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Independent Auditors’ Report

To the Board of Directors
Selecta Insurance and Reinsurance Company (Caribbean) Ltd.
Island of Nevis

Opinion

We have audited the financial statements of Selecta Insurance and Reinsurance Company (Caribbean) Ltd.
(the Company), which comprise the statements of financial position as of December 31, 2020 and 2019 and
the statements of profit or loss and comprehensive income, statements of changes in shareholder’s equity
and statements of cash flows for the years then ended, and notes to the financial statements, including a
summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Company at December 31, 2020 and 2019, and its financial performance and its cash flows
for the years ended December 31, 2020 and 2019, in accordance with International Financial Reporting
Standards (IFRSs).

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 Auditors’ Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Company in accordance with the ethical
requirements that are relevant to our audit of the financial statements in the Island of Nevis, and we have
fulfilled our ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRSs, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless the management 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.



Auditors’ 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 auditors’ report that includes our
opinions. 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:

o 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 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.

e Obtain an understanding of internal control relevant to the audits 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.

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

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

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transitions 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.

rh-accounting.com




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.

The engagement partner on the audit resulting in this independent auditors’ report is Diana Hardy.

F e A2

Greensboro, North Carolina
August 24, 2021

rh-accounting.com




DocuSign Envelope ID: 9C99623C-7969-4E81-AF2E-B07428A319F0

SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Statements of Financial Position

December 31, 2020 and 2019

Note 2020 2019
ASSETS
Non-current assets:
Cash held on deposit 6 $ 2555964 % -
Total non-current assets 2,555,964 -
Current assets:
Deferred reinsurance premium 2 1,078,847 933,108
Deferred acquisition cost 1,158,987 1,874,223
Prepaid expenses 75,657 76,308
Premiums receivable 2 14,127,410 4,973,791
Reinsurance recoverable on unpaid losses 2.9 1,953,375 -
Due from affiliates 8 4,973,503 1,129,044
Cash and cash equivalents 2,7 13,091,928 9,568,456
Total current assets 36,459,707 18,554,930
Total assets $ 39,015,671 $ 18,554,930
SHAREHOLDERS' EQUITY AND LIABILITIES
Shareholder's equity:
Common stock, $1.00 par value, 75,000 shares
authorized, issued, and outstanding 2 $ 75,000 $ 75,000
Paid in capital 1,126,200 626,200
Retained earnings 3,112,557 (313,709)
Total shareholder's equity 4,313,757 387,491
Liabilities:
Loss and loss adjustment expense reserves 2.9 19,656,215 5,260,055
Unearned premiums 2 10,573,611 11,609,901
Premium deficiency reserve 259,404 -
Reinsurance payable 2 968,329 -
Accrued expenses 3,217,743 1,263,710
Accounts payable 26,612 33,773
Total liabilities 34,701,914 18,167,439
Total liabilities and shareholder's equity $ 39,015671 § 18,554,930
Approved on Behalf of the Board
DocuSigned by:
ekl Patyegn Kirl Patyrykin , Director
885362325AB‘A4‘26...
August 24, 2021 , Date

The accompanying notes to the financial statements are an integral part of these statements.
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SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Statements of Profit or Loss and Comprehensive Income

Years Ended December 31, 2020 and 2019

Underwriting income:
Premiums earned
Assumed premiums earned
Ceded premiums incurred

Premiums earned, net
Other underwriting income

Total underwriting income

Underwriting expenses:
Losses incurred, net

Change in premium deficiency reserve
Commissions and brokerage, net

Total underwriting expenses

Net underwriting income

Other (expense) income:
General and administrative expenses
Net investment (expense) income

Foreign exchange gains (losses), net
Net other income

Total other expense
Net profit (loss)
Other comprehensive income

Total comprehensive income (loss)

Note 2020 2019

2,4 $ 35,262,677 $ 15,683,662
2.4 (4,879,398) (2,219,693)
30,383,279 13,463,969
2,548 9,137
30,385,827 13,473,106
2,9 17,119,078 6,710,531

259,404 -
5,480,441 4,511,203
22,858,923 11,221,734
7,526,904 2,251,372
10 (3,696,059) (3,054,106)
6 (1,351,820) 272,091
140,878 (135,150)

12 806,363 -
(4,100,638) (2,917,165)
3,426,266 (665,793)
$ 3,426,266 $  (665,793)

The accompanying notes to the financial statements are an integral part of these statements.
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Balance at January 1, 2019
Net loss

Capital contribution

Balance at December 31, 2019
Net profit

Capital contribution

Balance at December 31, 2020

SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Statements of Changes in Shareholder's Equity
Years Ended December 31, 2020 and 2019

Common Stock Paid in Retained
Shares Amount Capital Earnings Total
75,000 75,000 29,200 352,084 $ 456,284
- - - (665,793) (665,793)
- - 597,000 - 597,000
75,000 75,000 626,200 (313,709) 387,491
- - - 3,426,266 3,426,266
- - 500,000 - 500,000
75,000 75,000 1,126,200 3,112,557  § 4,313,757

The accompanying notes to the financial statements are an integral part of these statements.
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SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.

Statements of Cash Flows
Years Ended December 31, 2020 and 2019

Cash flows from operating activities:
Net profit (loss)

Adjustments to reconcile net profit (loss) to net cash flow

from operations
Unrealized foreign exchange loss

Cash flows from changes in:
Deferred reinsurance premium
Deferred acquisition cost
Prepaid expenses
Premiums Receivable
Reinsurance recoverable on unpaid losses
Due from affiliates
Accrued interest receivable
Loss and loss adjustment expense reserves
Unearned premiums
Premium deficiency reserve
Reinsurance payable
Accrued expenses
Accounts payable
Net cash provided from operating activities

Cash flows from investing activities:
Deposits for investments in derivatives
Proceeds from settlement of investments
Net cash (used in) provided from investing activities
Cash flows from financing activities:
Receipts from capital contribution
Net cash provided from financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental disclosure:

Settlement of investments against outstanding claims liability (refer note 8)

2020 2019
$ 3426266 $ (665,793)
(157,689) (47,898)
(145,739) (839,634)
715,236 (1,874,223)
651 39,780
(8,995,930)  (2,371,759)
(1,953,375) 3,279,513
(3,844,459) (981,804)
; 477,468
14,396,160 1,037,098
(1,036,290) 8,230,104
259,404 ;
968,329 -
1,954,033 1,047,332
(7,161) (98,100)
5,579,436 7,232,084
(2,555,964) -
- 530,400
(2,555,964) 530,400
500,000 597,000
500,000 597,000
3,523,472 8,359,484
9,568,456 1,208,972
$ 13,091,928 $ 9,568,456
$ - $ 530,400

The accompanying notes to the financial statements are an integral part of these statements.
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SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Notes to the Financial Statements
December 31, 2020 and 2019

NOTE 1 - NATURE OF BUSINESS AND STATEMENT OF COMPLIANCE

Nature of Business

Selecta Insurance and Reinsurance Company (Caribbean) Ltd. (the Company) was established in December of 2013
within the Island of Nevis to carry on Insurance Business in the class of Reinsurance, under the Nevis International
Insurance Ordinance of 2004, as amended. The purpose of the Company is to issue inward reinsurance treaties and
facultative policies in the following risk categories: property, casualty, aviation, space, marine, cargo, guarantee,
liability, energy, and specialty. The Company is 100% owned by RIGV&I Limited.

The financial statements were authorized for issuance by the Board of Directors on August 24, 2021.

Statement of Compliance

The accompanying financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as issued by the International Accounting Standards Board (IASB) and interpretations issued by
the International Financial Reporting Interpretations Committee (IFRIC).

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES

Functional and Presentation Currency
These financial statements are presented in United States Dollars ($) which is the Company’s functional and
presentation currency.

Monetary assets and liabilities denominated in foreign currencies are translated into United States Dollars ($) at the
closing rates of exchange prevailing at the reporting date. Foreign currency transactions are translated at the rates
prevailing on the transaction dates. Foreign exchange gains or losses arising from the settlement of such transactions
and from the translation of monetary assets and liabilities denominated in foreign currencies are recognized in the
statement of profit or loss and comprehensive income.

Basis of Presentation
The financial statements of the Company have been prepared on the accrual basis of accounting where revenue
is recognized when earned and expenses are recognized when incurred.

The statements of financial position of the Company is presented in order of increasing liquidity.

Accounting Judgements and Estimates

The preparation of financial statements in conformity with IFRSs requires the use of certain critical accounting
estimates. It also requires management to exercise its judgment in the process of applying the Company’s
accounting policies. The areas involving a higher degree of judgment or complexity, or arcas where assumptions
and estimates are significant to the financial statements are disclosed in Note 2 below.

Grouping of Items

Certain items in the accompanying financial statements are grouped together to facilitate their understanding;
however, whenever the amounts involved are material, the information is broken down in the related notes to the
financial statements.




SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Notes to the Financial Statements
December 31, 2020 and 2019

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES (Continued)
Cash and Cash Equivalents

The Company classifies all highly liquid investments with a maturity of three months or less when purchased as
cash and cash equivalents.

Investments

The Company’s investment security portfolio consists of a related party corporate bond, which has been
classified as held to maturity based on the Company’s positive intent and ability to hold it to maturity. The
investment security held to maturity is carried at amortized cost. The amortization of premiums and accretion of
discounts are recognized in interest income using a method that approximates the effective interest method.

The Company’s investments are exposed to various risks, such as interest rate, market, currency and credit risks.
Due to the level of risk associate with certain investments and the level of uncertainty related to changes in the
value of investments, it is at least reasonably possible that changes in risks in the near term would materially
affect investment assets reported in the financial statements.

Derivative Financial instruments

Derivative financial instruments are initially measured at fair value on the contract date and are subsequently re-
measured to fair value at each reporting date. Changes in values of all derivatives of a financing nature are included
within investment income and financing costs in the statement of profit or loss and comprehensive income.

Impairment of Non-Financial Assets

Non-financial assets are subject to impairment tests whenever events or changes in circumstances indicate that
their carrying amount may not be recoverable. Where the carrying value of an asset exceeds its recoverable
amount, which is the higher of value in use and fair value less costs to sell, the asset is written down
accordingly.

For the purpose of assessing value in use, the estimated future cash flows are discounted to their present value
using discount rate that reflects current market assessments of the time value of money and the risks specific to
the asset.

Where it is not possible to estimate the recoverable amount of an individual asset, the impairment is carried out
on the asset's cash-generating unit, which is the lowest group of assets in which the asset belongs for which
there are separately identifiable cash flows. The Company has one cash-generating unit for which impairment
testing is performed.

Impairment charges are included in the statement of profit or loss and comprehensive income, except to the
extent they reverse gains previously recognized in other comprehensive income.

Insurance Contracts

Insurance contracts are those contracts where the Company (the Insurer) has accepted significant insurance risk
from another party (the Policyholders) by agreeing to compensate the Policyholders if a specified uncertain future
event (the Insured Event) adversely affects the Policyholders. These contracts are accounted for in accordance with
IFRS 4, Insurance Contracts. As a general guideline, the Company determines whether it has significant insurance
risk by comparing benefits that would be payable if the Insured Event did or did not occur. Insurance contracts can
also transfer financial risk.




SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Notes to the Financial Statements
December 31, 2020 and 2019

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES (Continued)

Insurance Contracts (Continued)

Once a contract has been classified as an 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.

Premium deficiency reserve is recognized per actuarial valuation when unearned premium reserve is not sufficient
to meet related future claims and expenses per actuarial valuation results.

Reinsurance

The Company assumes reinsurance risk in the normal course of business. Premiums and claims on assumed
reinsurance are recognized as income and expenses in the same manner as they would be if the reinsurance were
considered direct business.

Insurance and reinsurance receivables are recognized when due and are measured on initial recognition at the fair
value of the consideration received or receivable. The carrying value of the insurance receivables is reviewed for
impairment whenever events or circumstances indicate that the carrying amount may not be recoverable, with the
impairment loss recorded in the statements of profit or loss.

Revenue Recognition

Premium Revenue and Unearned Revenue

Premiums written comprise the premiums on contracts incepting in the financial year. Premiums written are
stated gross of commissions' payable to agents and exclusive of taxes levied on premiums. The Company
earns premium income evenly over the term of the insurance policy generally using the pro rata method.
The portion of the premium related to the unexpired portion of the policy at the end of the fiscal year is
reflected in unearned premiums.

The underwriting results are recognized principally by reference to the annual accounting basis and are
determined after making provisions for claims incurred. Income is accounted for in the year in which the
risks are assumed. Premiums are recognized as revenue over the period of insurance coverage. Unearned
premium represents that portion of premiums written and assumed that apply to the unexpired terms of
policies in force.

Fair Value of Financial Instruments

The Company measures its financial assets and liabilities in accordance with IFRS. The carrying amounts
reported on the balance sheet for cash and cash equivalents, premium receivable, due from affiliates, prepaid
reinsurance and accrued expenses approximate the respective fair value. This is generally due to their short
maturities.
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SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Notes to the Financial Statements
December 31, 2020 and 2019

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES (Continued)

Provisions

A provision is recognized if, as a result of a past event, the Company has a present legal or constructive
obligation that can be estimated reliably and it is probable that an outflow of economic benefits will be required
to settle the obligation.

Loss and Loss-Related Expenses

The reserves for unpaid losses and loss adjustment expenses are estimated using individual case-basis
valuations and statistical analysis. Management believes that the reserves for losses and loss adjustment
expenses are adequate to cover the ultimate cost of losses and loss adjustment expenses thereon. However,
because of the limited population of insured risk, limited historical data, economic conditions, judicial
decisions, legislation, and other reasons, actual loss experience may not conform to the assumptions used in
determining the estimated amounts for such liability at the financial position date. Loss and loss adjustment
expenses reserve estimated are reviewed periodically and adjusted as necessary as experience develops or
new information becomes known. As adjustments to these estimates become necessary, such adjustments
are reflected in current operations.

Taxation
Under current legislation in Island of Nevis, there is no income, estate, corporate, capital gain or other taxes
payable by the Company. Accordingly, no provision for income tax has been made.

Critical Accounting Judgements and Estimates

The Company’s financial statements and its financial results are influenced by accounting policies, assumptions,
estimates and management judgement, which necessarily have to be made in the course of preparation of the
financial statements. Estimates and judgments are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are believed to be reasonable under the
circumstances. The Company makes estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the actual results. The estimates that have a significant risk of causing
material adjustments to the carrying amounts of assets within the next financial year are discussed below:

(a) Investments at amortized cost

In classifying non-derivative financial assets with fixed or determinable payments and fixed maturity, such
as life insurance policy, as investments at amortized cost, the Company evaluates its intention and ability to
hold such investments up to maturity. Management has confirmed its intention and determined its ability to
hold investments up to maturity. If the Company fails to keep these investments to maturity other than for
specific circumstances as allowed under the standards, it will be required to reclassify the whole class as
available-for-sale financial assets. In such a case, the investments would therefore be measured at fair value,
not amortized cost.

(b) Estimation of the provision for losses
There are several sources of uncertainty that need to be considered in the estimate of a loss provision
liability for claims incurred prior to the date of the statement of financial position. For insurance contracts,
estimates have to be made both for the expected ultimate cost of claims reported at the reporting date. It can
take a significant period of time before the ultimate claims cost can be established with certainty.
Management has determined the current year loss provisions based on an individual case-basis valuation
and statistical analysis.
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SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Notes to the Financial Statements
December 31, 2020 and 2019

NOTE 3 - FUTURE ACCOUNTING AND REPORTING CHANGES

Future accounting and reporting changes that may impact the Company’s financial reporting and disclosure are
as follows:

(a) Proposed Amendments to IFRS 4 “Insurance Contracts”

In December, 2015, the IASB issued proposed amendments to IFRS 4 which address concerns about the
different effective dates of IFRS 9 and the new insurance contracts standard that will replace IFRS 4. The
amendments propose an optional temporary exemption from applying IFRS 9 “Financial Instruments” that
would be available to companies whose predominant activity is to issue insurance contracts. The amendments
would permit deferral of adopting IFRS 9 until annual periods beginning on or after January 1, 2021 or until the
new insurance contract standard becomes effective if at an earlier date.

The amendments also propose an option for entities issuing insurance contracts within the scope of IFRS 4 to
apply the “overlay approach” to the presentation of qualifying financial assets, removing from net income and
presenting instead in OCI, the impact of measuring Fair Value Through Profit and Loss (“FVTPL”) financial
assets at fair value through profit or loss under IFRS 9 when they would not have been so measured under IAS
39. The Company is assessing the impact of these proposed amendments.

(a) IFRS 17 “Insurance Contracts”

In May 2017, the IASB issued IFRS 17 that will replace IFRS 4 on its effective date for accounting periods
beginning on or after January 1, 2023. IFRS 17 is the first comprehensive and truly international IFRS Standard
establishing the accounting for insurance contracts. Under the IFRS 17 model, insurance contract liabilities will
be calculated as the present value of future insurance cash flows with a provision for risk. The discount rate will
reflect current interest rates. If the present value of future cash flows would produce a gain at the time a contract
is issued the model would also require a "contractual service margin" to offset the day 1 gain. The contractual
service margin would amortize over the life of the contract. There would also be a new income statement
presentation for insurance contracts, including a revised definition of revenue, and additional disclosure
requirements.

NOTE 4 - REINSURANCE

Certain premiums and losses are ceded to other unrelated insurance companies through treaty and facultative
excess of loss reinsurance agreements. The ceded reinsurance agreements are intended to provide the Company
with the ability to minimize its exposure to losses within its surplus resources. These reinsurance agreements do
not relieve the Company from its primary obligation to its policyholder. The Company remains liable to its
policyholder to the extent that any reinsurer does not meet its obligations for reinsurance ceded to it under
reinsurance contracts. Therefore, the Company is subject to credit risk with respect to the obligations of its
reinsurers, and any failure on the part of these reinsurers could have a material adverse effect on the Company’s
business, financial condition, and results of operations.
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SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Notes to the Financial Statements
December 31, 2020 and 2019

NOTE 4 —- REINSURANCE (Continued)

The effects of reinsurance on premiums written and earned were as follows:

2020 2019
Written Earned Written Earned
Assumed premiums $ 34,226,386 $ 35,262,677 $ 22,039,542 $ 15,683,662
Ceded premiums (5,025,137) (4,879,398) (3,059,327) (2,219,693)
Total $ 29,201,249 $ 30,383,279 $ 18,980,215 $ 13,463,969

NOTE 5 - FAIR VALUE MEASUREMENTS

The fair value of financial instruments is measured according to a fair value hierarchy which reflects the
significance of market inputs in the valuation. The hierarchy is described and discussed below.

Level 1 Inputs to the valuation methodology are unadjusted quoted prices for identical assets or
liabilities in active markets that the Company has the ability to access.

Level 2 Inputs to the valuation methodology include:

¢ Quoted prices for similar assets or liabilities in active markets;

¢ Quoted prices for identical or similar assets or liabilities in inactive markets;

e Inputs other than quoted prices that are observable for the asset or liability;

e Inputs that are derived principally from or corroborated by observable market data by
correlation or other means.

Level 3 Inputs to the valuation methodology are unobservable and significant to the fair value
measurement.

The methods described may produce a fair value calculation that may not be indicative of net realizable value or
reflective of future fair values. Furthermore, while the Company believes its valuation methods are appropriate
and consistent with other market participants, the use of different methodologies or assumptions to determine fair
value of certain financial instruments could result in a different fair value measurement at the reporting date.

At December 31, 2020 and 2019, the Company does not have any investments which are measured at fair value.
Investments in derivatives are detailed below.
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SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Notes to the Financial Statements
December 31, 2020 and 2019

NOTE 6 - INVESTMENTS IN DERIVATIVE INSTRUMENTS

During the year, the Company invested in derivative instruments and purchased two options contracts, the
details of which is as follows:

Contract type Commitment Maturity Date Option Cash held on Deposit
Date Premium Paid by Bank at December

31, 2020
Oil Brent call option May 7, 2020 January 7, 2022 $ 600,000 $ 2,346,672
S&P 500 put option August 13,2020 December 27, 2022 500,000 209,292
$ 1,100,000 $ 2,555,964

The Company paid total option premium of $1,100,000 and recognized total investment losses of $300,322 on
these options during the year. Net investment expense (income) for the years ended December 31, 2020 and
2019 consist of following:

2020 2019
Option premiums $ 1,100,000 $ -
Realized losses on option disposals 242,000
Losses on deposit revaluation 58,322
Interest on fixed deposit accounts (48,502) (9,219)
Interest on group securities - (263,555)
Net investment expense (income) $ 1,351,820 $  (272,091)

In April 2020, the Company entered into an asset management agreement with Patyrykin and Family Limited
(the Asset Manager), a related party by virtue of common directorship. Under the terms of this agreement, the
Asset Manager was to purchase S&P500 put options of SPX Dec15°22 for purchase price not higher than $60
per contract and total purchase value not more than $900,000. In August 2020, the Asset Manager’s individual
brokerage account was terminated and the complete investment of $900,000 was not made. Purchased option
contracts were disposed of and then repurchased through commercial bank, the details of which is disclosed
above. The Company incurred and recorded total realized investment losses of $242,000 on the disposal of these
option contracts purchased through the Asset Manager.

NOTE 7 - CASH AND CASH EQUIVALENTS

The portfolio cash and cash equivalents are comprised of the following as of December 31:

2020 2019
Cash (USD) $ 8,495,729 $ 6,419,700
Cash (EUR) 1,255,193 1,309,337
Cash (GBP) 33,610 33,081
Fixed deposit (USD) 3,307,396 1,806,338
Total $ 13,091,928 $ 9.568.456
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SELECTA INSURANCE AND REINSURANCE COMPANY (CARIBBEAN) LTD.
Notes to the Financial Statements
December 31, 2020 and 2019

NOTE 8 - RELATED PARTIES

As of December 31, 2020, and 2019, the Company has amounts due from affiliates of $4,973,503 and
$1,129,044, respectively. These balances consist of premiums collected by these affiliates on behalf of the
Company and fees and expenses paid by the Company on behalf of these affiliates.

At December 31, 2020 and 2019, due from affiliate balance included due from Sun UW MGA FZE-LLC (Sun
UW FZE) of $4,497,289 and $987,257 respectively, and due from Sun UW S.R.O Czech (Sun UW Czech) of
$261,465 and $0 respectively, in respect of premiums collected on behalf of the Company. Both these entities
are underwriting agencies and related parties by virtue of same ultimate beneficial owner and management. The
Company entered into contracts with customers through these related entities in their respective jurisdiction and
they deal with the Company’s customers and collects premiums on behalf of the Company and then remit the
premiums, net of commission, to the Company, on demand. For the years ended December 31, 2020 and 2019,
the Company written net premiums of $13,053,412 and $4,078,313, respectively, through Sun UW FZE and
$2,075,647 and $0 respectively through Sun UW Czech. At December 31, 2020 and 2019, total premiums
receivable balance includes premium receivable of $5,532,854 and $3,091,056 respectively, from Sun UW FZE
and $1,039,039 and $0 respectively, from Sun UW Czech, for premiums yet to be received from the Customers.

At December 31, 2018, the Company was the holder of a bond issued by Selecta Insurance and Reinsurance
Company (Moscow) Ltd., which is an affiliate by means of the same ultimate beneficial owner and management
team. The bond had carrying value of $1,007,868 yielding interest of 30% per annum. On November 14, 2019,
the Company set off and transferred the outstanding balance of bond including accrued interest amounting to
$1,271,294 against the settlement of one of its major claim liabilities that was paid off by Selecta Moscow to the
extent of the carrying value of this bond. On this bond investment, the Company recorded interest income of $0
and $263,555 for the years ended December 31, 2020 and 2019 respectively.

NOTE 9 - LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES

Activity in the liability for unpaid loss and loss adjustment expense reserves is summarized for the year ended
December 31:

2020 2019
Balances at January 1 $ 5,260,055 $ 4222957
Less Reinsurance Recoverable - 3,279,513
Net Balances 5,260,055 943,444
Losses incurred during the year 17,119,078 6,710,531
Losses paid during the year (4,676,293) (2,393,920)
Net Balances at December 31 17,702,840 5,260,055
Plus: Reinsurance recoverable 1,953,375 -
Balances at December 31 $ 19,656,215 $ 5,260,055

In the opinion of the management, this provision is adequate to cover the estimated ultimate outstanding losses
as at December 31, 2020. Consistent with most companies with similar insurance operations, the Company’s
reserve for losses and loss adjustment expenses is ultimately based on management’s reasonable expectations of
future events. It is reasonably possible that the expectations associated with these amounts could change in the
near term (i.e. within one year) and that the effect of such changes could be material to the financial statements.
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NOTE 10 - GENERAL AND ADMINISTRATIVE EXPENSES

General and administrative expenses are comprised of the following for the years ending December 31:

2020 2019
Management and administrative $ 26,304 $ 21,240
Directors fees 450,240 461,111
Performance bonus 2,488,136 1,740,468
Consultancy 504,823 439,532
Actuarial 15,200 10,000
Corporate services 14,150 14,150
Audit and accounting 71,000 50,500
Travel 22,790 143,232
Research and subscriptions 21,234 48,853
Information technology 49,620 51,673
Bank charges 33,093 25,072
Other (income) expenses, net (531) 48,275
Total general and administrative expenses $ 3,696,059 § 3,054,106

NOTE 11 - RISK MANAGEMENT

The Company’s exposure to potential loss from financial assets and insurance contracts primarily relates to
governance risk, regulatory risk, insurance risk, financial risk, and operational risk. The Company’s objectives,
policies and processes for managing those risks and the methods used to measure them are summarized below:

Governance Framework
Professional and effective risk management is essential to maintaining a favorable financial performance for all
insurance companies.

The Company evaluates every risk underwritten by using a rating scale system and overall knowledge of the
account.

Regulatory Framework

Regulators are primarily interested in protecting the rights to the policyholders and monitor them closely to
ensure that the Company is satisfactorily managing affairs for their benefit. At the same time, regulators are also
interested in ensuring that the Company maintains an appropriate solvency position to meet unforeseen
liabilities arising from economic shocks or external disasters.

The Company is regulated by the Registrar of Insurance of the Nevis Financial Services Department (the
NFSD). The NFSD regulates, supervises and inspects all insurance companies, insurance managers and other
intermediaries operating within the island of Nevis to ensure compliance with the provisions established in the
Nevis International Ordinance, 2004 (as amended).

The regulations not only prescribe approval and monitoring activities, but also impose certain restrictive

provisions (e.g. capital adequacy) to minimize the risk of default and insolvency on the part of insurance
companies to meet unforeseen liabilities as they arise.
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NOTE 11 — RISK MANAGEMENT (Continued)

Insurance Risk

The principal risk the Company faces under insurance contracts is that the actual claims and benefit payments or
the timing thereof, differ from expectations. Therefore, the objective of the Company is to ensure sufficient
reserves are available to cover the claims and payments.

In order to minimize the Company’s exposure arising from large claims, in the normal course of business, the
Company may enter into contracts with other parties for reinsurance purposes. Such reinsurance is to offset a
portion of the claims exposure that may arise. The Company has also limited its exposure by imposing
maximum claim amounts on its insurance contracts and limiting the period when claims should be reported.

Financial Risk
The Company’s principal financial instruments are financial assets due from affiliates, premium receivable and
cash and cash equivalents.

The main risks arising from the Company’s financial instruments are interest rate risk, foreign currency risk, and
credit risk. Management reviews and agrees policies for managing each of these risks and they are summarized
below:

Interest Rate Risk

Interest rate risk arises from the possibility that changes in interest rates will affect future profitability or
the fair values of financial instruments. The Company is exposed to interest rate risk on some of its
investments and cash and cash equivalents. The Company limits interest rate risk by monitoring changes
in interest rates in the currencies in which its cash and interest bearing investments and borrowings are
denominated.

Foreign Currency Risk
Foreign currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates.

Management believes that there is minimal risk of significant losses due to exchange rate fluctuations
since predominantly all of the business transactions are in U.S. Dollars and U.S. Dollars pegged
currencies and consequently the Company does not hedge its foreign currency exposure.

Credit Risk
Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and

cause the other party to incur a financial loss.

The maximum exposure to credit risk before any credit enhancements is the carrying amount of the
financial assets.
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NOTE 11 — RISK MANAGEMENT (Continued)

Operational Risk

Operational risk is the risk of loss arising from system failure, human error, fraud or external events. When
controls fail to perform, operational risk can cause damage to reputation, have legal or regulatory implications or
can lead to financial loss. The Company cannot expect to eliminate all operational risks, but by initiating an
effective control framework and by monitoring and responding to potential risks, the Company is able to
manage risk.

The Company contracts for its supervisory, general and administrative and insurance services with service
providers and professional organizations. As a result the Company has no employees of its own. The financial
statements reflect the costs of the various service providers.

Capital Management

The Company’s objective when managing capital is to comply with the insurance capital requirements which
are set and regulated in accordance with the provision of the Ordinance. In order to be licensed as a reinsurance
business, a reinsurance company is required to have a minimum fully paid up capital of $75,000. The Company
fully complied with this requirement during the reported financial period.

Minimum Margin of Solvency

The Company’s ability to pay dividends and other distributions is subject to statutory restriction. As a licensed
reinsurer, the Company is required under the terms of the Ordinance to maintains a minimum margin of
solvency (the amount by which its “allowable assets” exceed its liabilities) equivalent to the greater of the
minimum amount of contributed capital or 20% of the net retained premium up to $5,000,000. Net premiums in
excess of $5,000,000 shall have an additional required solvency margin of $1,000,000 plus 10% of the amount
by which the net retained premium exceeds $5,000,000.

The Company’s minimum margin of solvency is as follows:

2020 2019
Required minimum margin of solvency § 6,076,656 $ 2,692,794

2020 2019
Total allowable assets $ 36,702,180 $ 15,671,291
Total liabilities (34,701,914) (18,167,439)

$ 2,000,266 $ (2,496,148)

Deficit $ 4,076,390 § 5,188,942

NOTE 12 - NET OTHER INCOME

During the year ended December 31, 2020, the Company had net legal income of $806,363 which includes
$835,520 settlement charges recovered from Al Koot Insurance and Reinsurance Company (Al Koot), one of the
participants in an excess of loss protection issued by the Company. Al Koot improperly cancelled the treaty and
failed to return the premium, which was then recovered along with legal expenses, as a result of arbitration
settlement agreement entered into with Al Koot during the year.
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NOTE 13 - CONTINGENCIES AND COMMITMENTS

As of December 31, 2020, the Company has following pending legal matters:

a)

b)

In June 2019, a loss notification was made to the Company by PSTV Energy DMCC (PSTV), a
policyholder, in relation to Trade Credit Insurance policy covering a customer of the Sonara refinery in the
Cameroons. The claim of $15.3 million was submitted for the fire incident at the refinery which closed
down the facility. After evaluating the claims facts and supporting details, the Company has rejected the
claim on a number of bases that includes 1) the cause of the fire was apparently an act of terrorism and thus a
political risk and such risks are excluded under the Company's policy, ii) PSTV failed to lodge a surety to
cover its exposure to any loss thus mitigating its financial exposure pursuant to the policy terms, iii) the loss
submission was premature under the policy provisions as there has been no formal certification of the
quantum of the loss, iv) it appears that PSTV may have other insurance policies which would cover such
loss and those policies would be triggered before the Company’s policy. Further, there is a financial
limitation in the Company's policy of $2 million per loss. No legal action has been commenced by PSTV.
Hence, management believes that there is no adverse outcome expected from this claim and accordingly no
provision is required in the Company’s financial statements.

In February 2018, claim amounting to MXN 59,250,000 (i.e. the Company’s share of 75% of the total claim
amount of MXN 79 million) equivalent to $3,128,184, was submitted by Seguros Inbursa, i.e. the direct
insurer in a risk in which the Company participated as a retrocessionaire on an excess of loss basis. This
claim relates to a fire loss which occurred in January 2018 in Mexico when a truck carrying 35,000 liters of
diesel collided with a tunnel and then burst into flames damaging the road and the bridge. It has been
informed to the Company by the broker that the claim has been fully paid off by the direct insurer however,
the Company has not been able to obtain the complete requested information and documentation from the
underlying parties involved in this matter or from the insured. Further, the Company also noted that no
subrogation proceedings have been taken against the owner/operator of the truck although the original
insured has been paid and the insurer seems reluctant to take any steps against third parties. Thus, the
Company has concerns about the quantum of the claim and the liability itself. Until the requested
information and documentation is received, management is not in a position to ascertain whether this
notification will turn into a claim and accordingly no provision against this claim was considered necessary.

The Company went into arbitration through London Chamber of Arbitration and Mediation (LCAM) with
National Insurance Company Ltd. (NICL), which is an Indian company who participated in the Company’s
2017 whole account access of loss treaty. The dispute was in relation to outstanding claims in relation to two
losses which were covered by the reinsurance contract on which NICL agreed to reinsure the Company in
relation to risks which fell within the terms of that contract. These claims were originally $500,000,
however a partial payment was received reducing the outstanding balance to just over $300,000. The
arbitration process, which commenced in November 2019, proceeded to a full hearing followed by a
reasoned award on April 22, 2021, in favor of the Company, as per which the respondent paid the awarded
amounts of EUR 257,624 and GBP 85,314 (equivalent to total $424,299) to the Company, subsequently in
the months of June and July 2021.
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NOTE 14 —- SUBSEQUENT EVENTS

Subsequent events are events or transactions that occur after the financial statement date but before the financial
statements are issued or available to be issued. Recognized subsequent events consist of events or transactions
that provide additional evidence about conditions that existed at the date of the balance sheet including the
estimates inherent in the process of preparing the financial statements. Non-recognized subsequent events
consist of events that provide evidence about conditions that did not exist at the date of the balance sheet but
arose after that date. Management has evaluated subsequent events through August 24, 2021, the date of which
the financial statements were available to be issued.
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