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Auditors' Report to the Shareholder 
 
 
We have audited the accompanying consolidated balance sheets of Imagine Insurance Company Limited 
as of December 31, 2002 and 2001, and the related consolidated statements of income, changes in 
equity and cash flows for the year ended December 31, 2002 and for the period from September 21, 
2000 (date of incorporation) to December 31, 2001.   These financial statements are the responsibility of 
the company's management.  Our responsibility is to express an opinion on these financial statements 
based on our audit. 
 
We conducted our audits in accordance with International Standards on Auditing as promulgated by the 
International Federation of Accountants.  Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free of material misstatement.  
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements.  An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation.  We 
believe that our audit provides a reasonable basis for our opinion. 
 
In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the company as of December 31, 2002 and 2001, and the results of its operations and its cash 
flows for the periods then ended in accordance with International Accounting Standards. 
 

 

 
Chartered Accountants 
Bridgetown, Barbados 
March 13, 2003 
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IMAGINE INSURANCE COMPANY LIMITED   
 
Consolidated Balance Sheets 
 
As at December 31, 2002 and 2001 
 
(Expressed in United States Dollars) 
 
 
 
  Notes 2002 2001 
 
Assets 
Cash and investments 

Cash  $ 73,959,766 22,128,747 
Fixed maturities – available for sale at fair value 4 418,025,569 336,390,829 
Short-term investments, at amortized cost,  

which approximates fair value 9  146,747,405  114,863,643 
 
Total cash and investments   638,732,740  473,383,219 

   
Accrued investment income  5,390,906 5,781,825 
Funds held by ceding companies  220,271,629 216,929,990 
Premiums receivable  49,988,896 740,746 
Purchased insurance claims 14 7,423,188 - 
Reinsurance deposits  4,000,000 - 
Other assets   4,070,649  4,185,632 
 

Total assets  $  929,878,008  701,021,412 
 
Liabilities and Shareholder’s Equity 
Liabilities 
Claims and claims adjustment expenses 5 $ 411,689,831 393,343,642 
Ceded premium payable   1,174,607 - 
Unearned premiums   14,202,167 - 
Deposit liabilities    60,347,647 84,214,557 
Reinsurance balances payable   85,750,755 11,710,852 
Accounts payable and other liabilities    6,948,137  2,251,770 
 

Total liabilities   580,113,144  491,520,821 
 
Shareholder’s Equity 
Share capital  7 301,979,000 201,979,000 
Unrealized investment gains/(losses) 4 10,422,425  (876,915) 
Cumulative translation adjustment   463,960  - 
Retained earnings   36,899,479  8,398,506 
 

Total Shareholder’s Equity   349,764,864  209,500,591 
 

Total Liabilities and Shareholder’s Equity  $  929,878,008  701,021,412 
 
The accompanying notes form an integral part of these financial statements. 
 
 
 
 
.................................................... Director 
 
 
.................................................... Director 
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IMAGINE INSURANCE COMPANY LIMITED   
 
Consolidated Statements of Income 
 
For the year ended December 31, 2002 and for the period from September 21, 2000  
(date of incorporation) to December 31, 2001 
 
(Expressed in United States Dollars) 
 
 
 
   Notes 2002 2001 
Revenues: 
 
Premiums written  $ 135,171,073 459,148,199 
Ceded premium   (1,979,396)  - 
 
 Net written premium  133,191,677 459,148,199 
Changed in unearned premium   (14,202,167)  - 
 
 Net earned premium  118,989,510 459,148,199 
 
Investment income 4 26,404,403 36,118,992 
Net realized investment gains 4 11,355,409 1,741,967 
Other income  11,339,782 4,181,157 
Negative goodwill 3  -  4,703,839 
 
 Total revenues   168,089,104  505,894,154 
 
Expenses: 
 
Claims and claims adjustment expenses incurred  5 93,229,505 419,860,921 
Policy acquisition costs  31,491,807 60,675,916 
Other direct underwriting expenses  60,500 - 
Experience refunds  - 710,054 
Operating expenses 8 11,509,315 5,715,055 
Service fees   3,800,000  4,100,000 
 
 Total expenses   140,091,127  491,061,946 
 
Income before income taxes  27,997,977 14,832,208 
 
Income tax recovery/(expense)  12  502,996  (101,647) 
 
Net income for the year  $  28,500,973  14,730,561 
 
 
See accompanying notes to consolidated financial statements 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Consolidated Statements of Changes in Equity 
 
For the year ended December 31, 2002 and for the period from September 21, 2000  
(date of incorporation) to December 31, 2001 
 
(Expressed in United States Dollars) 
 
 
 
 
   2002 2001 
Share capital 
 
Balance at beginning of the year $ 201,979,000 - 
Additional paid in capital during the year  100,000,000  201,979,000 
 
Balance at end of the year $  301,979,000  201,979,000 
 
 
Cumulative Translation Adjustment 
 
Balance at beginning of year $ - - 
Change in cumulative translation adjustment  463,960  - 
 
Balance at end of the year $  463,960  - 
 
 
Unrealized Investment Gains/(Losses) 
 
Balance at beginning of year $ (876,915) - 
Change in unrealized investment gains/(losses)  11,299,340  (876,915) 
 
Balance at end of the year $  10,422,425  (876,915) 
 
 
Retained Earnings 
 
Balance at beginning of the year $ 8,398,506  - 
Net income for the year 28,500,973 14,730,561 
Dividends   -  (6,332,055) 
 
Balance at end of the year $  36,899,479  8,398,506 
 
 
Total shareholder’s equity at the end of the year $  349,764,864  209,500,591 
 
 
 
See accompanying notes to consolidated financial statements 
 

4 



IMAGINE INSURANCE COMPANY LIMITED  
 
Consolidated Statements of Cash Flows 
 
For the year ended December 31, 2002 and for the period from September 21, 2000  
(date of incorporation) to December 31, 2001 
 
(Expressed in United States Dollars) 
 
 
 
   2002 2001 
 
Cash flows from operating activities 
Net income $ 28,500,973 14,730,561 
Adjustments to reconcile net income to net cash  
provided by operating activities: 
 Accretion 1,165,368 (160,505) 
 Realized investment gains (11,355,409) (1,741,967) 
 Negative goodwill - (4,703,839) 
 Premiums receivable (49,248,150) - 
 Accrued investment income 390,919 (4,667,154) 
 Reinsurance deposits (4,000,000) - 
 Purchased insurance claims (7,423,188) - 
 Funds held by ceding companies (3,341,639) (150,931,669) 
 Other assets 114,983 (39,285) 
 Ceded premium payable 1,174,607 - 
 Unearned premiums 14,202,167 - 
 Claims and claims adjustment expenses 18,346,189 301,600,321 
 Deposit liabilities (23,866,910) 38,427,111 
 Reinsurance balances payable 74,039,903 6,558,846 
 Accounts payable and other liabilities  4,696,367  765,044 
 
  Cash provided by operating activities  43,396,180  199,837,464 
 
Cash flows from investing activities 
Acquisition of subsidiary net of cash acquired -  (94,934,253) 
Proceeds on sale of fixed maturities and short term investments 695,535,937 308,942,900 
Purchase of fixed maturities and short term investments  (755,217,336)  (472,500,666) 
 
  Cash used by investing activities  (59,681,399)  (258,492,019) 
 
Cash flows from financing activities 
Issuance of common shares 100,000,000 201,979,000 
Issuance of preferred shares - 80,000,000 
Redemption of preferred shares - (80,000,000) 
Dividends   -  (6,332,055) 
 
  Cash provided by financing activities  100,000,000  195,646,945 
 
 
Net increase in cash and cash equivalents 83,714,781 136,992,390 
 
Cash and cash equivalents at beginning of the year  136,992,390  - 
 
Cash and cash equivalents at end of the year $  220,707,171  136,992,390 
 
 
Represented by:  
Cash  $  73,959,766  22,128,747 
Short-term investments, at amortized cost, which approximates fair value  146,747,405  114,863,643 
   
   $  220,707,171  136,992,390 
 
See accompanying notes to consolidated financial statements 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
1.  General and Background 
 
  Imagine Insurance Company Limited (the “Company” or “IICL”) was incorporated on  

September 21, 2000 under the Barbados Companies Act. The Company is a wholly owned 
subsidiary of Imagine Group Holdings Limited, a Bermuda corporation with registered offices in 
Hamilton, Bermuda.  

 
  The Company provides structured insurance and reinsurance capital to the global insurance 

marketplace.  These services are offered through the Company and its wholly-owned 
subsidiaries as follows: 

 
 Company Formerly known as Domicile 
 
 Imagine International Reinsurance Limited - Ireland 
 Vision Insurance A/S Imagine Insurance S/A Denmark 
 Imagine Reinsurance S.A. Fortress Reinsurance S.A Luxembourg 

 Enterprise Reinsurance Holdings   
Corporation - Delaware  

 Vision Reinsurance Limited Enterprise Reinsurance Limited Barbados 
 Perspective Financial Products Limited Enterprise Financial Products Limited Bermuda 
 Perspective Capital Markets ApS Enterprise Capital Markets ApS Denmark 
 Enterprise Advisors, Inc. - Connecticut 
 Enterprise Advisors GmbH - Switzerland 
 Vision Reinsurance U.S. Limited - Barbados 
 
2.  Significant accounting policies 
   
  The accompanying consolidated financial statements are prepared in accordance with 

International Accounting Standards (IAS) adopted by the International Accounting Standards 
Board (IASB), and interpretations issued by the Standing Interpretations Committee of the IASB.  
They are prepared on the historical cost basis as modified by the accounting for investments as 
detailed in note 2(b). 

 
The accounting policies applied by the Company are consistent with those used in the previous 
year. 

 
  The preparation of consolidated financial statements in accordance with IAS requires 

management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and the disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenue and expenses during the reporting period.  
Actual results could differ from those estimates.  Significant accounting policies are as follows: 

 
 a) Principles of consolidation 
 
  The consolidated financial statements include IICL and all of its subsidiaries that are 100% 

owned, directly or indirectly, by IICL.  A listing of the Company’s significant subsidiaries is 
included in Note 1. 
 
Companies acquired in 2001 are consolidated from the date on which control over the net assets 
and operations of the acquiree is effectively transferred to the Company.  The financial effect of 
the acquisition on July 1, 2001 is described in Note 3. 
 
All intercompany balances and transactions, including unrealized intercompany profits, have 
been eliminated. 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
2. Significant accounting policies, (continued) 

 
 b) Investments in debt and equity securities 
 
  Investments held by the Company are classified as available-for-sale and are stated at fair value 

based on published market prices.  Realized gains and losses on sales of investments which are 
determined by specific identification, are included in net income and include adjustments for 
declines in value that are considered other than temporary.  Unrealized gains or losses are 
included in the balance sheet as a separate component of shareholders’ equity.     

 
Short-term investments, which have a maturity of one year or less at the date of acquisition, are 
carried at amortized cost, which approximates fair value. 

 
 c) Cash and cash equivalents 
 
  In its presentation of the consolidated statement of cash flows, the Company considers all short-

term investments with an original maturity of three months or less to be cash equivalents. 
 
 d) Claims and claims adjustment expenses 
 

The liability for claims and claims adjustment expenses represents the present value estimates of 
the ultimate cost of all claims incurred but not paid through to the balance sheet date.  Inherent in 
the estimate of ultimate claims are expected trends in frequency, claim severity, timing of claim 
payments, interest yields and other factors that could vary significantly as claims are settled.  
Accordingly, ultimate claims could differ, perhaps substantially, from the best estimate recorded 
in the consolidated financial statements.  These estimates are continually reviewed and, as 
adjustments become necessary, such adjustments are reflected in current operations.  The 
liability for claims and claims adjustment expenses is shown on a discounted basis which 
estimates the present value of funds required to pay claims at future dates assuming appropriate 
interest rates and payment profiles. These reserves are discounted at rates between 5.0% and 
5.89% (2001 - 1.59% and 5.88%) based on estimated loss payout patterns. The reserves are 
discounted where management believes that the timing and amount of claims payments and the 
amount of the liability are reliably determinable and where anticipated future investment income is 
an integral variable when pricing a particular contract. However, such liability is necessarily 
based on estimates and the ultimate liability may exceed the Company’s estimates. 
 

 e) Experience refunds 
 
  The experience refunds represent the net present value estimates of the total liability incurred 

under profit commission and commutation provisions of applicable insurance and reinsurance 
contracts.  These estimates are continually reviewed and, as adjustments become necessary, 
such adjustments are reflected in current operations.  Since experience refunds are based on 
estimates, the ultimate settlement of experience refunds may vary from the amount provided.  
These experience refunds are included in accounts payable and other liabilities. 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
2.  Significant accounting policies (continued) 
 

f) Premiums and acquisition costs  
 

Premiums are recognized as revenue ratably over the periods of the related insurance and 
reinsurance contracts.  Unearned premium reserves are established to cover the remainder of 
the contract period.  Acquisition costs are deferred and amortized over the period in which the 
related premiums are earned.  Deferred policy acquisition costs are limited to their estimated 
realizable value based on the related unearned premiums, anticipated claims and claims 
expenses and anticipated investment income. 

 
  Reinsurance contracts assumed are reported using deposit accounting if the contracts do not 

result in a reasonable possibility that the reinsurer may realize a significant loss from the 
insurance risk assumed and do not provide for the transfer of significant insurance risk. 

 
 g) Income taxes 
 
  Income tax on the profit or loss for the period comprises current and deferred tax. Income tax is 

recognized in the income statement except to the extent that it relates to items recognized 
directly to equity, in which case it is recognized in equity.  

 
Current tax is the expected tax payable on the taxable income for the year, using tax rates 
enacted or substantially enacted at the balance sheet date, and any adjustment to tax payable in 
respect of previous years. 
 
Deferred tax is provided using the balance sheet liability method, providing for temporary 
differences between the carrying amounts of assets and liabilities for financial reporting purposes 
and the amounts used for taxation purposes. The following temporary differences are not 
provided for: goodwill not deductible for tax purposes, the initial recognition of assets or liabilities 
that affect neither accounting nor taxable profit, and differences relating to investments in 
subsidiaries to the extent that they will probably not reverse in the foreseeable future. The 
amount of deferred tax provided is based on the expected manner of realization or settlement of 
the carrying amount of assets and liabilities, using tax rates enacted or substantially enacted at 
the balance sheet date. 
 
A deferred tax asset is recognized only to the extent that it is probable that future taxable profits 
will be available against which the asset can be utilized. Deferred tax assets are reduced to the 
extent that it is no longer probable that the related tax benefit will be realized.  Deferred tax 
assets are included in other assets. 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
2.  Significant accounting policies (continued) 

 
h) Financial instruments 

 
  Fair value disclosures with respect to certain financial instruments are separately included herein 

where appropriate. 
 
  The carrying values of other financial instruments, including cash, accrued investment income, 

funds held by ceding companies, premium receivable, purchased insurance claims, reinsurance 
deposits, ceded premium payable, deposit liabilities, reinsurance balances payable and accrued 
expenses and other liabilities approximate their fair value due to their short-term nature. 

 
  The estimates of fair values presented herein are subjective in nature and are not necessarily 

indicative of the amounts that the Company would actually realize in a current market exchange.  
Any differences would not be expected to be material.  Certain instruments such as deferred 
policy acquisition costs, prepayments and deferred income taxes, the liability for claims and 
claims adjustment expenses and the liability for unearned premiums are excluded from fair value 
disclosure.  Thus the total fair value amounts cannot be aggregated to determine the underlying 
fair value of the Company. 
 

i) Employee benefits 
 
a) Defined contribution pension plans 
 
Obligations for contributions to defined contribution pension plans are recognized as an expense 
in the income statement as incurred. 
 
b) Long-term incentive plan 
 
The Company has adopted a Long Term Incentive Plan (the "LTIP"), which is outlined in note 8.  
The LTIP awards vest over a four year period. The increase in the vested portion only of the LTIP 
will be included in operating expenses of the Company in the period incurred.  
 

j) Foreign currency 
  

a) Foreign currency transactions 
 

In the individual subsidiary companies, transactions in foreign currencies are recorded at the 
exchange rate at the date of the transaction.  Foreign currency monetary assets and liabilities 
are translated at the exchange rate in effect at the balance sheet date.  Resulting exchange 
differences are recognized in the income statement for the period.  Non-monetary assets and 
liabilities denominated in foreign currency are recorded at the exchange rate at the date of 
transaction. 

 
b) Financial statements of foreign operations 

 
The Company’s foreign operations are not considered an integral part of its operations.  
Accordingly, the assets and liabilities of foreign operations, including goodwill and fair value 
adjustment arising on consolidation, are translated at foreign exchange rates ruling at the 
balance sheet date.  The revenues and expenses of foreign operations are translated at rates 
approximating the foreign exchange rates ruling at the dates of transactions.  Foreign exchange 
differences arising on translation are recognized directly in equity. 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
2. Significant accounting policies (continued) 

 
k) Negative goodwill 

 
Negative goodwill arising on an acquisition in 2001 represents the excess of the fair value of the 
net identifiable assets acquired over the cost of acquisition. 
 
To the extent that negative goodwill relates to an expectation of future losses and expenses that 
are identified in the plan of acquisition and can be measured reliably, but which have not yet 
been recognized, it is recognized in the income statement when the future losses and expenses 
are recognized. Any remaining negative goodwill, but not exceeding the fair values of the non-
monetary assets acquired, is recognized in the income statement over the weighted average 
useful life of those assets that are depreciable/amortizable. Negative goodwill in excess of the 
fair values of the non-monetary assets acquired is recognized immediately in the income 
statement. 
 

l) Impairment 
 

The carrying amounts of the Company’s assets, other than deferred tax assets, are reviewed at 
each balance sheet date to determine whether there is any indication of impairment. If any such 
indication exists, the asset’s recoverable amount is estimated. For intangible assets that are not 
yet available for use, the recoverable amount is estimated at each balance sheet date. An 
impairment loss is recognized whenever the carrying amount of an asset or its cash-generating 
unit exceeds its recoverable amount. Impairment losses are recognized in the income statement. 
 
a) Calculation of recoverable amount 
 
The recoverable amount of the Company’s receivables is calculated as the present value of 
expected future cash flows, discounted at the original effective interest rate inherent in the asset. 
Receivables with a short duration are not discounted. 
 
The recoverable amount of other assets is the greater of their net selling price and value in use. 
In assessing value in use, the estimated future cash flows are discounted to their present value 
using a pre-tax discount rate that reflects current market assessments of the time value of money 
and the risks specific to the asset. For an asset that does not generate largely independent cash 
inflows, the recoverable amount is determined for the cash-generating unit to which the asset 
belongs. 

 
b) Reversals of impairment 
 
An impairment loss in respect of a receivable is reversed if the subsequent increase in 
recoverable amount can be related objectively to an event occurring after the impairment loss 
was recognized. 
 
In respect of other assets, an impairment loss is reversed if there has been a change in the 
estimates used to determine the recoverable amount. 
 
An impairment loss is reversed only to the extent that the asset’s carrying amount does not 
exceed the carrying amount that would have been determined, net of depreciation or 
amortization, if no impairment loss had been recognized. 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
2.  Significant accounting policies (continued) 

 
 (m) Operating lease payments 

 
Payments made under operating leases are recognized in the income statement on a straight-
line basis over the term of the lease. 

 
(n) Purchased insurance claims 

 
Purchased insurance claims are recorded at cost.  Revenue is recognized by applying the 
effective interest method to the cash flows which are expected to be received over the term to 
maturity of the claims. 
 
 

3.  Acquisition of subsidiaries  
 
On July 2, 2001, the Company acquired all of the shares of Enterprise Reinsurance Holdings 
Corporation (“Enterprise”) for $95,696,014, satisfied in cash.  The acquisition was accounted for 
using the purchase method of accounting.  After accounting for all fees and expenses directly 
attributable to the purchase, negative goodwill in the amount of $4,703,839 arose representing 
the excess of net assets acquired over the purchase price.  As minimal non-monetary assets 
were acquired, the entire negative goodwill amount was recognized into income immediately.  
 
Effect of Acquisitions 
 
The acquisitions had the following effect on the Company’s assets and liabilities. 
 
  2001 
 

Cash $ 761,761 

Investments 171,807,505 

Funds held by ceding companies 65,998,321 

Accrued investment income 1,114,671 

Other assets 4,887,094 

Reserve for losses and loss adjustment expenses (91,743,321) 

Deposit liabilities (45,787,446) 

Reinsurance balances payable (2,461,735) 

Other liabilities  (4,176,997) 
 
Net identifiable assets and liabilities 100,399,853 
 
Negative goodwill on acquisition  (4,703,839) 
 

Consideration paid, satisfied in cash 95,696,014 

Cash acquired  (761,761) 
 
Net cash outflow $  94,934,253 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
4.  Investments 
 
  The amortized cost and fair value of investments in fixed maturities available for sale are as 

follows: 
 
  
    Amortized Unrealized Unrealized Fair 
  At December 31, 2002 Cost Gain Loss Value 
 
  U.S. Government Securities $ 174,312,158 $ 3,493,634 $ 33,039 $ 177,772,753 
  U.S. Corporate Securities  37,491,212  2,266,799  670,611  39,087,400 
  Corporate   60,168,383  0  0  60,168,383 
  Commercial Paper  11,981,549  12,249  0  11,993,798 
  Municipal Government  4,335,539  0  0  4,335,539 
  Risk-linked Securities  1,500,000  0  0  1,500,000 
  Mortgage Backed Securities  48,334,403  819,691  89,159  49,064,935 
  Asset Backed Securities   53,031,528  601,089  1,639,445  51,993,172 
  Collateralized debt obligations   16,448,371  5,853,852   192,634   22,109,589 
 
    $ 407,603,143  $ 13,047,314 $ 2,624,888  $ 418,025,569 
     
 
 
 
    Amortized Unrealized Unrealized Fair 
  At December 31, 2001 Cost Gain Loss Value 
 
  U.S. Government Securities $ 207,717,315 $ 681,733  $   713,147  $ 207,685,901 
  U.S. Corporate Securities   29,627,190   44,500   912,857   28,758,833 
  Risk-linked Securities  1,500,000    -   -   1,500,000 
  Mortgage Backed Securities  40,422,847    69,337   74,297  40,417,887 
  Asset Backed Securities   25,573,732   88,058   73,996   25,587,794 
  Collateralized debt obligations  32,440,414   -   -   32,440,414 
 
    $ 337,281,498  $  883,628 $ 1,774,297  $ 336,390,829 
     
  Proceeds from the sale of investments in fixed maturities during the year amounted to 

$695,535,937 (2001 - $308,942,900).  Gross realized gains of $12,891,555 (2001 -  $2,020,669) 
and gross realized losses of $1,536,146 (2001 - $278,702) from these sales have been included 
in net realized investment gains in the consolidated statement of income. 

 
  Pursuant to certain reinsurance arrangements, fixed maturities and short-term investments of 

$Nil (2001 - $59,297,826) and $Nil (2001 - $7,880,333), respectively, were held in a separate 
account on behalf of ceding companies as of December 31, 2002 and December 31, 2001 
respectively.  Under the provisions of these reinsurance contracts, the ceding companies bear all 
of the investment risk associated with these funds and earn all of the investment income, 
including interest income and realized and unrealized capital gains and losses.   
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
4. Investments (continued) 

 
The contractual maturities of investments in fixed maturities held at December 31, 2002 and 
December 31, 2001 are shown below.  Actual maturities may differ from contractual maturities 
because certain borrowers may have the right to call or prepay obligations with or without 
prepayment penalties. 

     
  2002 2001 

 
  Less than 1 year   $ 89,606,943 $ 79,306,709 
  1 - 5 years    170,994,293  80,632,155 
  5 - 10 years     58,587,305  25,993,185 
  Greater than 10 years     32,840,453  52,012,684 
  Mortgage and asset backed     43,886,986  66,005,682 
  Collateralized debt obligations    22,109,589  32,440,414 
 
     $ 418,025,569 $ 336,390,829 
         
 
  The following table summarizes the composition of the fair value of available for sale fixed 

maturities by rating (primary rating source: Moody’s Investors Service). 
 
     2002   2001  
       
    Fair  Fair  
       Value % Value   % 
   
  Aaa, Treasury  $ 277,434,083 66.4 $ 271,986,913  80.9 
  Aa   29,311,309 7.0  8,334,388  2.5 
  A   35,115,456 8.4  26,982,072  8.0 
  Baa   47,096,716 11.2  17,000,000  5.0 
  Below Baa  2,380,807 0.6  1,647,042  0.5 
  Not rated  26,687,198  6.4  10,440,414  3.1  
   
    $ 418,025,569  100.0 $ 336,390,829  100.0  
 
  In the normal course of reinsurance operations, the Company must secure its obligations under 

certain reinsurance contracts by collateralizing them with letters of credit or trust arrangements.   
These trusts and letters of credit may, in turn, be secured by the Company’s investments.  At 
December 31, 2002, the Company pledged $249,472,484 (2001 - $181,974,423) of its 
investments for reinsurance trust arrangements. 

 
  Investment Income and Net Realized Investment Gains are comprised of the following: 
 
    2002 2001 
 
  Investment income on capital funds $ 14,266,334 9,683,126 
  Investment income on funds held by ceding companies 23,493,478 28,440,519 
  Investment expenses  -  (262,686) 
 
    $ 37,759,812  37,860,959 
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IMAGINE INSURANCE COMPANY LIMITED  
 
Notes to Consolidated Financial Statements 
 
December 31, 2002 

 
 
 
 
5.  Claims and claims adjustment expenses  
 
  The liability for claims and claims adjustment expenses for certain contracts are shown on a 

discounted basis.  Rates of interest used in discounting range from 5.00% to 5.89% (2001 -
1.59% to 5.88%).  The effect of discounting is to decrease the liability for claims and claim 
adjustment expenses at December 31, 2002 by approximately $48,800,000 (2001 - 
$77,500,000). 

 
    2002 2001 
 
  Claims and claims adjustment expenses - beginning of year $ 393,343,642 - 
  Incurred Losses 
  Current accident year 79,020,205 419,860,921 
  Prior accident year   14,209,300  - 
   
     93,229,505  419,860,921 
 
  Paid losses 
  Current accident year  4,558,673  118,260,600 
  Prior accident year  83,145,810  - 
 
     87,704,483  118,260,600 
 
  Claim reserves acquired during the year  12,821,167  91,743,321 
 

 Claims and claims adjustment expenses - end of year $  411,689,831  393,343,642  
 
 
6.  Letter of credit 

 
  Two irrevocable, 364-day letters of credit have been issued to beneficiaries of reinsurance 

contracts with the Company.  The amount of the letters of credit totaled $122,518,000 (2001 - 
$122,518,000).  No assets have been pledged to support these letters of credit obligations. 
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7. Share capital 

 
The Company is authorized to issue an unlimited number of shares designated as common 
shares at $1,000 each and an unlimited number of shares designated as Class A preference 
shares, Series 1 at $100 each. 
 
At December 31, the issued share capital is as follows: 
 
  2002 2001 
Common shares: 

301,979 common shares (2001 – 201,979) $ 301,979,000  201,979,000 
 
Preference shares: 

800,000 Class A preference shares    -  80,000,000 
Redemption of 800,000 Class A preference shares  -  (80,000,000) 

 
   -  - 
 
Total issued share capital $  301,979,000  201,979,000 

   
  On December 31, 2002, 100,000 Common Shares were issued at a price of $1,000 per share.  

The holders of the common shares are entitled to receive dividends as declared from time to 
time and are entitled to one vote per share at meetings of the Company.  

  
 
8.  Employee benefit and long-term incentive plans 
 

The Company has adopted a Long Term Incentive Plan (the "LTIP"), which is intended to provide 
an incentive to certain officers and key employees of the Company.  The LTIP is based on the 
Adjusted Consolidated Net income (the "ACNI") of the Company.  A principal component of the 
ACNI is the net present value of all reinsurance and capital transactions entered into by the 
Company. The LTIP awards vest over a four year period.  As of December 31, 2002 the vested 
portions of LTIP awards granted that have been included in the operating expenses of the 
Company amounted to $1,696,073 (2001 - $662,970). 

 
 The Company also sponsors various defined contribution retirement plans, which allow eligible 

participants to make voluntary contributions pursuant to their respective jurisdictions.  All 
employees of the Company are eligible to participate in the plans and contribute a percentage of 
their eligible earnings.  The Company makes a contribution in cash to each participating 
employee which vests fully from one to five years.  During the year, the Company incurred 
approximately $171,335 (2001 - $115,000) of expenses for these plans. 

  
 
9.  Related party transactions 
 

Included in short-term investments is a 90-day treasury bill in the amount of $100,000,000 (2001 
- $nil) issued by Trilon International Inc, the parent company of IGHL. The treasury bill bears an 
interest rate of 1.12%.  Also included in short term investments is a 30-day term deposit in the 
amount of $291,914 (2001 -$76,000,000) issued by Trilon International Inc, the parent company 
of IGHL.  The term deposit bears an interest rate of 1.13% (2001 – 1.67%) and matures on  
January 1, 2003.   
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10. Commitments  
 
 (i) The Company leases office space under operating leases expiring in various years through 

2008.  The future minimum rental payments related to these commitments are as follows:   
 
  2003     $ 721,998 
  2004       761,106 
  2005       761,106 
  2006       761,106 
  2007       678,751 
  2008 and thereafter      596,397 
 
       $  4,280,464 
 

In addition, a subsidiary of the Company has entered into a sublease arrangement from  
April 22, 2002 to December 31, 2005 on its New York premises.  This sublease arrangement 
reimburses the Company $67,624 monthly amounting to $2,137,089 over the term of the 
arrangement. 

 
 (ii)  On December 31, 2002, the Company made a contribution of £10.0m (US$16.03m) to Funds at 

Lloyd’s of London in order to support the 2003 underwriting of Syndicate 994.  In addition on 
December 31, 2002, the Company purchased an option for consideration of £0.1m (US$0.16m) 
to acquire 66.67% of Greenwich Managing Agency Limited, a Lloyds of London registered 
Managing Agent.  If exercised, the option will trigger a final payment of £1.4m (US$2.26m). 

 
 
11.  Statutory requirements 
 
  Imagine Insurance Company Limited, Vision Reinsurance Limited, Vision Insurance A/S, Imagine 

Reinsurance S.A., Vision Reinsurance U.S. Limited and Imagine International Reinsurance 
Company Limited are required to maintain certain measures of solvency and liquidity as 
prescribed by regulations of Barbados, Denmark, Luxembourg and Ireland, respectively.  The 
Company’s ability to pay dividends is therefore subject to the regulatory restrictions on the 
payment of dividends by its licensed insurance subsidiaries. 

 
  Actual and minimum statutory capital and surplus as of December 31, 2002 of each company 

referred to above are as follows: 
 
     

 Company   Actual Minimum 
 
   Imagine Insurance Company Limited $ 346,559,808 $ 47,081,000 
   Vision Reinsurance Limited 3,989,724 125,000 
   Vision Insurance A/S 13,503,173 8,963,297 
   Imagine Reinsurance S.A. 4,049,667 1,336,553 
   Vision Reinsurance U.S. Limited 125,640 125,000 
   Imagine International Reinsurance Company Limited 19,895,043  685,000 
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12. Taxation 
 

Under current Barbados law and in accordance with Section 29 of the Exempt Insurance Act, 
Imagine Insurance Company Limited is subject to taxation at a rate of zero percent for a period 
up to December 28, 2015, and thereafter at a rate of two percent on the first $125,000 of taxable 
income.  Subsequent to December 31, 2002, Imagine Insurance Company limited has applied to 
register as a Qualifying Insurance Company (QIC) under the Insurance Act 1996-32 (the “Act”).  
Under the Act, the Company would, as a QIC, be liable for tax on its taxable income at a rate of 
37.5% or 2002 and 40% for 2001.  However, as the Company’s income is exclusively earned 
from foreign insurance business, the Company would be eligible for tax credit of 93%, the 
maximum allowance under Section 12H of the Barbados Income Tax Act, Cap 73.  This would 
result in a net effective tax rate of 2.625% for 2002 and 2.8% for 2001.  Should the application for 
registration be approved by the Supervisor of Insurance, the Company would be liable for tax on 
all years commencing after December 31, 1995.  The estimated tax liability for tax on all years to 
December 31, 2002 is $930,909.  This liability has not been accrued in the financial statements, 
as there is no legal liability until the Company has been registered as a QIC. 
 
Vision Reinsurance Limited registered as a Qualifying Insurance Company (QIC) under the 
Insurance Act 1996-32 (the” Act”) on October 1, 2002.  Under the Act, the Company is liable for 
tax on its taxable income at a rate of 37.5%.  However, as the Company’s income is exclusively 
earned from foreign insurance business, the Company is eligible for a tax credit of 93%, the 
maximum allowance under Section 12H of the Barbados Income Tax Act, Cap 73.   This resulted 
in a net effective tax rate of 2.625% for the period October 1,2002 to December 31, 2002.  There 
was no tax due under the QIC provision for 2002.  For the period January 1, 2002 to  
September 30, 2002, Vision Reinsurance Limited (previously Enterprise Reinsurance Limited) 
had made an irrevocable election under Section 953(d) of the Internal Revenue Code to be 
treated as a U.S. domestic insurance company.  The statutory tax rate in the United States for 
the period January 1, 2002 to September 30, 2002 was 34%.  When Vision Reinsurance Limited 
transferred its ownership to IICL it gave up its irrevocable election under Section 953(d). 

 
Vision Reinsurance U.S Limited registered as a Qualifying Insurance Company (QIC) under the 
Insurance Act 1996-32 (the” Act”) on October 1, 2002.  Under the Act, the Company is liable for 
tax on its taxable income at a rate of 37.5%.  However, as the Company’s income is exclusively 
earned from foreign insurance business, the Company is eligible for a tax credit of 93%, the 
maximum allowance under Section 12H of the Barbados Income Tax Act, Cap 73.   This resulted 
in a net effective tax rate of 2.625%.  Vision Reinsurance U.S. Limited also made an irrevocable 
election under Section 953(d) of the Internal Revenue Code to be treated as a US domestic 
insurance company.  The current statutory tax rate in the United States is 34%. 
 
Enterprise Reinsurance Holdings Corporation and its subsidiaries file a consolidated U.S. income 
tax return with its includable subsidiaries, Vision Reinsurance U.S. Limited and Enterprise 
Advisors Inc.   The current statutory tax rate in the United States is 34% (2001 – 34%). 
 
Vision Insurance A/S and Imagine Reinsurance S.A are subject to a corporate tax rate of 30% 
(2001 – 30%) in Denmark and Luxemburg.  Imagine International Reinsurance Limited was 
subject to a tax rate of 16% (2001 – 20%) in Ireland.  This tax rate in Ireland will reduce to 12.5% 
in 2003.  

 
  Income taxes reflected in income statement relate primarily to U.S. and Danish taxation.  

Included in other assets is a net tax receivable of $374,796 (2001 - $3,498,523). 
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13. Contingencies 
 

From time to time in connection with its operations, the Company and its subsidiaries are named 
as defendants in actions for damages and costs allegedly sustained by the plaintiffs.  While it is 
not possible to estimate the outcome of the various proceedings at this time, such actions have 
generally been resolved with minimal damages or expense in excess of amounts provided and 
the Company does not believe that it will incur any significant additional loss or expense in 
connection with such actions. 

 
 
14. Purchased Insurance Claims 
 

The amount of $7,423,188 (2001 - $Nil) represents the cost of rights purchased by the Company 
to collect insurance claims against certain insolvent and impaired insurance companies operating 
under Schemes of Arrangement (“Scheme”) in the London insurance market.  In purchasing the 
right to collect these claims, the Company does not act as an insurer, does not assume any 
obligation to pay claims or to cover their inherent litigation or arbitration exposures.  The 
Company assumes the role of the original insured to pursue recovery of the value of the 
remaining insurance claims or reinsurance recoveries. 
 
Under the terms of each Scheme, the Company expects to recover the cost of its initial 
investment within 12 months of the purchase date through the collection of initial dividends from 
the Schemes.  Each Scheme’s initial dividend rate is published and known to the Company at the 
time of purchasing the claim. The Company is also entitled to receive subsequent annual 
dividends through and including the final dividend paid out upon the closing of a given Scheme 
and liquidation of all that Scheme’s assets.  The period of recovery can range from 18 months up 
to seven years or more depending on the age of the respective Scheme. Since the future of a 
Scheme’s dividend flows cannot be predicted with any certainty, the asset value of the claims 
purchased is carried at cost, i.e. the original purchase price. 
 
In determining the purchase price paid for a claim, the Company has estimated the expected 
future declared dividends for each Scheme and has discounted those cash flows using a U.S. 
Treasury yield curve on the purchase date adjusted for a credit margin reflecting the Scheme 
credit risk of making these estimated dividend payments over time. 
 
Revenue will be recognized on these claims by applying an effective interest rate to the cash flow 
expected to be received over time.  As at December 31, 2002, no income has as yet been 
recognized. 
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15. Reinsurance 
 

Reinsurance contracts do not relieve the Company from its obligations to policyholders.  Failure 
of reinsurers to honour their obligations could result in losses to the Company. Consequently, 
allowances are established for amount deemed uncollectible.  The Company evaluates the 
financial condition of its reinsurers and monitors concentrations of credit risk arising from similar 
geographic regions, activities, or economic characteristics of its reinsurers to minimize the 
exposure to significant losses from reinsurer insolvencies. 
 
Ceded Premiums payable of approximately $1,174,607 (2001 - $Nil) are with respect to two 
reinsurers.  The Company holds collateral under various reinsurance agreements in the form of 
letters of credit as security for these balances.  As at December 31, 2002, no amounts were 
recoverable from retrocessionaires. 

 
 
16. Comparative Figures 
 
 Certain comparative amounts for 2001 have been reclassified to conform to the current year’s 

presentation. 
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