
manages its interest rate risk by matching, where possible, the duration and profile of 
assets and liabilities to minimise the impact of mismatches between the value of assets 
and liabilities from interest rate movements.  
 

Interest bearing financial assets are primarily represented by long term investments, 
which have been contracted at fixed and floating interest rates for the duration of the 
term. 
 

The nature of the company’s exposures to interest rate risk and its objectives, policies 
and processes for managing interest rate risk have not changed significantly from the 
prior period.  
 

At the reporting date the interest profile of the company’s interest-bearing financial 
instruments was: 

  Carrying amount  
 2018 2017 
 $’000 $’000 

 Fixed rate instruments: 
 Financial assets 487,652 443,341  
  

  Fair value sensitivity analysis for fixed rate instruments 
 

 The company does not account for any fixed rate financial assets and liabilities at fair 
value through profit or loss.  Therefore, a change in interest rates at the reporting date 
would not affect fair value changes in profit before tax. 

 

 An increase or decrease in interest rates at the reporting date would have 
decreased/(increased) equity as outlined below. This analysis assumes that all other 
variables, in particular foreign currency rates, remain constant. The analysis is 
performed on the same basis for 2017. 
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IRONROCK INSURANCE COMPANY LIMITED 
 
 
Notes to the Financial Statements (Continued) 
Year ended December 31, 2018  

 
 

24. Financial risk management (cont’d) 
 

(c) Market risk (cont’d) 
 

(i) Interest rate risk  (cont’d) 
 
 Sensitivity       Effect on Equity Effect on Profit  
    Increase Decrease Increase Decrease 
    $’000 $’000 $’000 $’000 

December 31, 2018      
 Fixed rate instruments – J$    1%  1% 2,826   (2,826)  

   – US$  1%     1%  1,977  (1,977) 
 

December 31, 2017      
 Fixed rate instruments – J$    1%  1% 2,667 (2,667) 

   – US$  1%     1% 865 (   432) 
  (ii) Currency risk 

 
Currency risk is the risk that the market value of or cash flows from financial 
instruments will vary because of exchange rate fluctuations. 
 

The company incurs foreign currency risk primarily on insurance and reinsurance 
contracts and investments that are denominated in a currency other than the Jamaica 
dollar. Such exposure comprises the monetary assets and liabilities of the company 
that are not denominated in that currency. The principal foreign currency risk of the 
company is denominated in United States dollars (US$). 
 

  At the reporting date, the company’s exposure to foreign currency risk is as follows: 
 

   2018 2017 
  Foreign currency assets:  US$’000 US$’000 

  Investments  1,570 1,429  
  Premium receivable  429 527  
  Cash and cash equivalents 51 78  
  Interest receivable       47      29   

    2,097 2,063   

  Foreign currency liabilities: 

  Accounts payable     440    410   

  Net foreign currency assets 1,657 1,653  

  Exchange rates for the US dollar, in terms of Jamaica dollars were as follows: 

  At December 31, 2018: $127.72 
  At December 31, 2017: $125.00 
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IRONROCK INSURANCE COMPANY LIMITED 
 
 
Notes to the Financial Statements (Continued) 
Year ended December 31, 2018  

 
 

24. Financial risk management (cont’d) 
 

(c) Market risk (cont’d) 
 

  (ii) Currency risk (cont’d) 
 
Sensitivity analysis 
 
A 2% (2017: 2%) strengthening of the Jamaica dollar against the United States dollar 
at December 31, would have increase the profit before tax for the year by $4,172,000 
(2017: $4,133,000). 
 
A 4% (2017: 4%) weakening of the Jamaica dollar against the United States dollar at 
December 31, would have increased the profit before tax for the year by $8,344,000 
(2017: $8,265,000). 
 

  (iii) Equity price risk  
 

Equity price risk arises from available-for-sale equity securities held by the company 
as part of its investment portfolio.  Management monitors the mix of debt and equity 
securities in its investment portfolio based on market expectations.  The primary goal 
of the company’s investment strategy is to maximise investment returns. 
 
A 10% (2017: 15%) increase or decrease in the bid price at the reporting date would 
cause an increase or an equal decrease respectively in equity of $8,482,000 (2017: 
$2,198,700). 

 
25. Operational risk 

 
Operational risk is the risk of direct or indirect loss arising from a wide variety of causes 
associated with the company’s processes, personnel, technology and infrastructure, and from 
external factors other than financial risks such as those arising from legal and regulatory 
requirements and generally accepted standards of corporate behaviour.  
 
The company’s objective is to manage operational risk so as to balance the avoidance of 
financial losses and damage to its reputation with overall cost effectiveness and to avoid control 
procedures that restrict initiative and creativity. 
 
The primary responsibility for the development and implementation of controls to address 
operational risk is assigned to senior management within each department.  The Audit 
Committee monitors each department to ensure compliance with the company’s internal control 
procedures. 
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IRONROCK INSURANCE COMPANY LIMITED 
 
 
Notes to the Financial Statements (Continued) 
Year ended December 31, 2018  

 
 

26. Capital risk management  
 
Capital risk is the risk that the company fails to comply with mandated regulatory requirements, 
resulting in a breach of its minimum capital test and the possible suspension or loss of its 
insurance license (see note 2). The company’s objectives when managing capital, which is a 
broader concept than the ‘equity’ on the face of the statements of financial position, are:  

 
(i) To comply with the capital requirements set by the regulators of the insurance 

industry. 

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

(iii) To maintain a strong capital base to support the development of its business. 
 
Capital adequacy is managed by the company’s management. It is calculated by management, 
certified by the Appointed Actuary and reviewed by executive management, the audit committee 
and the board of directors.  In addition, the company seeks to maintain internal capital adequacy 
ratios at levels higher than the regulatory requirements. To assist in evaluating the current 
business and strategic opportunities, the company currently uses the Minimum Capital Test 
(MCT) as stipulated by the insurance regulations.  
 
The regulator requires general insurance companies to achieve a Minimum Capital Test Ratio of 
250%.   At December 31, 2018, the company’s capital ratio was 545% (2017: 666%) 

 
 

27. Fair value of financial instruments 
 

(a) Definition and measurement of fair values 
 
Fair value is the price that would be received to sell an asset or paid to transfer a liability 
in an orderly transaction between market participants at the measurement date.  Where a 
quoted market price is not available, fair value is computed using alternative techniques, 
making use of available input data; the company uses observable data as far as possible. 
 
Fair values are categorized into different levels in a three-level fair value hierarchy, based 
on the degree to which the inputs used in the valuation techniques are observable. The 
different levels in the hierarchy have been defined as follows: 



50 
 

 

IRONROCK INSURANCE COMPANY LIMITED 
 
 
Notes to the Financial Statements (Continued) 
Year ended December 31, 2018  
 
 
27. Fair value of financial instruments (cont’d) 

 
(b) Techniques for measuring fair value of financial instruments 

 

Type of financial instrument Method of estimation of fair value 

Government of Jamaica securities Discounting future cash flows of these 
securities at the estimated reporting 
date using yields published by a 
broker.   

Government of Jamaica US$ Global bonds Prices of bonds at reporting date as 
quoted by broker/dealer, where 
available. 

Cash equivalents, resale agreements, 
insurance and other receivables, insurance 
and other payables, reinsurance assets and 
insurance contract provisions. 

Units in unit trusts 

Quoted equities and unitised funds 

Considered to approximate their 
carrying values, due to their short-
term nature. 
 

 
Prices quoted by unit trust managers. 
 
Bid prices published by the Jamaica 
Stock Exchange and fund managers 
respectively. 

Corporate bonds Prices of bonds at reporting date as 
quoted by broker/dealer where 
available. 

 
Level 1 –  Quoted prices (unadjusted) in active markets for identical assets or liabilities. 

This level includes equity securities and debt instruments listed on exchanges.  
 
Level 2 –  Inputs other than quoted prices included within Level 1 that are observable for 

the asset or liability, either directly (that is, as prices) or indirectly (that is, 
derived from prices). This includes financial assets with fair values based on 
broker quotes and investments in funds with fair values obtained via fund 
managers. 

 
Level 3 –  Inputs for the asset or liability that are not based on observable market data 

(unobservable inputs). This level includes equity investments and debt 
instruments with significant unobservable components. This hierarchy requires 
the use of observable market data when available.  

 
There were no transfers between levels during the year. 
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IRONROCK INSURANCE COMPANY LIMITED 
 
 
Notes to the Financial Statements (Continued) 
Years ended December 31, 2018  
 
 
27. Fair value of financial instruments (cont’d) 
 

(c) Accounting classification and fair values 
 
The tables below analyses financial instruments carried at fair value (which are classified 
as available for sale) and those not carried at fair value (which are classified as loans and 
receivables) but for which fair value has been disclosed. 
 
The fair value of certain short-term financial instruments such as cash and cash equivalents 
securities under resale agreement, premiums and other receivables was determined to 
approximate their carrying value and are not disclosed in the tables below. 
 

 Carrying  Fair value  
 amount  Level 1 Level 2 Level 3 Total  
 $’000 $’000 $’000 $’000 $’000 

    2018  
Available for sale  
   financial assets: 
 
Units in unit trusts 21,648 -     21,648 -      21,648 
Other bonds 141,432 -       141,432 -      141,432 
Quoted equities   84,821  84,821         -         -        84,821 

  247,901  84,821  163,080     -      247,901 

 
  2017  
Available for sale  
   financial assets: 
 
Units in unit trusts 11,218 -     11,218 -      11,218 
Other bonds 83,832 -       83,832 -      83,832 
Quoted equities   14,658 14,658      -          -        14,658 

  109,708 14,658 95,050     -      109,708 

 
 
 
   

 


	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12
	Page 13
	Page 14
	Page 15
	Page 16
	Page 17
	Page 18
	Page 19
	Page 20
	Page 21
	Page 22
	Page 23
	Page 24
	Page 25
	Page 26
	Page 27
	Page 28
	Page 29
	Page 30
	Page 31
	Page 32
	Page 33
	Page 34
	Page 35
	Page 36
	Page 37
	Page 38
	Page 39
	Page 40
	Page 41
	Page 42
	Page 43
	Page 44
	Page 45
	Page 46
	Page 54
	Page 55
	Page 56



