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Committee members' report

The members present their report and the audited financial statements of the Fund for the year ended
31 December 2019,

Principal activity
The income and expenditure account for the year is set out on page 6.

The principal activities of the Fund are to make payments in respect of claims against locally licensed
insurance companies which remained unpaid by reason of the insolvency of such companies, and to
compensate victims of road ftraffic accidents in circumstances as specified by the Protection and
Compensation Fund Regulations, 2003, enacted by LN 435 of 2003 under the Insurance Business Act, 1998
{previously the Insurance Business Security Fund Regulations, 1986).

Committee members
The members of the Management Committee during the year were:

Joseph Borg Bartolo — Chairman

David G. Curmi

Benny Borg Bonello

Joseph Naudi Montaldo

Dr Andrea Zerafa (appointed on 22 March 2020)
Michelle Whitehead (resigned on 29 July 2019)

Every member of the Committee shall hold office for such period and upon such terms and conditions as
may be determined by the Malta Financial Services Authority and as indicated in the letter of appointment,
such term of office being not less than one year and not more than three years. Every member of the
Committee shall be eligible for re-appointment.

Statement of committee members' responsibilities

The commitiee members are required by the Protection and Compensation Fund Regulations, 2003 to
prepare financial statements that give a true and fair view of the state of affairs of the Fund as at the end of
each financial period and of the income and expenditure for that period.

In preparing the financial statements, the committee members are responsible for;

s ensuring that the financial statements have been drawn up in accordance with the Protection and
Compensation Fund Regulations, 2003;

» selecting and applying appropriate accounting policies;

= making accounting estimates that are reasonable in the circumstances; and

» ensuring that the financial statements are prepared on the going concern basis unless it is
inappropriate to presume that the Fund will continue in business as a going concern.

The committee members are also responsible for designing, implementing and maintaining internal
control as the commitiee members determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error, and that comply with
the Protection and Compensation Fund Regulations, 2003. They are also responsible for safeguarding
the assets of the Fund and hence for taking reasonable steps for the prevention and detection of fraud
and other irregularities.
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Committee members' report - continued
Statement of committee members' responsibilities - continued
Auditors

PricewaterhouseCoopers, have expressed their willingness to continue in office and a resolution proposing
their reappointment will be put before the members at the next annual general meeting.

By order of the committee

David G. Curmi
Committee member

Malta Financial\Services Authority
Notabile Road
Mriehel

27 May 2020
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Independent auditor’s report
To the Members of Protection and Compensation Fund

Report on the audit of the financial statements

Our opinion

In our opinion the Protection and Compensation Fund’s financial statements for the year ended 31
December 2019, are prepared in all material respects, in accordance with the accounting policies
described on pages 10 to 12 of the financial statements.

What we have audited
Protection and Compensation Fund’s financial statements, set out on pages 6 to 18, comprise:

e the income and expenditure account for the year ended 31 December 2019;

e the balance sheet as at 31 December 201g9;

e the statement of changes in funds for the year then ended;

» the statement of cash flows for the year then ended; and

e the notes to the financial statements, which include a summary of significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Independence

We are independent of the fund in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with the ethical
requirements of the Accountancy Profession (Code of Ethics for Warrant Holders) Directive issued in
terms of the Accountancy Profession Act (Cap. 281) that are relevant to our audit of the financial
statements in Malta. We have fulfilled our other ethical responsibilities in accordance with these
Codes.
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Independent auditor’s report - continued

To the Members of Protection and Compensation Fund

Basis of accounting and restriction on distribution and use

Without modifying our opinion, we draw attention to the accounting policies on pages 10 to 12 of the
financial statements, which describe the basis of accounting. The financial statements are prepared to
assist the Protection and Compensation Fund to comply with the financial reporting provisions of the
Protection and Compensation Fund Regulations, 2003. As a result, the financial statements may not be
suitable for another purpose. Our report is intended solely for the members of the Protection and
Compensation Fund and should not be distributed to or be used by parties other than the members of
the Protection and Compensation Fund.

Other information

The committee members are responsible for the other information. The other information comprises
the Committee members’ report and the detailed accounts included on page 20 (but does not include
the financial statements and our auditor’s report thereon).

Our opinion on the financial statements does not cover the other information and we do not express
any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit, or otherwise appears
to be materially misstated. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report that fact. We have nothing to
report in this regard.

Responsibilities of the committee members for the financial statements

The committee members are responsible for the preparation of financial statements that give a true and
fair view in accordance with the requirements of the Protection and Compensation Fund Regulations,
2003, and for such internal control as the committee members determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the financial statements, the committee members are responsible for assessing the fund’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 committee members either intend to liquidate
the fund or to cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs will always detect a material misstatement when'it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.
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Independent auditor’s report - continued
To the Members of Protection and Compensation Fund

Auditor’s responsibilities for the audit of the financial statements - continued

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain
professional scepticism throughout the audit. We also:

» Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the fund’s internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the committee members.

* Conclude on the appropriateness of the committee members’ 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 fund’s ability to continue as
a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditor’s report. However, because not all future events or
conditions can be predicted, this statement is not a guarantee as to the fund’s ability to continue
as a going concern. In particular, it is difficult to evaluate all of the potential implications that
COVID-19 will have on the overall world economy and general business and its impact on fund’s
trade, customers, suppliers and the possible disruption to its business.

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

We communicate with the committee members 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.

PricewaterhouseCoopers
78, Mill Street

Qormi

Malta

ce (s

Lucienne Pace Ross
Partner

27 May 2020
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Income and expenditure account

Year ended 31 Becember

Notes 2019 2018

€ €

Income 2 197,154 188,339
Expenditure 3 {21,431) (22,289)
Surplus for the year 175,723 166,050
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Balance sheet

As at 31 December

Notes 2019 2018
€ €
ASSETS
Fixed assets
Financial assets
Investments — available-for-sale 4 6,483,082 5,711,299

Total non-current assets 6,483,082 5,711,299

Current assets
Trade and other debtors 5 264,507 271,553
Motor Accident Fund

- Security Fund 6 38,608 38,608

- Protection and Compensation Funds 6 833,622 840,355

Cash at bank 11 3,108,952 2,232,418

Total current assets 4,245,689 3,382,934

Total assets 10,728,771 9,094,233

LIABILITIES

Funds and reserves

Protection and Compensation Funds - Insolvency Fund

- General Business Fund 8 2,686,553 2,440,458

- Life Business Fund 8 3,861,839 3,397,026
6,548,392 5,837,484

Accumulated fund 8 1,364,527 1,188,804

Revaluation reserve 8,9 1,727,273 955,490

Total funds and reserves 9,640,192 7,981,778

Creditors: amounts falling due within one year

Trade and other creditors 7 1,088,579 1,112,455

Total liabilities 10,728,771 9,094,233

David G. Curmi
Committee member
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Statement of changes in funds

Protection
and
compensation Accumulated Revaluation
Notes funds fund reserve Total
€ € € £
Balance at 1 January 2018 5,162,271 1,022,754 1,013,463 7,198,488
Net contributions levied during
the year 8 675,213 - - 675,213
Fair value mavements
- available-for-sale investments 9 - - (57,973) (57,973)
Surplus for the financial year - 166,050 - 166,050
Balance at 31 December 2018 5,837,484 1,188,804 955,490 7,981,778
Balance at 1 January 2019 5,837,484 1,188,804 955,490 7,981,778
Net contributions levied during
the year 8 710,808 - - 710,908
Fair value movements
- available-for-sale investments 9 - - 771,783 771,783
Surplus for the financial year - 175,723 - 175,723
Balance at 31 December 2019 6,548,392 1,364,527 1,727,273 9,640,192




PROTECTION AND COMPENSATION FUND
Annual Report and Financial Statements - 31 December 2019

Statement of cash flows

Year ended 31 December

Notes 2019 2018
€ €

Operating activities
Cash generated from operations 10 165,626 158,566
Investing activities
Purchase of investments 4 - {299,522)
Financing activities
Levies collected 8 710,908 675,213
Movement in cash and cash equivalents 876,534 534,257
Cash and cash equivalents at beginning of year 2,232,418 1,698,161
Cash and cash equivalents at end of year 1 3,108,952 2,232,418
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Accounting policies

The principal accounting policies adopted in the preparation of these financial statements are set out
below.

1.

Basis of preparation

The financial statements are prepared under the historical cost convention and have been prepared in
accordance with the Protection and Compensation Fund Regulations, 2003.

Protection and Compensation Fund / Security Fund

Article 49 of the Insurance Business Act provides for the establishment of the Protection and
Compensation Fund to be utilised o make paymenis in respect of claims which remain unpaid by
reasaon of the insolvency of the insurer (*General Insurance Fund” and “Life Insurance Fund” shown
on the balance sheet), and to compensate victims of specified road traffic accidents ("Motor
Accident Fund” shown on the balance sheet). The Protection and Compensation Fund/Security
Fund shown on the balance sheet comprise levies collected from members, less claims paid and
provisions for outstanding/potential claims.

The ‘Security Fund’ shown in the balance sheet represents the Fund set up under the Insurance
Business Security Fund Regulations, 1986 (which were repealed by the Protection and
Compensation Fund Regulations, 2003). The deficit as at 31 December represents contributions
collected short of outstanding provisions. The cost of the eventual setilement of these claims is
recoverable from members in accordance with the Regulations.

The ‘Protection and Compensation Fund' shown in the balance sheet represents the fund set up
under the Protection and Compensation Fund Regulations, 2003. Under these Regulations,
contributions in respect of claims which remain unpaid by reason of insolvency of the insurer are
required to be pre-funded to the Protection and Compensation Fund for the purposes of the
“General Insurance Fund” and the “Life Insurance Fund” at a rate of 0.125 per cent of the gross
premium income of the protected risks by the insurer for the year ending last before the beginning
of that calendar year. A sum not exceeding 5% of the total amount of contributions payable to the
Fund (as may be determined by the Management Committee} shall be at the disposal of the
Committee to mest expenses incurred by the administration of the Fund. A further post-funded
contribution will be required by every insurer carrying on business of motor insurance to be utifised
exclusively for the payment of compensation of motor accidents in a similar way to contributions
collected for the *Security Fund”.

In accordance with Article 31(4) of Protection and Compensation Regulations, 2003, all assets and
liakilities of the Security Fund transferred to the Protection and Compensation Fund in virtue of the
Act shall, be kept separate from other assets and liabilities of the Protection and Compensation
Fund and the administration of the assets and liabilities which are to be kept separate in virtue of
those regulations shall continue to be governed by regulation 10 of the 1986 Regulations until all
obligations of the Protection and Compensation Fund under the 1986 Regulations are discharged
in full.

Any assets of the Security Fund which are kept separate from the other assets of the Fund
remaining in hand after the discharge of all obligations under the 1986 Regulations shall be
aggregated to the other assets of the Fund and continue to be used exclusively for the same
purpose which they were used under the 1986 Regulations.

10
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Provision for imminent and potential claims

Provision is made for the full estimated cost of claims notified but not yet settled by the year end.
The amounts provided for are charged to the Funds (see Note 6 and 8) and credited to the Motor
Insurers’ Bureau (Note 7), which carries out its administrative function, including the payment of
claims.

Financial assets — Investments

The Fund classifies its investments into the available-for-sale category. The classification is
dependent on the purpose for which the investments were acquired. The committee members
determine the appropriate classification of investments at the time of purchase and re-evaluate
such designation at every reporting date.

Available-for-sale investments are those non-derivative financial assets that are designated as
available for sale or are not classified as (a) loans and receivables, (b) held-to-maturity or (c)
financial assets at fair value through profit or loss. They include inter alia, listed securities.

All purchases and sales of investments are recognised on the trade date, which is the date that the
Fund commits to purchase or sell the assets. All investments are initially recognised at fair value
plus, transaction costs that are directly attributable to their acquisition. Investments are
derecognised when the rights to receive cash flows from the investments have expired or where
they have been transferred and the Fund has also transferred substantially all risks and rewards of
ownership.

Available-for sale investments are subsequently re-measured at fair value. A gain or loss on an
available-for-sale financial asset is recognised directly in equity, through the statement of changes
in funds, except for impairment losses and foreign exchange gains and losses, until the financial
asset is derecognised, at which time the cumulative gain or loss previously recognised in equity is
recognised in the profit and loss.

The fair value of quoted securities and units in unit trusts is based on quoted market prices at the
balance sheet date.

In the case of securities classified as available-for sale, a significant or prolonged decline in the fair
value of the security below its cost is considered in determining whether the securities are
impaired. If any such evidence exists for available-for-sale financial assets, the cumulative loss —
measured as the difference between the acquisition cost and current fair value, less any
impairment loss on the financial asset previously recognised in the income and expenditure
account — is removed from equity and recognised in the income and expenditure account.
impairment losses recognised in the income and expenditure account on equity instruments are not
subsequently reversed.

Debtors
Debtors are carried at anticipated realisable value. An estimate is made for doubtful debtors based

on a review of all outstanding amounts at the year end. Bad debts are written off during the year in
which they are identified,

11
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Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise deposits held
at call with banks.

Trade creditors

Trade creditors are recognised initially at fair value and subsequently measured at amortised cost
using the effective interest method.

Revenue recognition

Interest income is recognised in the profit and loss account as it accrues, unless collectability is in
doubt,

The fund is also entitled under Reg. 7(6) of the Protection and Compensation Fund Regulations,
2003 to an administration levy not exceeding 5% of total contributions payable to meet ordinary
expenses incurred by the Fund. This levy is recognised as it accrues and is included within
‘income’ in the income and expenditure account.

12
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Notes to the financial statements

1.

Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and based on historical experience and other
factors including expectations of future events that are believed io be reasonable under the

circumstances.

In the opinion of the committee members, the accounting estimates and judgements made in the
course of preparing these financial statements are not difficult, subjective or complex to a degree

which would warrant their description as critical.

Income

Income includes administration interest receivable and any profit on disposal of investments.

No administration levies were charged during 2019 and 2018.

Expenses by nature

Committee members' fees

Motor Insurers’ Bureau administration fee
Auditors’ remuneration

Other expenses

Total expenditure

Financial assets — available-for-sale investments

Opening balance
Additions
Net fair value gains (Note 9)

Closing balance

2019 2018

€ €

9,116 12,878
1,748 1,176
2,100 2,500
8,467 5,735
21,431 22,289
2019 2018

£ 3
5,711,299 5,469,750
. 299,522

771,783 (57,973)
6,483,082 5,711,299

13
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Financial assets — available-for-sale - continued

Available-for-sale investments include the following:

2019 2018

€ €

Debt securities — listed fixed interest rate 6,483,082 5,711,299
The maturity of the fixed income debt securities is detailed below:

2019 2018

€ €

Between 2 and 5 years 140,849 145,929

After more than 5 years 6,342,233 5,565,370

6,483,082 5,711,299

Trade and other debtors

2019 2018

€ €

Amounts due from Motor Insurers’ Bureau 207,163 228,568
Accrued income 57,344 42,985

264,507 271,553

The Protection and Compensation Fund Committee has, under Section 6(2) of the Protection and
Compensation Fund Regulations 2003, delegated part of its administrative function to the Motor
Insurers’ Bureau. Amounts due by Motor Insurers’ Bureau represent levies collected from
members less claims paid {see also note 6).

14
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Motor Accident Fund

Provision for Amounts

Levies Claims Outstanding Recoverable
Collected Paid Claims from members
€ € € €

{2) Security Fund

Balance at 1 January 2018 (628,319) 602,886 58,554 33,121
L.evies collected - - -
Levies refunded - - - -

Claims paid - - - -
Decrease in provision - - 5,487 5,487
Balance at 31 December 2018 {628,319) 602,886 64,041 38,608
Balance at 1 January 2019 (628,319) 602,886 64,041 38,608

Levies collected
Levies refunded - - - -
Claims paid - - - -
increase in provision - - - -

Balance at 31 December 2019 (628,319) 602,886 64,041 38,608

(b) Protection and
Compensation Funds

Balance at 1 January 2018 (718,448) 528,522 1,397,630 1,207,704
Levies collected (47,941) - - (47,941)
Levies refunded - - - -
Claims paid - 235,404 (235,404) -
Decrease in provision - - {121,691) (121,691)
Claims refunded - (200,672) 2,955 {197,717)
Balance at 31 December 2018 (766,389) 563,254 1,043,490 840,355
Balance at 1 January 2019 (766,389) 563,254 1,043,490 840,355
Levies collected (15,321) - - (15,321)
Levies refunded - - - -
Claims paid - 41,178 (41,178) -
Increase in provision - - 8,588 8,588
Claims refunded - {(4,452) 4,452 -
Balance at 31 December 2019 {781,710) 599,980 1,015,352 833,622

The year-end balances represent contributions coliected from members short of outstanding
reported claims provisions. The cost of the eventual settlement of these claims is recoverable
from members in accordance with the Regulations.

15
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Trade and other creditors

2019 2018
3 €

Amounts falling due within one year
Provision for claims outstanding 1,079,393 1,107,531
Other creditors and accruals 9,186 4924

1,088,579 1,112,455

Protection and Compensation Funds

General Life

Insurance Insurance
Fund Fund Total
€ € €
Balance at 1 January 2018 2,210,796 2,951,475 5,162,271
Contributions received 229,662 445 551 675,213
Balance at 31 December 2018 2,440,458 3,397,026 5,837,484
€ € €
Balance at 1 January 2019 2,440,458 3,387,026 5,837,484
Contributions received 246,095 464,813 710,908
Balance at 31 December 2019 2,686,553 3,861,839 6,548,392

The ‘Protection and Compensation Fund’ shown in the balance sheet represents the fund set up
under the Protection and Compensation Fund Regulations, 2003. Under these Regulations,
contributions in respect of claims which remain unpaid by reason of insolvency of the insurer are
required to be pre-funded to the Protection and Compensation Fund.

The apportionment of the accumulated fund and revaluation reserve included in the balance sheet
as at 31 December 2019 and 2018 to the General Business Fund and Life insurance Fund on the
basis of the movements in the respective funds from 2004 to date is shown below:

General Life

Insurance Insurance
Fund Fund Total
€ € €
Accumulated Fund 496,999 691,805 1,188,804
Revaluation reserve 399,459 556,031 955,490
At 31 December 2018 896,458 1,247,836 2,144,294

16
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10.

11.

Protection and Compensation Funds — continued

General Life
Insurance  Insurance
Fund Fund Total
€ € €
Accumulated Fund 559,813 804,714 1,364,527
Revaluation reserve 708,634 1,018,639 1,727,273
At 31 December 2019 1,268,447 1,823,353 3,091,800
Revaluation reserve
2019 2018
€ £
Balance at 1 January 955,490 1,013,463
Movement in fair value (note 4) 771,783 (57,973)
Balance at 31 December 1,727,273 955,490
The revaluation reserve is non-distributable.
Cash generated from operations
Reconciliation of operating surplus to cash generated from operations:
2019 2018
€ €
Surplus for the year 175,723 166,050
Adjustment for:
Movement in provision for outstanding claims {(28,138) (348,654)
Movements in working capital:
- creditors 4,262 (3,177}
- debtors 13,779 344,347
Cash generated from operations 165,626 158,566
Cash and cash equivalents
2019 2018
€ 3
Cash at bank 3,108,952 2,232,418

17
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1.

12.

13.

Cash and cash equivalents — continued

Deposits held with banks earn interest as follows:

2019 2018

€ £

At fixed rates 2,176,215 2,050,068
At floating rates 932,737 182,352

3,108,952 2,232,418

Financial instruments
Credit risk

Financial assets which potentially subject the Fund to concentrations of credit risk consist principally
of investmenis and cash at bank. The Fund's cash is placed with quality financial institutions.
Concentration of the Fund's credit risk in respect of investments is considered by the members of the
Management Committee to be relatively insignificant in view of the nature of the assets held and the
credit standing of the issuer/counterparty.

Interest rate risk

The Fund's incoming and operating cash flows are substantially independent of changes in market
interest rates. Notes 4 and 11 incorporate interest rate and maturity information with respect to the
Fund's assets. Up to the balance sheet date, the Fund did not have any hedging policy with respect
o interest rate risk as exposure to such risk was not deemed 1o be significant by the members.

Fair values

At 31 December 2019 and 2018, the carrying value of the Fund's other assets and liabilities
approximated their fair values.

Subsequent events

Subsequent to 31 December 2019, the COVID-19 outbreak was declared as pandemic by the
World Health Organization. The situation is dynamic with various cities and countries around the
world responding in different ways to address the outbreak. As a result of the COVID-19 outbreak,
global financial markets have experienced significant volatility. As at 30 April 2020, the fair value
of the investments held by the Fund decreased by €52,570. This event is considered to be a non-
adjusting post balance sheet event.

18



PROTECTION AND COMPENSATION FUND
Detailed Accounts - 31 December 2019

Detailed accounts

Income and expenditure account

Page
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Income and expenditure account

income

Interest receivable from Motor Insurers’ Bureau

Interest receivable from available-for-sale investments
and term deposits

Expenditure

Publication costs

Audit and professional fees

Bank charges and interest

Committee members' fees

Motor Insurers’ Bureau administration fee
Miscellaneous expenses

Surplus for the year

2019 2018

£ €

1,748 1,176
195,406 187,163
197,154 188,339
2,192 2,067
5,428 5,310
238 170
9,116 12,878
1,748 1,176
2,709 688
21,431 22,289
175,723 166,050
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