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Governor Dr Luke Forau

GOVERNOR’S FOREWORD

The Financial Stability Report (FSR) captures information on developments that are rele-
vant for financial stability both at global and domestic fronts for 2019. It further provides
insights into the vulnerabilities, risks and policy responses in mitigating the said risks in
the domestic financial sector, with the aim of ensuring stability in the financial system.

Over the past twelve months, the domestic financial sector witnessed subdued growth
in lending activities, investment activities, and premium receipts. Besides weak global
market conditions, the decelerating trend underpins the slowdown in domestic economic
activities emanating from slow fiscal supports, limited investment opportunities, and the
continued aging legislative framework.

Going forward, the overall financial sector growth could contract further given the project-
ed economic growth of around minus 5% for 2020. This unfavourable growth is likely to
stem from the impacts of the coronavirus (COVID-19). The magnitude and extent of which
is unknown, although initial evidences have shown that the impacts could halt the normal
financial sector performance in 2020. This will certainly put pressure on the financial insti-
tutions to explore for new ways to deliver financial services and at the same time enhance
management and controls to remain profitable.

Despite the slowdown in the financial sector growth, the sector remained fundamentally
strong during 2019.

The FSR has been prepared by Financial Systems Regulation Department (FSRD) with the
assistance of CBSI Financial Stability Committee and the Executives of the Central Bank.

I hope this edition will provide you with insights into Solomon Islands financial sector per-
formances, vulnerabilities and risks affecting the domestic financial system, and actions
that CBSI had taken in 2019 to maintain stability in the system.

Dr Luke Forau
Governor
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CHAPTER 1: SUMMARY

The global economy, according to the International Mon-
etary Fund, expanded in 2019, albeit at a slower pace. It
grew by 2.9 percent compared to the 3.6 percent growth
recorded in 2018. Growths in the US, UK and the Chinese
economies slowed down in 2019 while the Japanese econ-
omy recorded another expansion during the year.

Meanwhile, banks around the world have positioned
themselves to withstand such unprecedented shock as
that of the COVID-19 pandemic. In the UK, results from
annual stress test conducted by the Bank of England af-
firmed that the UK banks are capable to weather a disor-
derly Brexit and any economic recession experienced in
the UK and the global economy. On the other hand, relax-
ing of financial conditions along with a slowdown in in-
terest rates in developed economies contrived a rebound
in portfolio flows to the emerging markets.

In Asia, China and Japan had implemented some control
measures to mitigate risks associated with few financial
activities. The former undertook the measures to contain
growth of its thriving non-bank financial sector while the
latter to control activities of high frequency trading (HFT)
trading firms. Australia and New Zealand banking sys-
tem remained fundamentally strong in spite of elevated
household debts in the housing markets for both coun-
tries and increasing level of debts in dairy farming sector
for New Zealand. Banks in the Pacific remained profit-
able and operated within their regulatory and prudential
bounds during the year, but risks associated with the
fragile correspondent banking relationship, high levels of
household debts, and limited onshore investment oppor-
tunities persisted.

Solomon Islands financial system remained vulnerable
to corporate debt burdens; conduct risk; fintech develop-
ments and associated cyber threats; and vulnerabilities
associated with the financing gap left behind by Republic
of China (ROC), which has potential to undermine devel-

opments of agroindustry and sustainability of small agri-
businesses in Solomon Islands.

Risks to financial stability remained at elevated level and
the system remained exposed to: (i) credit risks arising
from narrow loan portfolio composition, asset quality
and credit concentration; (ii) liquidity and credit concen-
trations; (iii) investment risks stemming from investment
concentration and narrowed investment opportunities;
and (iv) underwriting risk arising from geographical con-
centration due to narrowed opportunities, natural haz-
ards due to changing environment, and from frail policy
framework.

Solomon Islands banking sector maintained its strong per-
formance. Despite limited expansion opportunities, the
sector recorded a net surplus of $125.8 million and its total
assets reached $6.1 billion at end of 2019. Banks continued
to provide banking services to their customers, but credit
remains the major risk of the banking sector.

Similarly, the superannuation and insurance sectors main-
tained positive performances. The former recorded a net
profit of $31.8 million and total assets of $3.8 billion while
the latter registered a net profit after tax of $15.1 million
and total assets of $137.6 million at end of 2019. Neverthe-
less, ageing legislation remained a prudential concern for
these two sectors while low insurance penetration rates
further adds to the insurance sector’s list.

In 2019, only one credit union remained in the watch list
of the Central Bank and risks highlighted in the 2018 edi-
tion of the Financial Stability Report remained at an ele-
vated level. Governance, credit, and operational risks are
key risks affecting the sector.

Actions that the Central Bank has taken in 2019 to less-
en the impact of the risks in the system are discussed in
Chapter 3 of this Report.
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CHAPTER 2: OVERVIEW OF INTERNATIONAL AND DOMESTIC

FINANCIAL ENVIRONMENT

The global economy, according to the International Mon-
etary Fund, slowed down in 2019 by 2.9 percent from the
3.6 percent registered in 2018. This subdued growth is a
consequence of rising trade barriers, elevated uncertainty
surrounding trade and geopolitics, idiosyncratic factors
causing macroeconomic strain in several emerging mar-
ket economies; structural factors such as low productivity
growth and aging demographics in the advance econo-
mies.

In the United States (US), real GDP grew by 2.4 percent in
2019, down from 2.9 percent in 2018, and the financial con-
ditions had remained broadly accommodative. Interest
rates remained low, one of the lowest since the last Global
Financial Crisis, risk-taking appetite had remained firm,
and asset valuations had risen in major markets.

In Europe, the United Kingdom economy grew by 1.2
percent in 2019, down from 1.4 percent registered in 2018.
Across euro area, growth has been downgraded from
1.9 percent in 2018 to 1.2 percent in 2019, due to weak
exports, while Brexit related uncertainty continues to
weaken growth in the United Kingdom. The main driver
of the sluggish growth in UK is their exposure to slow-
ing growth in China and spillovers from US-China trade
tension. Moreover, the Bank of England annual stress test
result has shown that the banks in UK were capable of
withstanding a disorderly Brexit and any deep recessions
associated with any catastrophic event occurring in UK
and the global economy.

The easing in the financial conditions and low interest
rates in advance economies, more particularly the US
economy, had supported rebound in portfolio flows to
Emerging Market Economies (EME). Debt flows has ris-
en as higher yielding dollar denominated bonds have be-
come increasingly more attractive than bonds issued by
advanced economies. Increased appetite for EME dollar
debt has supported a pick-up in issuance by EME sover-
eign bond market, these inflows of capital have supported
additional borrowing offshore by EMEs. This opens up
the exposure of EMEs to external vulnerability risks and
the increased borrowing could expose them to rollover
and debt sustainability risks.

Within the Asia-Pacific region, Chinese economy grew by
6.1% in 2019, down from 6.6% in 2018, but the financial
conditions remained stable overall as Chinese authorities
had eased monetary policy to counter the effects of exter-
nal pressures and tighter regulations. China’s regulators
introduced a number of control measures to contain the
growth of its thriving non-bank financial sector. Report
filing rule, which compelled peer-to-peer lenders’ strict
compliance, was one of the control measures that had
been introduced. Unfortunately, peer-to-peer lenders had
described the rule to be complicated and the rule had so
far forced fintech firms to shelve their plans to float on
stock market. In addition to the report filing rule, China’s

regulators had also launched a formal licensing regime
for lenders and furthermore had imposed limits on loan
sizes and barred platforms from guaranteeing investors’
capital. Notably, these reforms were aimed at containing
financial integrity and reputational risks to the financial
system that may be associated with illegitimate operators’
outlandish activities. Those operators had made outland-
ish promises to investors.

The Japanese economy grew by 0.9% in 2019, up from
0.8% in 2018. During the year, the Japanese authorities
had tightened the rules surrounding high frequency trad-
ing. This review was aimed principally at correcting the
perceived deficiencies about the HFT activities where the
market participants had viewed the HFT firms to be the
potential source of financial instability due to their high-
speed trading activities. Moreover, the market partici-
pants had also viewed the HFT activities to be the poten-
tial headspring for disadvantaging retail investors given
that 70 percent of the firms trading in the Tokyo Stock
Exchange are HFT firms. Altogether, HFT firms are now
obliged to register with Financial Services Agency, and to
demonstrate their risk management mechanisms and pro-
cesses’ effectiveness.

Closer to Solomon Islands, the Australian financial sys-
tem remained resilient and fundamentally strong, despite
slower economic growth and the prolonged low global
interest rates. The banks in Australia remained profit-
able and had built adequate capital and liquid assets to
withstand global economic and financial crises. Despite
the positive performance, risk emanating from external
shocks, high household debts, risks in housing markets
and risk stemming from the banking sector’s non-finan-
cial risks persists. The Australian Prudential Regulation
Authority (APRA) had taken some measures to improve
the resilience of the financial system, more particularly,
the implementation of the framework for loss-absorber
capacity (LAC), the tightening of culture and conduct risk
framework, and the strengthening of lending standards
for residential mortgages in recent years has appropriate-
ly improved the quality of new lending.

Across the Tasman Sea, the New Zealand financial system
remained resilient and fundamentally strong overall. The
banking sector maintains buffers of capital and liquid-
ity over their regulatory requirements and has recorded
strong profitability but risks to the financial system per-
sisted. In particular, the high levels of indebtedness in the
household and dairy farming sectors remained a concern
given their potential to elevating financial risks. Mean-
while, new risks have emerged in the insurance and credit
union sector. Some insurers have low solvency buffers be-
low the threshold requirement set by the Reserve Bank of
New Zealand. Reported solvency ratios have declined for
many life and general insurers, leaving low buffers over
minimum requirements. Affected insurers are preparing
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plans to increase their solvency ratios and are subject to
enhanced supervisory engagement. Pressures are emerg-
ing for some credit unions with a number operating at a
loss. The main driver is on low economies of scale and
have faced significant cost overrun in updating core bank-
ing systems. Several credit unions have merged over the
years in order to boost economies of scale and further im-
prove the sector.

In the Pacific, the banking system of the small island econ-
omies had remained resilient and largely stable since the
last issue of the Financial Stability Report (FSR). They re-
mained profitable and met their minimum capital adequa-
cy and other prudential requirements. Nonetheless, risks
associated with slower GDP growth, fragile correspon-
dent banking relationship, limited onshore investment
opportunities, growths in personal lending, emergence
in impersonating activities, cyber risks, and rising levels
of household debts persisted. Other risks have emerged
since the last issue and are associated with climate change
issues, increased shadow banking activities and lack of re-
insurances in some small island nations.

Domestically, the Solomon Islands economy contracted in
2019. Gross domestic product fell by 1.5 percentage points
from a provisional estimate of 2.7 percent to 1.2 percent by
the end of 2019. This backdrop mirrored weak economic
performances at both the international and domestic lev-
els. On the international front, proceeds from round log
exports was notably low, this pointed to the spillover ef-
fects of the China-US trade war which weakened China’s
demand for round logs - the country’s largest export com-
modity. Total inflows from other exported domestic prod-
ucts also declined during the year, rippled down by a gen-
eral reduction in international commodity prices, which to
an extent disincentivized local producers from increasing
production output. Domestically, the slow performance
was also attributed to low income from round log exports

and agricultural crop - underpinning a general cutback in
domestic income. Temporal disruptions in some econom-
ic activities mainly on wholesale and retail as well as the
production sector during the course of the national gener-
al election in April 2019 also contributed to the sluggish
economic performance. This also led to a slowdown of the
agricultural performance in the country. More so, gov-
ernment revenue subdued, constricting the government’s
ability to provide subsidies to the local economy thence.
This outcome resulted from drop back in tax income as a
result of the frail economic condition.

In the financial sector, banks and non-bank financial insti-
tutions are grappling with the impact of the slowdown in
economic activities. This has put a drag on money creation
processes of banks and has not only led to weak debt-ser-
vicing capabilities of financial consumers but has also
crystalized into a high volume of non-performing loans
(NPLs), mainly in the personal and construction sectors.
The increase in NPLs witnessed across 2019 fueled further
buildup of toxic assets in the system, putting pressures on
some of the banks’, credit institutions’, and credit unions’
capital. Meanwhile, insurance and superannuation fund
maintained positive growths but at a relatively slower
pace.

Overall, licensed banks and non-banks financial institu-
tion maintained profitability across 2019, despite the weak
economic out turn. This has helped them to maintain ad-
equate capital and liquidity buffers. The introduction of
supervision levy on banks and credit institutions at the
beginning of 2019 as well as the application of risk-based
supervision framework will further strengthen corporate
governance and risk management and compliance culture
of these financial institutions (FIs). In addition, it should
also induce FIs to operate within the bounds of their
risk-taking appetite and to produce and maintain desir-
able financial soundness indicators going forward.
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CHAPTER 3: DOMESTIC FINANCIAL SECTOR DEVELOPMENTS

Generally, Solomon Islands financial sector performed
reasonably well in 2019, in spite of the sluggish econom-
ic growth witnessed during the year and persistence of
vulnerabilities and risks to the country’s financial system.

3.1 Vulnerabilities

Vulnerability stemming from rising corporate debt
burdens

The banking sector is vulnerable to risks stemming from
rising corporate debt burdens. Banks and non-bank fi-
nancial institutions (NBFI) operating in Solomon Islands
are either branches or subsidiaries of foreign banks and
NBFIs. In practice, parent banks and NBFIs are expected
to inject capital or equity funding into their branches and
subsidiaries operating in Solomon Islands during stress
period so that they do not breach CBSI’s regulatory and
prudential requirements. These requirements promote re-
sponsible corporate citizenship and stability of domestic
financial system.

Currently, banks hold sufficient capital to withstand any
economic risks. However, their viability may be threat-
ened by rising levels of corporate debt burdens associated
with subdued business activities and the unknown scale
and duration of the COVID-19 pandemic. Importantly,
these events have constricted the revenue generation ca-
pacity, undermined the debt-service ability and increased
the debt burden of private corporations. Usually, the lev-
el of toxic assets in the system is high when such events
occur, and as such is a contributor to financial sector vul-
nerability. The banks and credit institutions once fail to
meet their financial commitments when fall due can cause
very large economic and social costs to the overall finan-
cial system.

Vulnerability emanating from conduct risk

Domestic financial system is vulnerable to risk emanating
from culture and conduct risk. Resilience of financial in-
stitutions is underpinned by a sound understanding and
management of the risks that they face. There are signs
of culture and conduct risks emerging within the banks
and non-banks'. The recent reviews of the culture and
conduct of banks and non-banks have found weaknesses
in processes for managing culture and conduct risks. For
example, there are signs of some financial institutions tak-
ing actions that are detrimental to customers which could
potentially expose their institutions to reputational risks.
Similarly, there are also signs of slackness in the owner-
ship of risk culture within some frontline business units
and as such are exposing their institutions to operation-
al and financial risks in the future, if not addressed now.
Further risk management weaknesses include vulnerabil-
ity in computational errors pertaining to calculation of as-
set quality, valuations of fixed assets, and compilation and

1 Non-banks include insurance companies, credit unions, and the su-
perannuation fund (SINPF)

submission of prudential returns to CBSI on time.

CBSI expects institutions to improve their own assurance
processes and controls, and the Central Bank will work
closely with the concern Fls to ensure this does not reoc-
cur in the future.

Vulnerability to risks relating to Fintech Develop-
ment

Solomon Islands will soon access new financial innovat-
ing opportunities created by the Fintech evolutions. These
evolutions will not only bring on benefits and immense
opportunities but also risks to the regulated Fls, custom-
ers and the overall financial stability. Some of the obvious
benefits for customers, similar to the current youSave Lo-
Mobile platform includes; (i) less time standing at counter
queues and cash handlings (ii)access of financial services
by informal sectors, (iii) ability to send transactions from
any location within the coverage area, (iv)and safe and se-
cure means to deposit savings.

Despite the potential benefits and opportunities, it is
worth considering that the adoption of such technological
innovations could exacerbate existing risks and even cre-
ate new ones. To name a few, consumer protection, data
privacy, anti-money laundering, counter-terrorist financ-
ing issues and cybersecurity issues rank at the top of the
concerns.

In the fintech related innovations like youSave LoMobile,
data and technology are critical features, while informa-
tion security arrangements and infrastructure involved
are prone to be fragile. Therefore, it should be a priority
for participating FIs to consider measures and controls to
identify, mitigate and overcome cyber threats as well as
maintaining robust personal data protection frameworks.

The emergence of fintech in the country, with its poten-
tial opportunities and risks, should also prompt all stake-
holders to reassess the adequacy of legal frameworks to
embrace these developments. In this process, the stake-
holders may wish to consider carefully the need for spe-
cific regulatory intervention, since there is no existing
legal framework that covers such innovations. This also
presented another challenge for the regulator to develop
policy and regulatory responses to promote innovation
while preserving sound and safe financial systems. It is
therefore, important that all key stakeholders must play
an active role in attuning the regulatory framework to the
extent that fintech developments in the country can effec-
tively bring opportunities with risks under control.

Itis crucial to stress that in view of the significant transfor-
mation of the financial system given the fintech phenom-
enon, CBSI as a regulator will continue to closely moni-
tor the fintech developments and its implications to the
financial system and the overall economy to ensure the
financial sector remains stable.
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Vulnerability stemming from political diplomatic
switch

Following the national general election in April 2019, the
newly formed Democratic Coalition Government for Ad-
vancement (DCGA ) switched diplomatic relationship to
the People’s Republic of China from the Republic of Chi-
na (ROC). The switch has instigated a huge public outcry
and caused major divide on opinion among the political
leaders and the civil society at large. Like any new devel-
opment, the new switch has its benefits and challenges.
The switch has caused fiscal shock in terms of government
revenue, more particularly, the revenues collected from
Taiwanese fishing companies and the donor support pro-
vided by ROC have all ceased after the switch.

Moreover, weak government revenue and delayed fund-
ing from the new diplomatic partner disrupted the gov-
ernment’s commitment to provide funds to its creditors
on time. This caused the financial institutions to become
highly vulnerable to financial risks as corporate and
household borrowers who depends on government to set-
tle loans became vulnerable to default risk. This is a con-
cern because unpaid loans affect the quality of assets in
the system.

3.2 Risks and Microprudential Policy Responses

Despite the overall stable financial system resulting from
positive performances recorded by the banking, superan-
nuation, insurance and credit union sectors in 2019, it was
not entirely a free ride for the Fls. The FIs had faced head-
winds emanating from mounting pressures from both
the internal and external environment. Notably, these
pressures posed risks to the financial system’s stability.
Among others, credit risk, liquidity risk, investment risk
and underwriting risk have been the obvious risks wit-
nessed in 2019.

Fortunately, these risks have been identified, and with
diligent work outplayed by the board and management
teams of the Fls and supervisory role performed by the
Central Bank, these risks were contained within bay. The
risks and microprudential policy responses are outlined
below.

Credit risks arising from narrow loan portfolio
composition, asset quality and credit concentration
remained a concern for some banks, credit institu-
tions, and credit unions.

For the banking sector, the limited portfolio composition
for some banks and credit institutions is largely owed to
the thin economic opportunities coupled with effort to
maximise returns throughout 2019. While portfolio com-
position may vary across banks and credit institutions, it
becomes clear that credit to personal sector maintains a
steady lead ahead of other sectors. Other emerging eco-
nomic sectors are distribution and construction sectors
amplifying the current economic climate of the country
(Chart 3.2.1).

Chart 3.2.1: Composition of Loans by Sector; Banking sector
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During 2019, the level of toxic assets in the financial
system remained a key concern for the financial system
stability. With current high level of capital within the fi-
nancial system, the level of non-performing loans-to-total
loans (NPLR) may be viewed as relatively lower but it can
deplete capital if the trend persists. The rising NPLs are
founded on weak underwriting standards and competi-
tion to gain market with hope to maximise earnings. On
the external side, the slowdown in economic growth, the
continuous high level of debt burdens, and the limited
domestic growth opportunity have contributed equally
to the deterioration of the quality of loans in the financial
system.

Similarly, the high level of NPLs continued to be seen in
most of the large credit unions in the credit union sector.
This resulted from a blatant disregard by credit commit-
tees to effectively implement their lending policies. Fur-
thermore, the high NPLs stemmed from the following: lack
of proper management information; lack of loan tracking
system; and weak board oversight. Despite efforts of the
board and committees of some of the credit unions to min-
imize the rising unsecured loans and to reduce the lev-
el of emergency loans, these products continued to pose
prudential concern for the Office of the Registrar of Credit
Union. Records have shown that members of some credit
unions who obtained credits from these two loan products
had done so in excess of their savings and repayments’
ability, thereby resulting in loan defaults.

For the banking sector (Chart 3.2.2), the NPLR, which
measures the level of loans that do not generate income
for banks and non-banks, accelerated further above the
Central Bank’s administrative NPLR ceiling of 5 percent
respectively in 2018 and 2019. The NPLR grew by 10.4
percent in 2019 from 7.2 percent in 2018. The persistency
in the level of NPLR is jointly associated with delays by
the central government to release payments to govern-
ment’s contractors and service providers on time in order
for the government creditors to be able to repay their re-
spective loans, combined with subdued economic growth,
and behavioural factors stemming from corporate and re-
tail customers, weak underwriting standards, and weak
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loan recovery framework of some of the banks and credit
institutions. Similar to 2018, retail and corporate borrow-
ers had been diverting funds meant for loan repayments
to other purposes and this complicates the efforts of banks
and credit institutions to reduce their level of exposure to
non-performing assets.

Chart 3.2.2: Non-perfroming loans -to-total loans ratio; Banking

sector
12.0%

10.0%

8.0%

6.0%

4.0% —_—

2.0%

0.0%

2013 2014 2015 2016 2017 2018 2019

NPL-to-total gross loans <5%

——— CBSI Administrative NPLs limit

Source: CBSI

Notwithstanding the general decline in top borrow-
ers-to-total regulatory capital ratio (Chart 3.2.3) at end of
December 2019, some banks and credit institutions” credit
concentrations remained high in respect of their capital.
For the banking sector, and as per the Central Bank re-
quirement, the prudent exposure ceiling limit rests at 25
percent for a single borrower. While some of the banks
and credit institutions have maintained lower thresholds,
some have significantly exceeded the prudential exposure
ceiling limit during 2019, threatening their level of capital.

Chart 3.2.3: Top borrowers-to-total regulatory capital ratio; Banking

sector
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Overall, the narrow portfolio composition, deterioration
in asset quality, and high credit concentration in the sys-
tem expose banks, non-banks and credit unions to risks
since they depend on a few sectors as their major sources
of income. Obviously the high NPLs reduce income earn-

ings from original loan contracts, and creates additional
administration costs, and volatility in income if one of the
large borrowers becomes default. Reduction in anticipat-
ed income and profitability could encumber efforts of Fls
to reverse a declining profitability trend and to augment
liquidity and capital buffers. In an effort to minimize cred-
it risk, some Fls reduced lending to high-risk sectors and
applicants or businesses with a single source of income,
particularly income from the Government. Such actions
are warranted because single source of income easily in-
hibit businesses from obtaining additional working capi-
tal to expand activities.

Microprudential policy response to mitigate credit
risks arising from narrow portfolio composition, as-
set quality and credit concentration.

The Central Bank, as part of its supervisory role, strong-
ly reminded FIs to enhance their underwriting standard
and not to increase their portfolio unnecessarily so that
borrowers’ capacity and ability to repay debts are always
maintained. This is in addition to controls FIs employed
throughout 2019 to curtail the impacts of the above-men-
tioned credit risks on the financial system. Similarly, in
2019 the Central Bank reminded Fls to adhere to require-
ments under Prudential Guideline on Asset Quality and
Minimum Provision Requirements (PG2) and Prudential
Guidelines on Large Credit Exposure (PG5). Compliance
with the provisions of the prudential guidelines should
see containment of toxics assets in the system.

For the credit union sector, the Central Bank has held bi-
lateral meetings and onsite examination programs, and
informed credit unions of the importance of engaging in
secured lending practices. This lending strategy will mit-
igate loan losses and restrain further depletion of capital
and reserves going forward. Hence, credit unions had
been advised to quit from unsecured lending and grant-
ing of emergency loan practices. The Central Bank be-
lieves that awareness is one of the pillars to help credit
unions understand their credit risks, therefore the Bank
continued to use moral suasion to change the behaviour
of credit unions toward risky lending practices.

Furthermore, the Central Bank had reminded the affected
credit unions to review their recovery plans and enhance
their debt recover plans. And despite reluctance shown
by credit unions to adopt the loan amortization table, the
Central Bank continued to remind credit unions to use it
to improve their loan underwriting practices, monitor-
ing and recoveries. The simple spreadsheet aims to assist
credit unions with their day-to-day financial and liquidity
planning.

To further enhance the overall loan underwriting prac-
tices for credit unions, the Central Bank has commenced
a fact-finding review on possibility of identifying a rea-
sonable management information system (MIS) software
or platform especially for loan underwriting, approval,
funding, and monitoring. Having management informa-
tion system is critical for the credit union sector to provide
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coherent approach towards decisions making for prob-
lems and combating issues facing the credit unions. Such
information would be vital for board to make quality de-
cision making and control use of members” funds. Credit
Union movement is growing and owning appropriate IT
system to manage, evaluate and report data for board ef-
fective oversight remains a challenge for the credit unions
throughout the country. Given exuberating cost of tech-
nology, a cost sharing arrangement between current cred-
it unions is considered as the best possible option.

Liquidity risk arising from liquidity concentration
remains a concern for some banks, the credit institu-
tions, and some credit unions.

Tight concentration of wholesale deposits held by some
banks, credit institutions, and credit unions is a notable
concern given the absence of clear liquidity concentration
risk appetite in terms of large depositors. While work on
determining most relevant limits is in progress, the Cen-
tral Bank expects Fls to thoroughly review their liquidity
portfolios and establish their appropriate limits in terms
of their large depositors.

For the banking sector, there has been significant reduc-
tion in liquid assets as a result of lumpy withdrawals by
corporations to directly fund their projects. While the de-
cline does not lead to liquidity crisis, further outflow of
the corporate deposits or wholesale deposits due to unex-
pected shocks may lead to liquidity crunch for a few of the
banks and credit institutions. For them to withstand such
situation they would be forced to get additional funds
from their parents and shareholders or borrow from other
banks within the financial system.

Despite the high liquidity in the financial system, , some
banks and credit institutions continued to experience tight
liquidity positions throughout 2019. This is because the
bulk of their funds had been provided by either the top 5
large depositors or the top 10 depositors. Interestingly, the
top 5 large depositors constituted 56.6 percent while top
10 large deposits made up 72.2 percent of total custom-

Chart 3.2.4: Top depositors-to-total customer deposits ratio;
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er deposits respectively at end of December 2019 (Chart
3.2.4).

Nonetheless, the liquidity pressures have been contained
by the concerned banks and non-banks, although they are
still vulnerable to any unexpected shock to the financial
system. It is anticipated that liquidity risk could lead to
reduction in earnings and capital as these concerned Fls
might not have complete control over deposits of custom-
ers who would want to withdraw their deposits to meet
their financial commitments in the future.

For credit unions, around 50 percent of all registered
and reporting credit unions experienced a liquidity
crunch during the year. This emanated from high levels
of non-performing loans (NPLs) given that the majority
of NPLs were unsecured loans, coupled with excessively
high operating expenses. The rise in the level of NPLs and
weak administration of loan repayments had been con-
stricting the main income sources of credit unions and the
stock of available funds to lending to members and meet-
ing operational expenses of credit unions. This issue is,
however, slowly improving as board members and com-
mittees of credit unions are seeking ways to strengthen
controls and instil confidence in members.

Microprudential policy response to enhance liquidi-
ty management frameworks.

In response to the concentration risk, the Central Bank
continued to direct banks, credit institutions, and super-
annuation to follow Prudential Guideline Number Six
(PG6) on Liquidity Management. PG6 provides minimum
requirements for banks, credit institutions, and superan-
nuation to maintain prudent liquidity practices not only
through diversifying their deposit base but also docu-
menting prudential limits such as concentration limits,
and effective tools for measuring and monitoring liquidity
risk which can greatly assist in maintaining adequate level
of liquid assets in the banking and superannuation sectors
especially during period of liquidity crisis.

Additionally, to minimise the impact of high liquidity
concentration in the banking sector? and superannuation
sector, the Central Bank has conducted both off-site and
onsite reviews during the year and instructed the FIs to
enhance their liquidity concentration framework as re-
quired under PG6. They were also accentuated with the
importance of asset profiling and liabilities profiling to
minimise mismatch between maturing assets and liabili-
ties.

For credit unions, the Central Bank through the onsite
examination programs throughout the year recommend-
ed to board and management of credit unions to review
and strengthen their liquidity policies and procedures.
This is to ensure stable sources of funding are maintained
through the maintenance of stable membership. Simi-
larly, to reduce the impact of the liquidity crunch on the
credit union sector, the Central Bank continued to main-

Source: CBSI

2 Include the banks and credit institutions
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tain the various stabilization measures it had introduced
in 2018. In particular, it maintained overall administration
of payments for problematic credit union and worked
closely with boards of other credit unions to effectively
oversee the administration of their credit unions. In addi-
tion, with inadequate knowledge on budgeting and cash
flow projections, the Central Bank had organised a sym-
posium on corporate governance, credit risk, liquidity risk
and operational risk for all board and committee members
toward last quarter of 2019. The symposium was to equip
board and committee members to identify gaps within
their risk management framework and enhance controls
within their respective credit unions. Some of the obvious
gaps include (i) documentation of credit and liquidity pol-
icies and updating them to mitigate credit, liquidity and
investment risks respectively.

Investment concentration risks stemming from nar-
rowed investment opportunities remain a concern
for the superannuation sector.

In terms of financial instruments, shares and equities
continue to dominate the investment portfolio of the su-
perannuation sector. They claimed 49.4 percent ahead of
time deposits 18.4 percent, and investment properties 13.2
percent at end of December 2019 (Table 4.2.4). Similarly,
single investment-to-total capital ratio of the Fund remain
with top 5 investments representing 459 percent of total
capital of the Fund after it decelerated from 501.0 percent
in 2018. The investment concentration risk exposes the
Fund’s capital in the event that one of the top investments
is disrupted by economic shocks or under weak manage-
ment. While it is not easy to quickly spread this concen-
tration risk, having internal limits for all the investment
portfolio could be seen as a drive towards prudent invest-
ment management.

Microprudential policy response to strengthen the
existing investment framework of the Fund.

To mitigate this risk, the Central Bank had provided offsite
and onsite reviews during 2019. Further, the Central Bank
continued to remind the Fund of its investment and asset
valuation guidelines. These guidelines aim to ensure in-
vestments are fairly distributed to minimise sudden losses
from one huge investment. Likewise, to ensure all invest-
ments earn fair returns for the Fund and its members. Sev-
eral offsite and onsite reviews had been carried through-
out the year. Additionally, the Fund board is aware of this
risk and with support of the management, the Fund con-
tinues to drive towards spreading the Fund’s investments
fairly across its investment portfolio. The Fund’s rebalanc-
ing strategic plan underpins this effort even though this
was not achieved at end of December 2019.

Underwriting risk arising from geographical con-
centration due to narrowed opportunities, natural
hazards due to changing environment, and from frail
policy framework remained a concern for the insur-
ance sector.

For the insurance sector, the underwriting risk occurs
where a premium is not correctly priced to reflect the risk
given uncertainty on severity of damages arising from an
event therefore resulting in losses to insurance companies.
This risk remained a concern for the insurance sector in
20109.

That said, amongst others, natural catastrophic events and
geographical concentration have been seen as backing
for underwriting risk. Solomon Islands, according to the
World Risk report (2019), is ranked fourth in terms of risk
disaster hotspot in the world. This means that the local
industry is susceptible to financial losses due to natural
catastrophes and other weather perils. On top of that, al-
most all large insured properties are located on the island
of Guadalcanal. Hence, simultaneous catastrophic strikes
on Guadalcanal will likely cause huge financial losses that
might cripple the industry.

Similarly, the underwriting risk is associated with climate
change. Coastal erosion resulted from the rising sea lev-
el exposes insured properties situated along the coast to
financial loss thus, reduces their insurability. This posed
significant risk to the industry as risk associated with cli-
mate change are very difficult to quantify and lack of his-
torical data on climate change risk makes it difficult for
insurer to assess such risk. With due respect, local insurers
are currently reassessing their appetite for insurable risks
or classes of insurance that are highly exposed to climat-
ic variations. For some, these types of risks or classes are
now put off their books while others reluctantly accept the
risk at a higher premium due to limited market opportu-
nities.

Furthermore, weak enforcement of regulatory policies
by other regulatory agencies within the country also
compounds the underwriting risk to the local insurance
industry. Failure to uphold appropriate building guide-
lines and adherence to regulatory building codes may
expose properties to risk of underinsured. This will ex-
pose property insurers to risk associated with the failing
property. More so, this may not only affect the constan-
cy of the insurance sector, but also will expose property
owners and financiers to unbearable financial losses. On
another note, lack of adequate regulatory enforcement on
work safety standard has also affected the local insurance
industry. While it is mandatory for business owners to
insure their employees, lack of work safety enforcement
will cause negligence among employers thus increase the
risk of work-related accidents. This exposes the insurers’
to the risk of solvency drain as mounting claims payout
from work related injuries would eventually erode the
industry’s premium pool thus weakened their financial
position.
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Microprudential policy response to curb underwrit-
ing risk arising from geographical concentration,
natural hazard, and frail policy framework.

In order to mitigate the underwriting risk to the insurance
sector, the Office of the Controller of Insurance (OCI) con-
tinued onsite and offsite surveillance on business affairs
of insurers and intermediaries operating within the coun-
try throughout 2019. These supervisory activities are crit-
ical to ensure local licensed insurers and intermediaries
maintained sound financial standing and to ensure early
detection of any adverse movement that may negatively
impact the sector’s stability. In 2019, the supervisory office
undertook twenty-eight off-site surveillances (one each

quarter for each insurers and intermediaries) on the busi-
ness affairs of both insurers and insurance intermediaries
as well as continued dialogue with the players within the
market on matters affecting the industry. The OCI also is-
sued two directives on i) Business conduct of insurance
intermediaries, and ii) Reinsurance management. These
two directives are purposely to strengthen the regulato-
ry compliance of the players in the industry. The former
ensures that intermediaries conduct their businesses in a
fair and honest manner that does not detriment their poli-
cyholders while the latter accentuate insurers to maintain
appropriate reinsurance arrangements to ensure apposite
protection for its policyholders as well as the stability of
the insurance industry.
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CHAPTER 4: DOMESTIC FINANCIAL SECTOR DEVELOPMENTS

4.1 BANKING SECTOR PERFORMANCE

The structure of the banking sector remained with four
commercial banks and two credit institutions at end of
December 2019. Amplifying from the subdued growth,
the size of the sector remained flat in 2019 (Table 4.1.3)
but its total assets claimed 60 percent of the total assets of
the overall financial system. In the same way, it is worth
noting that the banking sector remains resilient despite
pressures caused by the weak enabling environment that
resulted in increasing operating expenses, non-perform-
ing loans, and decelerated economic growth.

Furthermore, given the banking sector in Solomon Islands
is foreign owned and with aim to maintain a business
model driven by strategic directions tailored to advanced
economies where enabling environment and compliance
are key drivers for growth and competitiveness, it has
been a huge challenge for these banks to broadly serve
consumers’ needs of the country in 2019. That said, there
is still a general expectation from the public for banks and
credit institutions operating in the country to extend their
services to other remote regions in the provinces where
the mass population lives. But by doing so could disrupt
their own business models to maintain profitability and
this poses risk to the system.

Despite the pressures arising from the business environ-
ment, the banking sector remained profitable with an an-
nual net profit after tax of $125.8 million and a total asset®
size of $6,062 million at end of December 2019.

4.1.1 Profitability

The profitability underscored the desirable return on as-
sets (ROA) and return on equity (ROE) (Chart 4.1.1 and
Table 4.1.1) albeit the deteriorating asset quality. The prof-
itability largely emanated from the improvement in the
gross income. Furthermore, the upturn in gross income
is underpinned by the adequate level of net interest in-
come from loans and advances and non-interest income,
which stemmed mainly from foreign exchange revalua-
tion gains. Both incomes had been maintained at 53.4 per-
cent and 46.6 percent of total gross income respectively
(Table 4.1.1). These outcomes showed the banking sector
was able to contain the operating expenses even though
the cost efficiency ratio, which reflects salaries, wages and
benefits as well as administrative & occupancy to income,
drifted higher to 52.4 percent at the end of the year com-
pared to 2018. The compounding expenses which reflect-
ed in the efficiency ratio mirrors commitments of some
banks and credit institutions to expand and enhance their
operations through recruitment of additional officers to
their workforce, office spaces, and information technolo-
gy platforms.

Performing loans continued to contribute more than 50
percent of the banking sectors” total gross income through-

3 Total Gross Assets minus Interest in suspense on loans and advances,
specific provisions for losses on loans and accumulated depreciation

out the year. Subsequently, the level of gross income was
adequate, not only to meet operating expenses, but also to
absorb the provision for loan losses throughout the year.

Chart 4.1.1: Profitability
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4.1.2 Asset quality

Unfortunately, not all loans had been performing as per
their credit contracts throughout the year. In spite of the
deterioration of NPLs throughout the year with a 3.3 per-
centage point increase to 10.4 percent at end of Decem-
ber 2019 from same period in 2018 (Chart 4.1.2), the level
of NPLs mentioned above exerted insignificant force on
the banking sector capital. But this does not mean that
the sector should retire its corrective measures to bring
NPLs lower because the trend could increase further into
2020 due to the impact of COVID-19 pandemic and it may
drain its capital to fall below the total capital prudential
limit of 15 percent.

Chart 4.1.2: Asset Quality
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The soaring NPLs are results of loan defaults experienced
during the year from key economic sectors, with construc-
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tion accounting for 25.5 percent of the total NPLs, trailed
by personal 21.8 percent, transportation 19.7 percent, dis-
tribution 17.6 percent, and manufacturing 4.1 percent (Ta-
ble 4.1.6).

Moreover, the banks” and credit institutions” core banking
business (gross loans & advances) slightly grew by 5 per-
cent over the reporting period, with total of $2.55 billion.
Personal sector was the key driver for credit growth in the
short to medium term. It constituted 27 percent of total
loans & advances as at end of December 2019, followed by
the distribution sector, with 22 percent and construction
19 percent.

Notwithstanding efforts provided by banks and credit
institutions to educate their customers on financial disci-
pline, the rising NPLs are evidence of delayed payments
by Solomon Islands Governments to contractors, misman-
agement of business and low personal cash flows by bor-
rowers, unemployment, and disregard to loan contracts
by certain customers.

4.1.3 Liquidity

For the liquidity level, the banking sector maintains am-
ple liquidity to fund loan needs in 2020 despite falls in
deposits by 2.8 percent to $4.8 billion at end of December
2019 (Table 4.1.3). The decline reflects the sector’s commit-
ment to service its customers” payment needs throughout
the year even though it resulted in a drop of 9.7 percent-
age points in deposits-to-loans ratio from 158.4 percent in
2018 to 143 percent at end of December 2019 (Chart 4.1.3).

Chart 4.1.3: Liquidity
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On the upside, the banking sector liquidity remained
above the Central Bank’s minimum cash reserve require-
ment (CCR) of 7.5%. The CCR is measured as demand
balances held at Central Banks to total deposit liabilities.
The CCR stood at 33.6% at end of December 2019. Further
to the CCR, the banking sector maintained reasonably
higher excess liquidity in terms of liquid assets, which in-
clude cash and other assets that can be easily converted
to cash without incurring additional costs, to total assets
and liquid assets-to-short term liabilities maturing within

3 months from end of December 2019 (Chart 4.1.3)

4.1.4 Sensitivity to market risk

There were no adverse movements witnessed during the
year for all tradable currencies despite the trade tensions
between China and United States, subdued economic
growth and decelerating economic activities. Consequent-
ly, there had not been threats to the capital of the banking
sector. Furthermore, with the high capital level held by
the banking sector, both the net overall foreign currency
open position and net single foreign currency open po-
sition as percentage of total capital remained relatively
lower than the prudential limits of 15.0 percent and 25.0
percent, respectively (Chart 4.1.4).

Chart 4.1.4: Sensitivity to Market Risk
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As at end of December 2019, overall net foreign currency
open position reduced to 2.1 percent of banking sector’s
total capital from 4.1 percent at end of December 2018
(Chart 4.1.4). Same as 2018, no breach has been recorded,
indicating banks are conducting business in a profitable,
yet prudent manner throughout the year.

The total net foreign currency open position went two
folds down, from $41.3 million in 2018 to $21.8 million at
end of December 2019, reflecting slowdowns in both ex-
port and import activities (Table 4.1.4). The United States
Dollar (USD) and the Australian Dollar (AUD) had been
the common trading currencies in 2019.

4.1.5 Capital adequacy

The banking sector maintained adequate level of capital
in 2019. The sector’s total capital-to-total risk weighted as-
sets ratio amounted to 31.1 percent, well above the total
regulatory capital requirement of 15 percent (Chart 4.1.5),
reflecting decision to accumulate capital through retained
earnings.

The decision to build up capital now is a step in the right
direction because it will help the banking sector prepare
to absorb losses from any unexpected shocks in the future
(Table 4.1.4).
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Chart 4.1.5: Capital Adequacy
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4.2 SUPERANNUATION SECTOR
PERFORMANCE

Trailing behind the banking sector is the superannuation
sector. The structure of the superannuation sector re-
mained with one superannuation which is the Solomon
Islands National Provident Fund (the Fund). The Fund
accounted for 37.9 percent of the total assets of the finan-
cial system. It remained the sole deemed licensed superan-
nuation fund operating in Solomon Islands that provides
savings and retirement benefits to its members. With the
introduction of the YouSave products for the informal sec-
tor in 2018, which represents a fair self-employed popula-
tion of the labour force and children at or above 16 years
old, the membership of the Fund has picked up dramati-
cally since its lowest drop in 2017. At the end of December
2019, total membership has reached 158,616 after an addi-
tional 18,221 members were added to 140,395 members in
2018 (Table 4.2.5).

While the Fund aims to provide safe and secured savings
for its members to support them financially when they
reach age 50, this mandate, though not easy, requires com-
mitments of the Fund’s board and management to ensure
the Fund operates in a prudent and profitable manner
so that it truly rewards life time savings of its members.
Amidst existing and emerging challenges, 2019 was an-
other profitable year for the Fund. It recorded a net profit
of $31.8 million supported by total assets of $3.8 billion at
end of December 2019.

4.2.1 Profitability

With the current level of investment assets portfolio, the
Fund claimed an additional 3.1 percentage points in its re-
turn on assets before interest expenses were paid to mem-
bers (ROABI) to reach 10.1 percent at the end of December
2019. Likewise, the return on assets after interest expens-
es were paid to members (ROAAI) remained positive at
8.3 percent in 2019 since it rebounded from a negative 2.8
percent in 2017 (Table 4.2.1). The upturn in ROAAI was
founded on improvements in both the interest income and
gains on the financial instruments, especially time depos-

its and shares & equities (Table 4.2.4).

Chart 4.2.1: Earnings and Profitability
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Since 2013, the trend in the Fund’s ROABI has been largely
controlled by fluctuations in the movements in unrealised
gains /(losses) of the financial instruments. This is an area
that needs rigid control to ensure gains are stabilized and
not overstated.

Chart 4.2.2: Asset Quality
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4.2.2 Asset quality

The composition of investment assets determines the
Fund’s profitability. To ensure the Fund remains profit-
able, the board and management aimed at minimizing
the level of its substandard investment assets* as much as
possible.

However, due to the slow economic growth and limited
investment opportunities, the superannuation sector re-
corded a negligible growth in terms of total investment as-
sets. The substandard investment assets (SIA) to total in-
vestments assets saw a 0.8 percentage point increase from

4 Investments that are not generating adequate returns
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2018 to 9.7 percent at the end of December 2019 (Chart
4.2.2). Despite the deterioration in investment assets in the
level of SIA, it remained relatively lower than the level of
performing investment assets (PIA) over the last 7 years.
The steady rise was largely a result of additional funds the
Fund injected into the investment properties and equities
portfolio which underpins the Fund’s effort to maximise
returns on its investments.

Total assets of the superannuation sector grew 10.4 per-
cent to $3.8 billion from 2018 to 2019. This growth came
from growths in premises (non-financial assets), time de-
posits, and shares & equities during the year.

Investments assets are broadly spread across various fi-
nancial instruments. Likewise, the composition of invest-
ment assets remained unchanged since 2018 with shares &
equities dominating the investment assets portfolio with
55.2 percent, trailed by fixed term deposits 21.6 percent,
investment properties 13.4 percent, debt securities 6.6 per-
cent and loans & bonds 3.2 percent at end of December
2019 (Table 4.2.4). Given the limited investment opportu-
nities locally, the Fund sought for opportunities abroad
during the year and fortunately was able to secure two ad-
ditional investments both in fixed term deposits and equi-
ties, which subsequently resulted in an annual growth of
12.0 percent to $3.6 billion at end of December 2019 from
same period in 2018.

Relative to the fund’s investment assets, PIA continued to
dominate the asset portfolio after it rebounded in 2016.
At the end of 2019, total investment assets soared slightly
to reach 90.3 percent of total assets of the Fund from 89.0
percent in 2018. Strategically, to minimise consistent in-
crease in the level of substandard investment assets, the
Fund has been embarking on the investment strategy that
attempts to rebalance the current investment portfolio to
achieve its investment portfolio objective.

4.2.3 Liquidity

The liquidity of the superannuation sector somewhat re-
ceived mixed results in 2019. While time deposits record-
ed a positive growth of 5.1 percent from 2018 to reach
$747 4 million, total cash and demand deposits on the oth-
er hand dropped by 17.5 percent to $158.6 million in 2019
(Table 4.2.3).

Liquid assets-to-total assets ratio fell from 26 percent in
2018 to 23.7 percent in 2019 (Chart 4.2.4), in spite of the
positive retained earnings recorded at end of the year.
The general fall in the ratios was largely owed to the de-
pletion of cash and demand deposits held with commer-
cial banks not only to settle retirees” claims but also pay
lenders’ claims (Table 4.1.2), and the persistent growth in
total benefit payments as shown by a 56.7 percent from
2018 to $281.9 million at end of December 2019.

Despite the fall in the level of liquidity, the Fund contin-
ued to maintain adequate liquidity to meet benefit pay-
ments.

While the Fund builds on its rebalancing strategy to maxi-

mise returns on its investments, it should also put in place
appropriate controls to monitor members” aging (Table
4.2.5) and pledges so that claims arising from these core
payment streams are paid on time.

Chart 4.2.3: Liquidity
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4.2.4 Capital adequacy

Capital plays a pivotal role in cushioning losses that
might arise from the Fund’s operation and shocks from
the external environment. Fortunately, there had been no
presence of external shocks during 2019.

Chart 4.2.4: Capital Adequacy
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The superannuation sector witnessed a further improve-
ment in its capital adequacy ratio to 12 percent following
a10.7 percent rebound in 2018 (Chart 4.2.4). The improve-
ment in the capital adequacy ratio was a direct result of
further improvement in total capital & reserves by 22.2
percent to $458.3 million at end of December 2019 from the
same period in 2018 (Table 4.2.3). The growth was largely
driven by growth in retained earnings and asset revalua-
tion reserves at the end of December 2019. Furthermore,
the improvement in capital adequacy ratio underpins the
superannuation sector’s drive in ensuring adequate cap-
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ital is always available to support the sector’s operation.

Notwithstanding the level of capital, the availability of
capital to absorb any immediate shocks might not be ad-
equate given 20 percent of the total capital represent as-
set revaluation reserves. In the absence of any economic
shocks, it is desirable that the sector maintains a threshold
above 15 percent in terms of its capital adequacy ratio.

4.3 INSURANCE SECTOR PERFORMANCE

Like the banking and the superannuation sectors, the in-
surance sector witnessed a vigorous resilience throughout
2019. That said, insurance sector which comprises two (2)
general insurers5, and composite licensed insurer6 made
up 1.4 percent of the total assets of the financial system.
Further, the sector played a significant role in the econo-
my by providing financial security against risk of financial
losses to households and businesses in 2019. Insurance,
however, remains an alien concept to many Solomon Is-
landers, as it is deemed by many as an unnecessary cost
with additional financial burden rather than a source of
financial security. This is due to the general lack of knowl-
edge and understanding on insurance business, along
with their products and the engrained benefits. Indeed,
such obliviousness has been a major constriction to the
growth of the insurance industry in the country. Never-
theless, the domestic insurance sector continued to main-
tain strong performance in 2019 with its total assets point-
ed upward by 12.0 percent to $152.6 million from $136.6
million at end of December 2018.

4.3.1 Insurance gross written premium performance

To support the growth in total assets, the insurance sector
maintained positive growth albeit slowdown in business
activities experienced across 2019. Overall premium in-
come for the sector grew by 5 percent, up from $71.4 mil-
lion to $ 74.7 million. Contrastingly, growth in the sector’s
overall premium income was notably slow compared to
that of 2018 (Chart 4.3.1). Drop backs in gross premium
income for insurance classes of Engineering, Workmen’s
Compensation and Marine; alongside slow uptake in pre-
mium income for liability and motor vehicle insurance
undermined the sector’s top line growth. Meanwhile,
property class rebounded after recorded a decline of 11
percent in 2018, to register a positive growth of 8 percent.
Other classes of insurance” gained momentum, registering
a growth of 18 percent over the period.

Nonetheless, in view of the movements in the sector’s ma-
jor sources of income, premium stemmed from property
insurance still dominates the industry’s premium pool,
with its gross premium accounted for 42 percent of the
sector’s overall premium income. This is trailed by mo-
tor vehicle and workmen’s compensation insurance, with

5 Insurance companies which provide 12-month insurance policies

6 Insurance company that provides both life and general insur-
ance products.

7 Other class of insurance refers to smaller or sub-classes that are usu-
ally less purchased by the public.

their gross premium constituted 19 percent and 17 percent
respectively.

Chart 4.3.1: Insurance GWP Growth against Real GDP Growth
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Chart 4.3.2: Share of Premium Income by Class of Insurance, 2019
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4.3.2 Reinsurance

Insurance not only intermediates the spread of risk of fi-
nancial losses across the economy but also to other econ-
omies through reinsurance. Local insurers undertook re-
insurance businesses to leverage their level of exposures
hence lessen the financial pressure associated with the
insured risks on their capital. In 2019, the sector witnessed
a decline in its reinsurance premium by 22 percent to
$21.6 million. The fallback was expected due to negative
growth in gross premium income for insurance classes
of workmen’s compensation, marine and motor vehicle;
alongside, the draw back in growth of liability insurance8.
On that account, the sector’s risk retention ratio was ade-
quately maintained at 71.1 percent, up from 61.9 percent
in 2018. The ratio implied that approximately 29.9 percent
of the total risk underwritten by the local industry were
ceded to reinsurers while the 71.1 percent were retained
(Chart 4.3.3). This outcome reflects significant risk bear-
ing capacity of the local industry, strength in the sector’s

8 Those were the classes of insurance that usually attracts more reinsur-
ance premium.
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capital position to cover insured risks that exist within the
economy, and commitment to contribute to the growth of
the local economy and stability of the country’s financial
system.

Chart 4.3.3: Insurance Sector Risk Retention Ratio
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4.3.3 Earnings and Profitability

With the backing of the retention strategy to maintain
large portion of premiums in the country, the insurance
sector’s net profit after tax witnessed a positive turn-
around in 2019. Net profit after tax rebounded by 26 per-
cent to $15.1 million after experiencing a downfall of 24
percent in 2018 (Table 4.3.3). The positive outturn was
largely attributed to favorable underwriting performance,
which resulted from an upturn in net premium income
against a cutback in net claims recorded during the year.
Net premium improved further partly due to new busi-
ness gains as well as tightening of premium rates by local
insurers” while drop in net claims pointed to less claims
recorded resulting from the absence of catastrophic events
that could trigger large losses.

Given the favorable net premium inflow, the sector con-
tinued to maintain a stable loss ratio across 2019. Loss
ratio slumped from 18.2 percent to 10.1 percent over the
periodThe result pointed to the sector’s ability to maintain
excess assets over liabilities which indicates strength in its
solvency position to cushion losses when arise.

The strength in the sector’s profitability is also evident by
a drop in the sector’s expense ratio (Table 4.3.2). Expense
ratio edged downwards from 45.6 percent to 44.6 percent
despite an increase in the sector’s overall expense record-
ed over the year. The result came on the back of high vol-
ume of net premium, which is more than the volume of
net expenses recorded during the period. This reflected
the ability of the industry to exert economies of scale to
persevere excess income over expense.

On gross basis, the sector witnessed a fall back in its com-

bine ratio’ from 63.7 percent to 55.3 percent at the end of
the year. The outcome was possible due to high level of
net premium recorded, which prodigiously outshined net
claims and expenses by 45 percent. The result implied that
premium stemming from the sector’s core underwriting
business was sufficient to cover both claims and expenses.

The sector’s income earning capacity and profitability is
also evident in its return on equity ratio. The sector’s net
profit before tax and capital, gained momentum, fueling a
buildup in the sector’s ROE from 30.5 percent to 37.1 per-
cent over the year. The outcome implied efficiency in the
sector’s underwriting operation (Table 4.3.1).

Chart 4.3.4: Profitability

30.0 60.0%
25.0 — 50.0%
= 200 40.0%
)
= 150 — H 30.0%
=
2 100 m 20.0%
(%]
5.0 ’ 10.0%
0.0 0.0%
2013 2014 2015 2016 2017 2018 2019
1 Net profit after tax (SBD million)
Loss Ratio (net claims to net premiums) <25%
Expense Ratio (expenses to net premium) < 30%

Source: CBSI

4.3.4 Liquidity

The sector’s ability to meet its short-term obligation in a
timely manner depends very much on its level of liquid-
ity. The insurance sector’s total liquid asset-to-short-term
liability ratio remained stable at 152.3 percent despite a

Chart 4.3.5: Liquidity
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9 Net claims and expense expressed as a percentage of net premium
income.
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decline of 6 percent recorded during the period. The down
pull in the sector’s liquid asset -to-short-term liabilities
was mainly driven by an upswing in short-term liabilities
by 11.0 percent, against 4.0 percent growth in liquid assets
recorded during the period. Rise in the sector’s technical
reserves drove the sector’s short-term liabilities upward
from $69.3 million to $77.1 million, while liquid assets
edged 5.0 percent up from $112.3 million to $117.4 million
mainly on accounts of increase in currency and deposits
held with commercial banks (Chart 4.3.4). Notwithstand-
ing the growth in short-term liabilities, the sector’s lig-
uid assets remained well above its short-term liabilities,
indicating adequate level of liquidity to settle immediate
claims and other financial obligations when fall due.

4.3.5 Capital adequacy

Like other LFlIs, capital is fundamentally important for in-
surers. Therefore, in order to withstand a range of finan-
cial adversities, insurers must maintain high level of capi-
tal as a prerequisite for sound financial strength. From the
sounding performance recorded in 2019, the sector wit-
nessed slight improvement in its total capital and reserves
from $55.5 million in 2018 to $56.5 million. However, from
increased inflow of premium receipts throughout the
year, which overtook the growth in capital and reserves,
the capital adequacy ratio weakened as demonstrated by
net premium-to-capital ratio of 81.5 percent from 79.6 per-
cent in 2018 (Chart 4.3.6). Notwithstanding the diminish-
ing capital and reserves, the capital adequacy remained
adequate at the 81.5 percent mark. Further, there had been
no catastrophic losses during the year to suppress the cur-
rent level of capital.

Chart 4.3.6: Capital Adequacy
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4.4 CREDIT UNION SECTOR PERFORMANCE

The size of the credit union sector cannot be easily traced
given the difficulties faced by a majority of the registered
credit unions in submitting both financial and non-finan-
cial reports to the Registrar of Credit Unions. However,
from records it is obvious that out of 175 registered credit
unions, the credit union sector continued to receive re-

ports from ten active credit unions in 2019. The reporting
credit unions represented 0.8 percent of the financial sys-
tem’s total assets in 2019.

The credit union sector persisted to survive across 2019
despite voluntary services provided by the board of di-
rectors and committees, weak information system, high
operating expenses, and high non-performing loans.

Albeit the mounting pressures, the credit union sector in
the country through the registered credit unions plays
an important intermediary role for both the depositors
and borrowers. But given depositors and borrowers are
concurrently shareholders as well as members of a credit
union, abilities of the credit unions to grow and maximise
profits are shrined by credit union ideology which is to
provide funds for productive and provident purposes for
its financial members only.

4.4.1 Profitability

As mentioned earlier, despite the struggles faced by the
credit union sector, it continued to remain profitable. The
sector witnessed an upturn in net surplus to reach $4.2
million at the end of 2019 compared to $2.6 million in
2018. The improvement in the net surplus stemmed from
enhanced loan portfolio for most of the credit unions as
proven by the positive return on assets (ROA) and return
on equity (ROE) respectively at end of 2019 (Table 4.4.1).
The endured performance was largely owed to increase
in interest income relatively to increase on loans and ad-
vances being the core products of the credit unions within
the sector.

4.4.2 Asset quality

Being sources of profitability and liquidity, the cred-
it union sector’s total loans -to-total assets continued to
dominate the asset composition, representing 63.7 per-
cent at the end of 2019 despite a backdrop from 7.7 per-
cent growth in 2018 to 6.7 percent at the end of 2019. With
the said growth, the total loans soared to $50.8 million
compared to $47.6 million in 2018 (Table 4.4.1). Albeit the
growth, not all loans are performing as expected given the
constraints faced by credit unions with monitoring and
timely loan tracking of loan repayments. Consequently,
the level of non-performing loans was not captured in this
report.

4.4.3 Liquidity

The improvement in profitability and stable increase in
the number of memberships throughout the year had re-
sulted in enhanced liquidity position for the sector. The li-
quidity of the credit union sector, as represented by liquid
assets-to-total deposits, had improved from 23.0 percent
in 2018 to 29.0 percent in 2019. Despite the mismatch, the
credit union sector liquidity remained adequate in the ab-
sence of economic shocks during 2019. While few credit
unions struggled to stabilise their liquidity positions, ma-
jority of the credit unions continued to provide loans and
pay their members when they request to withdraw their
savings; thereby giving confidence to members.
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4.4.4 Capital adequacy As a result, the credit union sector’s capital remained ad-
equate at the end of December 2019 amidst absence of

e e economic shocks during the year. Owing to stable share-
from $15.2 million in 2018 to $26.7 million in 2019 (Table ) e ownership and profitability level, the credit union

4.4.1). While profitability was not ruled out, the upturn  gector’s total capital-to-total assets climbed to 32.7 percent

was predominantly stemmed from increased asset revalu-  at the end of December 2019 (Table 4.4.1) which is expect-
ation reserves registered by one of the large credit unions.  ed to continue in 2020.

The credit union sector’s total capital rebounded by 71.7%
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APPENDICES
APPENDIX 4.1: BANKING SECTOR

Table 4.1.1 Financial Soundness Indicators

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

Capital Adequacy

Total regulatory capital-to-risk weighted assets o o o o o o o

(RWAs) (CAR) >15% 32.4% 31.6% 31.1% 32.5% 35.0% 31.1% 31.1%
Nonperforming loans (NPLs) net specific loan loss provi- 12.0% 8.1Y% 739 6.6% 12.2% 11.8% 17.9%
sions-to-capital & reserves <10% =0 =P =R o0 e o0 o
Asset Quality

NPL-to-total gross loans <5% 7.0% 4.7% 4.1% 3.8% 6.4% 7.1% 10.4%
Specific loan loss provisions-to-NPLs 28%  260%  295%  312%  187%  309%  294%

(Coverage Ratio) >20%
Earnings & Profitability

Return on Assets (ROA) >2.5% 4.0% 3.3% 3.0% 3.5% 3.9% 3.5% 3.2%
Return on Equity (ROE) <50% 23.3% 20.0% 17.6% 22.7% 23.1% 20.4% 18.9%
Net-interest Income to Gross Income 54.3% 56.7% 55.0% 56.3% 55.0% 54.6% 53.4%
Cost-to-income ratio <50% 52.8% 51.6% 50.2% 471% 47.4% 52.1% 52.4%
Non-interest income-to-gross income <50% 45.7% 43.3% 45.0% 43.7% 45.0% 45.4% 46.6%
Personnel expenses-to-noninterest expenses <35% 31.1% 30.4% 31.1% 31.1% 33.9% 30.9% 30.0%
Interest spread 12.4% 11.6% 9.7% 10.8% 10.7% 20.8% 19.9%
Liquidity

Deposits-to-loans ratio < 100% 172.9% 153.6% 148.6% 145.6% 146.3% 158.4% 143.0%
Liquid assets-to-total assets ratio >50% 40.6% 38.0% 33.5% 38.1% 38.4% 40.4% 37.4%
Liquid assets-to-short term liabilities >30% 56.5% 51.7% 46.2% 53.3% 55.4% 56.0% 56.3%
Sensitivity to Market Risks

Net open position in foreign exchange-to-capital <25% 8.7% 11.1% 7.9% 3.6% 3.8% 4.1% 2.1%

Source: CBSI

Table 4.1.2 Income Statement (SBD million)

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

1.  Interest income 182.6 200.5 194.5 243.6 258.2 261.8 266.6
2. Interest expense 7.9 8.8 10.1 12.4 15.1 17.9 23.0
3. Netinterest income (=1 - 2) 174.7 191.7 184.4 231.2 2431 2439 243.6
4. Noninterest income 146.9 146.3 151.1 179.7 199.0 203.0 2129
(i) Fees and commissions receivable 335 28.0 20.9 241 26.7 8519 39.2

(ii) Gains or losses on financial instruments 98.1 96.0 103.0 124.4 147.7 119.3 138.5

(ili) Prorated earnings 0.0 0.0 0.0 0.0 0.0 0.0 0.0

(iv) Other income 153 223 27.2 31.2 24.6 47.8 352

5. Gross income (=3 +4) 321.6 338.0 B5515 410.9 4421 446.8 456.5
Noninterest expenses 169.8 174.3 168.3 193.6 209.8 232.6 239.4

(i) Personnel costs 52.8 53.0 52.4 60.2 71.2 72.0 71.7

(ii) Other expenses 117.0 121.3 115.9 133.4 138.6 160.6 167.7

7. Provisions (net) 43 273 345 29.6 21.6 918 23.1
(i) Loan loss provisions 41 26.8 34.5 28.6 21.7 9.2 23.2

(ii) Other financial asset provisions 0.1 0.5 - 1.0 -0.1 0.2 -0.1

8 21512? ?gefo;)i extraordinary items and 1475 1364 1326 187.7 2108 204.9 1940
9.  Extraordinary items - - - - - 2.5 2.2
10. Income tax 55,3 49.7 433 60.0 76.0 754 66.0
11. l(ieﬁt; i_rl(;oir;% );;fter extraordinary items and taxes 942 86.7 893 1277 1348 1270 1258

Source: CBSI
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Table 4.1.3 Balance Sheet (SBD million)

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

12 Total assets (= 13+ 14 = 25) 4,022.7 4,141.2 5,061.0 5,397.5 5,687.8 6,131.8 6,062.2
13 Nonfinancial assets 97.5 113.0 141.2 135.8 162.4 178.1 192.2
14 Financial assets (= 15 to 18) 3,925.2 4,028.2 4,919.8 5,261.8 5,525.4 5,953.7 5,870.0
15. Cash and deposits 1,710.6 1,622.3 1,796.5 2,193.4 2,306.8 2,718.8 2,510.7
16. Loans (after specific provisions) 1,416.5 1,668.4 1,935.7 2,165.4 2,303.3 2,383.5 2,479.1

(i) Gross loans 1,439.6 1,688.9 1,959.6 2,191.7 2,331.1 2,437.3 2,557.4

(if) Specific provisions 23.1 20.6 23.9 26.3 27.8 53.7 78.3
17.  Debt securities 647.3 653.7 7245 768.1 766.3 773.8 782.1
18.  Other assets 150.8 83.8 463.1 134.9 149.1 77.5 98.1
19.  Liabilities (= 23 + 24) 3,369.3 3,420.5 4,276 4 4,519.9 4,697.3 5117.8 5,014.8
20. Currency and deposits 3,178.7 3,297.1 3,836.7 4,288.7 4,441.7 4,926.5 4,790.3
21.  Loans 5.1 4.0 3.1 49 23 53 1.1
22, Other liabilities 185.5 1194 436.7 226.3 253.3 185.7 223.4
23.  Debt (=20 +21 +22) 3,369.3 3,420.5 4,276.4 4,519.9 4,697.3 5117.8 5,014.8
24, Capital and reserves 653.4 720.7 784.5 877.7 990.5 1,014.1 1,047 .4
25.  Balance sheet total (= 23 + 30 = 12) 4,022.7 4,141.2 5,061.0 5,975 5,687.8 6,131.8 6,062.2

Source: CBSI

Table 4.1.4 Supervisory Data (SBD million)

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

26 Tier 1 Capital 2,280.1 2,226.7 24221 2,824.9 2,953.2 3,263.8 3,055.3
27 Tier 2 Capital 136.2 136.0 160.9 185.1 203.5 204.0 17982
28 Tier 3 Capital - - - - - - -
29.  Supervisory deductions 26.2 40..9 02 84.4 72 178.0 165.8
30.  Total regulatory capital (= 20 + 27 + 28 - 29) 2,390.1 2,321.9 2,582.7 2,925.6 3,085.5 3,069.8 3,069.3
31.  Risk weighted assets 1, 862.0 2,030.3 2,350.8 2,205.3 2,408.6 2,439.0 2,550.9
32.  Value of large exposures 4492 4477 437.3 506.6 521.1 624.2 622.7
33.  Liquid assets (core) 1,632.8 1,572.9 1,697.6 2,056.8 2,186.9 2,477.8 2,273.3
34. Liquid assets (broad measure) 2,280.3 2,226.7 2,422.1 2,824.9 2,953.2 3,263.8 3,055.3
35.  Short term liabilities 2,891.7 3,044.7 3,670.9 3,856.3 3,944.5 4,422 4 4,038.5
36.  Nonperforming loans 104.4 79.2 81.0 84.3 168.6 173.7 266.3
37.  Residential real estate loans 181.2 293.7 342.6 355.1 357.7 298.9 280.5
38.  Foreign currency liabilities 194.6 333.3 2229 291.0 301.1 423.6 422.0
39.  Net open position in foreign currency 57.0 79.9 61.9 32.0 37.7 413 21.8

Source: CBSI
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Table 4.1.5 Sectoral Distributions of Loans & Advances

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

Key Economic Sectors

Manufacturing 3.8% 4.8% 6.6% 6.1% 6.2% 6.2% 4.7%
Agriculture 2.9% 2.0% 1.8% 1.1% 0.9% 0.5% 0.6%
Forestry 2.8% 1.7% 2.6% 2.5% 3.2% 2.5% 3.0%
Fishing 0.2% 0.2% 0.3% 0.3% 0.1% 0.3% 0.4%
Mining & Quarrying 0.0% 0.2% 0.1% 0.1% 0.0% 0.0% 0.0%
Construction 12.6% 9.0% 9.5% 14.5% 16.7% 18.3% 19.3%
Distribution 14.7% 14.8% 12.4% 16.5% 18.3% 20.5% 21.8%
Tourism 7.2% 6.3% 6.1% 6.5% 8.0% 7.4% 6.2%
Transportation 5.0% 5.4% 5.8% 6.3% 6.2% 6.2% 7.2%
Communication 9.7% 11.2% 10.6% 8.5% 7.0% 5.5% 3.2%
Entertainment & Caterings 0.8% 0.3% 0.2% 0.1% 0.5% 0.1% 0.1%
Central Govt 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Provincial & Local Govt 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Statutory Corporations 2.6% 2.4% 1.8% 1.5% 1.1% 1.9% 1.6%
Private Financial Institutions 0.0% 0.0% 0.0% 0.1% 0.1% 0.0% 0.4%
Professional & Other Services 4.7% 6.3% 6.0% 5.0% 41% 51% 4.2%
Personal 32.8% 35.3% 36.2% 31.0% 27.6% 25.6% 27.2%

Source: CBSI

Tabe 4.1.6 Sectoral Distributions of Non-Performing Loans (NPLs)
Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

Key Economic Sectors

Manufacturing 8.3% 9.5% 7.4% 0.1% 0.4% 4.7% 6.6%
Agriculture .0% 3.0% 1.6% 3.4% 3.2% 1.7% 2.1%
Forestry 8.0% 2.8% 8.9% 6.4% 3.5% 7.0% 5.6%
Construction 16.3% 0.9% 2.7% 13.6% 19.3% 32.3% 40.8%
Distribution 9.2% 9.9% 13.1% 6.6% 8.7% 9.2% 28.2%
Tourism 3.1% 11.1% 0.3% 3.9% 1.3% 1.6% 6.9%
Transportation 4.8% 3.8% 7.3% 9.1% 9.4% 16.2% 31.7%
Communication 0.0% 0.0% 0.0% 0.0% 0.0% 2.5% 0.0%
Entertainment & Caterings 1.1% 1.0% 0.0% 0.0% 0.2% 0.1% 0.0%
Professional & Other Services 3.1% 11.8% 15.1% 7.9% 6.5% 2.2% 3.5%
Personal 44.9% 45.9% 43.6% 48.9% 47.4% 39.3% 35.0%

Source: CBSI
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APPENDICES
APPENDIX 4.2: SUPERANNUATION SECTOR

Table 4.2.1 Financial Soundness Indicators

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

Capital Adequacy

Total capital-to-total assets ratio >15% 26.7% 19.2% 14.9% 12.0% 9.0% 10.7% 12.0%

;r;ti?,l :igi/:al net asset revaluation reserves-to-total assets 23.9% 16.6% 12.4% 9.7% 6.8% 7.9% 93%

Asset Quality

f;li)sti?gozrd investment assets-to-total investment assets 6.2% 599 549 559% 429 8.9% 979%

ll?aetx;iozrlnég}g investment assets-to-total investment assets 93.8% 94.1% 94.6% 94.5% 95.8% 91.1% 90.3%

Total investment assets-to-total assets ratio >50% 84.5% 89.4% 84.4% 79.6% 84.4% 89.0% 90.3%

Earnings & Profitability

Return on investment assets ratio (ROI) >5% 15.4% 9.3% 9.5% 11.5% 9.0% 8.6% 9.2%

I:it)li/rn on assets before int paid-to-members (ROABI) 36.9% 3.8% 51% 57% 1.4% 70% 10.1%

Cost-to-income ratio <50% 7.9% 41.1% 34.0% 34.0% 63.3% 29.5% 18.3%

Ij;(t)/ﬁrn on assets after int paid to members ratio (ROAAI) 21.2% 5.4% 1.7% 1.6% 2.8% 20% 8.3%

Liquidity

Core liquid assets-to-total assets ratio >10% 6.5% 1.9% 9.3% 13.2% 10.4% 5.5% 41%

g:ffi ;B%L;)d assets-to-value of members contr. Aged NR NR NR NR NR NR 209
N I . N

%ﬁc}glsl)d assets -to-total members contribution ratio >15% 91% 24% 11.3% 15.6% 11.9% 6.4% 49%

Liquid assets-to-total assets ratio >20% 26.0% 25.4% 31.3% 33.1% 31.3% 26.0% 23.7%

Source: CBSI, Restated. NR= Note yet reported

Table 4.2.2 Income Statement (SBD million)

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

1 Interest income 164.2 131.2 141.3 174.4 147.9 157.4 196.6
i) Gross interest income 132.1 96.7 106.1 136.7 117.4 127.2 172.9
(@)
ii) Rental income 32.1 34.6 35.2 37.6 30.5 30.1 23.6
(ii)

(iii) Less provisions for accrued interest on
nonperforming assets
2 Interest expense - - -

Net interest income (=1 - 2) 164.2 131.2 141.3 174.4 147.9 157.4 196.6

3
4 Noninterest income 673.8 50.4 74.5 84.0 -22.1 175.3 263.6
(i) Contribution surcharges 4.7 4.6 21 3.5 29 3.2 29
(if) Gains or losses on financial instruments 667.7 29.9 70.5 79.8 -25.7 161.4 249.1
(iii) Prorated earnings
(iv) Other income 14 15.8 1.9 0.8 0.7 10.7 11.6
5 Gross income (=3 +4) 838.0 181.6 215.7 258.4 125.8 332.6 460.2
6 Noninterest expenses 66.0 74.6 733 87.7 79.6 98.0 84.1
(i) Personnel costs 94 10.2 11.0 11.9 14.9 153 16.2
(ii) Board and outsourcing expenses 0.3 0.5 1.0 1.2 14 14 1.3
(iii) Administration expenses 34.6 52.1 473 42.8 23.7 24.6 27.8
(v) Other expenses 21.7 11.9 14.1 31.8 39.6 56.8 38.8
7 Provisions (net) - 8.0 - - 0.6 - -
(i) Loan loss provisions - 47 - - - - -
(ii) Other financial asset provisions - 818 - = 0.6 = =
8 If::;‘)cz’fée_(}’g’io;;e"traordmary items and 772.0 99.0 1424 170.7 456 2346 376.1
9 Extraordinary items - - - - - - -
10 Income tax - - - - - - -
11 Ifjtglf‘fgﬁ‘fof;‘)ﬂer extraordinary items and taxes 772.0 99.0 1424 170.7 456 2346 376.1
12 Interest paid to members 248.7 243.2 189.5 220.9 133.0 166.6 57.3
13 Dividends payable - - - - - - 0.0
14 Retained earnings after interest paid to members 5232 1442 471 503 874 68.1 318.8

and dividends payable (= 11 - 12 - 13)
Source: CBSI; Restated
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Table 4.2.3 Balance Sheet (SBD million)

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

1 Total Assets (=2 +3) 2,467.1 2,683.7 2,826.3 3,092.5 3,169.9 3,468.1 3,829.9
2 Nonfinancial assets 314.5 365.8 382.7 391.9 446.3 500.6 631.5
3 Financial assets (= 4 to 9) 2,152.6 2,317.9 2,443.6 2,700.6 2,723.6 2,967.5 3,198.4
4 (i) Currency and demand deposits 160.8 50.5 263.0 407.0 330.6 192.3 158.6
(ii) Time deposits 480.9 631.6 621.1 616.9 662.8 711.1 7474
5 Loans 104.4 116.7 925 106.8 126.7 140.6 111.6
6 Debt securities 106.6 86.0 68.1 429 194.5 206.6 228.0
7 Shares and other equities 1,182.9 1,285.3 1,315.5 1,400.0 1,347.3 1,651.4 1,907.0
8 Accrued interest and dividend Receivables 93.6 105.5 47.7 88.6 30.6 31.0 13.7
9 Financial derivatives
9 Other assets 253 422 35.7 38.3 31.2 34.5 32.0
10 Liabilities(= 16+ 17) 1,808.5 2,168.1 2,406.5 2,722.4 2,885.9 3,095.5 3,371.6
11 Currency and deposits
12 Loans - 41 0.1 1.1 - 2.9 -
13 Debt securities
14 Members contributions, Special death benefits and 17631 20994 23343 26209 27809 29920 32729
Nominees trust accounts
15 Other liabilities 454 64.6 72.1 100.5 105.0 100.6 98.6
16 Debt (=11 to 15) 1,808.5 2,168.1 2,406.5 2,722.4 2,885.9 3,095.5 3,371.6
18 Financial derivatives
17 Capital and reserves 658.6 5il5,5 419.7 370.1 284.0 372.6 458.3
18 Balance Sheet Total (=10+17 =1) 2,467.1 2,683.7 2,826.3 3,092.5 3,169.9 3,468.1 3,829.9

Source: CBSI, Restated

able 4.2.4 Investment by Class (Percent)

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

Investment by Class

1. Fixed Term deposits (onshore) 16.1 19.8 20.4 20.3 21.0 19.8 18.4
2. Fixed Term deposits (Offshore) 7.0 6.5 5.7 48 3.8 8.3 3.2
3. Debt Securities 5.1 44 29 1.7 7.3 6.7 6.6
4. Loans and Bonds 5.0 4.0 3.9 43 4.7 4.6 3.2
5. Investment Properties 10.1 11.6 12.1 12.0 12.8 12.2 13.4
6. Shares and Equities (Onshore) 51.1 48.8 50.3 51.7 452 49.0 49.4
7.  Shares and Equities (Offshore) 5.6 48 49 51 5.2 45 5.8

Source: CBSI; Restated

Table 4.2.5 Membership Profile
Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

Age Segmentation 162,351 170,237 172,403 176,603 133,825 140,395 158,616
<31 29,092 23,293 27,008 27,059 24,017 26,319 29,181
31-40 47,142 39,798 46,846 47,984 45,175 46,057 50,940
41-50 40,093 43,125 43,423 44,360 37,263 39,091 43,693
51-59 25,619 40,359 29,356 29,652 18,995 19,988 23,960
60+ 20,405 23,662 25,770 27,548 8,375 8,940 10,842

Source: CBSI, Restated
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APPENDICES
APPENDIX 4.3: INSURANCE SECTOR

Table 4.3.1 Financial Soundness Indicators

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

Capital adequacy

Net premium-to-capital ratio <100% 70.7 % 74.8% 84.7% 94.7 % 74.4% 79.6% 81.5%
Capital & reserves-to-total assets >25% 61.0% 58.8% 55.7% 42.4% 46.5% 40.6% 42.7%
Asset quality

Debtors-to-total assets <20% 20.0% 25.7% 24.9% 28.5% 24.5% 17.0% 19.0%
]rDaiibOtors-to-(gross premiums + reinsurance recoveries) 35.5% 44.7% 39.5% 5029 45.8% 31.0% 371%
Reinsurance

Eé%liA)retention ratio (net premium to gross premium) 77 1% 76.3% 75.5% 741% 65.8% 61.9% 711%
Adequacy of claims management

Loss ratio (net claims to net premiums) <25% 14.5% 19.1% 19.2% 20.8% 16.8% 18.2% 10.7%
Earnings & profitability

Expense ratio (expenses-to-net premiums) >15% 29.5% 35.4% 54.4% 41.7% 43.4% 45.6% 44.6%
E;‘;bg‘% atio (net claims and expenses to net premi- 439%  545%  735%  625%  602%  637%  553%
Return on equity (ROE) >25% 39.2% 34.2% 27.6% 25.4% 34.3% 30.5% 37.1%
Liquidity

Liquid assets-to-short term liabilities >100% 225.9% 190.3% 158.8% 115.5% 134.3% 162.1% 152.3%

Source: CBSI; Restated

Table 4.3.2 Income Statement (SBD million)

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

1. Total premium 68.9 72.7 71.0 77.8 65.0 71.4 74.7
2. Outward reinsurance 15.8 17.2 17.4 20.1 222 27.2 21.6
3. Premium net of reinsurance (=1 - 2) 53.1 5615 53.6 57.6 42.8 44.2 53.1
4. Unearned premium reserves 2.0 0.7 -4.2 515 -74 -2.0 0.9
5. Net earned premium (=3 -4) 51.1 54.8 57.7 52.1 50.2 46.2 52.2
6. Gross claims expense 8.1 10.5 10.6 12.5 8.3 11.5 9.0
7. Total recoveries 0.4 -0.1 0.4 0.5 1.1 35 3.3
8. Net claims expenses (= 6 - 7) 7.7 10.6 10.3 12.0 72 8.0 5.7
9. Acquisition Costs 0.0 0.0 0.9 1.5 0.4 0.0 0.0
10. Total underwriting expenses 8.9 13.0 14.0 16.8 18.4 21.0 20.5
11. Underwriting Results (=5 - 10) 42.2 41.8 43.9 36.7 31.8 252 31.7
18. {ir;\l;eisio,ittriréznt income on assets backing insurance 00 00 02 02 03 06 07
12. Insurance Results (=17 + 18 - 19) 422 418 44.1 37.0 321 25.8 324
13. Other operating expenses or management expenses 8.3 11.5 19.1 14.8 10.3 7.8 10.2
14. Net Profit (Loss) Before Tax (=11 +12-13 34.3 30.6 252 225 21.9 18.1 222
15. Income tax or provisions 9.7 8.9 7.2 52 6.2 6.0 7.0
16. Net Income (Loss) End of Current Period (=14 - 15) 24.5 21.7 18.0 17.2 15.8 12.0 15.1

Source: CBSI, Restated
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able 4.3.3 Balance Sheet (SBD million)

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19

17. Total Assets (=18 +19) 123.1 126.1 113.4 143.5 123.5 136.6 137.6
18.  Nonfinancial assets 0.9 3.3 1.9 5.5 2.3 0.2 1.2
19.  Financial assets (= 20 to 26) 122.2 122.8 111.5 138.0 121.1 136.5 137.5
20. Currency and deposits 79.6 73.0 62.5 75.7 38.4 65.0 66.0
21. Loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0
22.  Debt securities 14.5 16.7 17.5 16.0 46.5 473 48.3
23. Insurance technical reserves 24.6 325 28.2 40.9 30.3 23.2 24.2
24.  Other assets 8.5 0.7 3.3 54 6.0 0.9 1.9
25.  Liabilities(= 10+ 11) 48.0 52.0 50.2 82.6 66.0 81.1 82.1
26.  Insurance technical reserves 41.6 47.1 50.4 79.4 63.2 69.3 70.3
27.  Other liabilities 6.3 4.8 -0.2 3.3 2.9 11.8 12.8
28.  Capital and reserves 75.1 74.1 63.2 60.8 57.5 5515 56.5
29.  Balance Sheet Total (= 25+ 28 =17) 123.1 126.1 113.4 143.5 123.5 136.6 137.6
Source: CBSI, Restated

Notes:

1/ Insurance technical reserves on the asset side include premium receivables, defferred reinsurance expnses, and other recoverables

2/ Insurance technical reserves on the liabilities side include c issionpayables, unearned premiums, and out ding claims.
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APPENDICES

Appendix 4.4: Credit Union Sector

Table 4.4.1 Credit Union Sector Financial Performance and Soundness Indicators

Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19
Balance Sheet (SBD Million)

Total Assets 50.6 52.6 59.4 66.3 66.4 711 79.8
Total Loans 36.1 37.1 40.1 40.7 442 47.6 50.8
Liquid Assets 14.5 155 193 25.6 22.2 23.5 29.0
Total Deposits/Savings 37.1 39.6 48.7 49.8 50.3 51.6 50.1
Total Share Capital 13.2 13.0 10.2 10.1 9.3 152 26.1
Income Statement (SBD Million)

Income 5.3 5.3 4.8 515 49 6.9 8.9
Expenses 2.6 2.3 2.1 3.2 22 43 4.2
Net Surplus 2.7 3.0 2.7 2.3 2.7 2.6 47
Statistics

Membership 5700 6253 6232 6089 6253 6700 6680
No. of Reporting CUs 10 10 10 10 10 10 10
Indicators

Capital Adequacy Ratio 26.1% 24.7% 17.2% 15.2% 14.0% 21.4% 32.7%
ROA 5.3% 5.7% 4.5% 3.5% 4.1% 3.7% 5.9%
Loans to Assets Ratio 71.3% 70.5% 67.5% 61.4% 66.6% 66.9% 63.7%
ROA 5.3% 5.7% 4.5% 3.5% 4.1% 3.7% 5.9%
ROE 20.5% 23.1% 26.5% 22.8% 29.0% 17.1% 18.0%
Self Sufficiency Ratio 203.8% 230.4% 228.6% 171.9% 222.7% 160.5% 211.9%
Liquid Assets to Deposits 39.1% 39.1% 39.6% 51.4% 44.1% 45.5% 57.9%
Source: CBSI

Appendix 4.4.2: Top ten Licensed Financial Institutions (Fls) in 2019

Name of Financial Institution Type of Financial Institutions Operate as:
Solomon Islands National Provident Fund Superannuation Parent
ANZ Banking Group Bank Branch
Bred Bank Solomon Bank Branch
Bank South Pacific Bank Branch
Pan Oceanic Bank Bank Subsidiary
Bank South Pacific Finance Solomon Islands Limited Credit Institution Subsidiary
Credit Corporation Solomon Islands Limited Credit Institution Subsidiary
QBE (International) Insurance Limited Insurer Branch
Tower New Zealand Limited Insurer Branch
Capital Insurance Solomon Islands Limited Insurer Subsidiary
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