Covea Insurance plc

Solvency and Financial
Condition Report
31st December 2016

Prepared by:

Covéa Insurance
Norman Place
Reading
RG1 8DA

COVEA INSURANCE
Nº dossier : 20110324E

Covéa Insurance Solvency and Financial Condition Report 2016

Contents

Approval of the Solvency and Financial Condition report ....................

1

Report on the Audit of the relevant elements of
the Solvency and Financial Condition Report ..............................................

2

Summary ...........................................................................................................................

4

A. Business and Performance .................................................................................

7

A.1 Business ........................................................................................................................

7

A.2 Underwriting performance ..................................................................................

9

A.3 Investment performance ......................................................................................

11

A.4 Performance of other activities ..........................................................................

11

A.5 Any other material information .........................................................................

11

B. System of Governance .........................................................................................

12

B.1 General information ................................................................................................

12

B.2 Fit and proper requirements ................................................................................

16

B.3 Risk management system ....................................................................................

17

B.4 Internal control system ..........................................................................................

19

B.5 Internal Audit function ..........................................................................................

20

B.6 Actuarial function .....................................................................................................

21

B.7 Outsourcing ................................................................................................................

22

B.8 Any other material information .........................................................................

22

C. Risk Profile ...................................................................................................................

23

C.1 Underwriting risk ......................................................................................................

24

C.2 Market risk ...................................................................................................................

26

C.3 Credit risk .....................................................................................................................

27

C.4 Liquidity risk ................................................................................................................

28

C.5 Operational risk .........................................................................................................

28

C.6 Other material risks .................................................................................................

29

C.7 Any other material information .........................................................................

29

D. Valuation for Solvency .........................................................................................

30

D.1 Assets ............................................................................................................................

30

D.2 Technical provisions ................................................................................................

32

D.3 Other liabilities ..........................................................................................................

34

D.4 Alternative methods for valuations ..................................................................

35

D.5 Any other material information .........................................................................

35

E. Capital Management ............................................................................................

36

E.1 Own funds ...................................................................................................................

36

E.2 SCR & MCR ..................................................................................................................

37

E.3 Any other material information .........................................................................

37

F. Quantitative Reporting Templates ................................................................

38

Covéa Insurance Solvency and Financial Condition Report 2016

Approval of the Solvency and
Financial Condition Report
Approval by the Board
The Board acknowledges its responsibility for preparing the Solvency and Financial Condition Report in all material
respects in accordance with the Prudential Regulation Authority (PRA) rules and the Solvency II Regulations.
The Board is satisfied that:
• t hroughout the reporting period, Covea Insurance plc (‘the Company’) has complied in all material respects with
the requirements of the PRA rules and the Solvency II Regulations as applicable to the Company; and
• it is reasonable to believe that, at the date of publication of the Solvency and Financial Condition Report,
the Company has continued so to comply, and will continue so to comply in future.

By order and approval of the Board

Signatory:

James Reader

Signatory:

Edgardo Penollar

Position:

Chief Executive Officer

Position:

Finance Director

Date:

18th May 2017

Date:

18th May 2017
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Report on the Audit of the relevant
elements of the Solvency and
Financial Condition Report
Report of the external independent auditors to the Directors of Covea Insurance plc (‘the Company’) pursuant to Rule
4.1 (2) of the External Audit Part of the PRA Rulebook applicable to Solvency II firms
Report on the Audit of the relevant elements of the Solvency and Financial Condition Report
Opinion
Except as stated below, we have audited the following documents prepared by the Company as at 31st December 2016:
• T
 he ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the Solvency and Financial Condition
Report of the Company as at 31st December 2016, (‘the Narrative Disclosures subject to audit’); and
• C
 ompany templates S.02.01.02, S.12.01.02, S.17.01.02, S.23.01.01, S.25.01.21 and S.28.01.01 (‘the Templates
subject to audit’).
The Narrative Disclosures subject to audit and the Templates subject to audit are collectively referred to as the
‘relevant elements of the Solvency and Financial Condition Report’.
We are not required to audit, nor have we audited, and as a consequence do not express an opinion on the Other
Information which comprises:
• T
 he ‘Business and performance’, ‘System of governance’ and ‘Risk profile’ elements of the Solvency and Financial
Condition Report;
• C
 ompany templates S.05.01.02, S.05.02.01 and S.19.01.21;
• T
 he written acknowledgement by management of their responsibilities, including for the preparation of the
Solvency and Financial Condition Report (‘the Responsibility Statement’).
In our opinion, the information subject to audit in the relevant elements of the Solvency and Financial Condition
Report of the Company as at 31st December 2016 is prepared, in all material respects, in accordance with the financial
reporting provisions of the PRA Rules and Solvency II regulations on which they are based.
Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) (ISAs (UK & I)),
International Standard on Auditing (UK) 800 and International Standard on Auditing (UK) 805, and applicable law.
Our responsibilities under those standards are further described in the Auditors’ Responsibilities for the Audit of the
relevant elements of the Solvency and Financial Condition Report section of our report.
Emphasis of Matter - Basis of Accounting
We draw attention to the ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the Solvency and
Financial Condition Report, which describe the basis of accounting. The Solvency and Financial Condition Report
is prepared in compliance with the financial reporting provisions of the PRA Rules and Solvency II regulations, and
therefore in accordance with a special purpose financial reporting framework. The Solvency and Financial Condition
Report is required to be published, and intended users include but are not limited to the Prudential Regulation
Authority. As a result, the Solvency and Financial Condition Report may not be suitable for another purpose. Our
opinion is not modified in respect of this matter.
Responsibilities of Directors for the Solvency and Financial Condition Report
The Directors are responsible for the preparation of the Solvency and Financial Condition Report in accordance with
the financial reporting provisions of the PRA rules and Solvency II regulations.
The Directors are also responsible for such internal control as they determine is necessary to enable the preparation of
a Solvency and Financial Condition Report that is free from material misstatement, whether due to fraud or error.
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Report on the Audit of the relevant
elements of the Solvency and
Financial Condition Report
Auditors’ Responsibilities for the Audit of the relevant elements of the Solvency and Financial Condition Report
It is our responsibility to form an independent opinion, in accordance with applicable law, ISAs (UK & I) and ISAs (UK)
800 and 805 as to whether the information subject to audit in the relevant elements of the Solvency and Financial
Condition Report is prepared, in all material respects, in accordance with the financial reporting provisions of the PRA
Rules and Solvency II regulations on which they are based. ISAs (UK & I) require us to comply with the Auditing
Practices Board’s Ethical Standard for Auditors.
An audit involves obtaining evidence about the amounts and disclosures in the relevant elements of the Solvency and
Financial Condition Report sufficient to give reasonable assurance that the relevant elements of the Solvency and
Financial Condition Report are free from material misstatement, whether caused by fraud or error. This includes an
assessment of: whether the accounting policies are appropriate to the Company’s circumstances and have been
consistently applied and adequately disclosed; the reasonableness of significant accounting estimates made by the
Directors; and the overall presentation of the relevant elements of the Solvency and Financial Condition Report. In
addition, we read all the financial and non-financial information in the Solvency and Financial Condition Report to
identify material inconsistencies with the audited relevant elements of the Solvency and Financial Condition Report. If
we become aware of any apparent material misstatements or inconsistencies we consider the implications for our report.
This report, including the opinion, has been prepared for the Directors of the Company to comply with their obligations
under External Audit rule 2.1 of the Solvency II firms Sector of the PRA Rulebook and for no other purpose. We do not,
in providing this report, accept or assume responsibility for any other purpose save where expressly agreed by our prior
consent in writing.
Report on Other Legal and Regulatory Requirements
In accordance with Rule 4.1 (3) of the External Audit Part of the PRA Rulebook for Solvency II firms we are required
to read the Other Information and consider whether it is materially inconsistent with the relevant elements of the
Solvency and Financial Condition Report and our knowledge obtained in the audits of the Solvency and Financial
Condition Report and of the Company’s statutory financial statements. 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.

PricewaterhouseCoopers LLP
Chartered Accountants
Bristol
Date: 18th May 2017
• T
 he maintenance and integrity of the Covea Insurance plc website is the responsibility of the Directors; the work
carried out by the auditors does not involve consideration of these matters and, accordingly, the auditors accept no
responsibility for any changes that may have occurred to the Solvency and Financial Condition Report since it was
initially presented on the website.
• L egislation in the United Kingdom governing the preparation and dissemination of Solvency and Financial
Condition Reports may differ from legislation in other jurisdictions.
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Summary

Business and Performance
Business

The reported level of profitability includes the release
of the claims equalisation provision (£29.8m) at the
beginning of the year. The claims equalisation provision
represented a long term reserve that an insurance
company was required to hold for the purposes of
smoothing the reported result in the event of a significant
unforeseen catastrophe such as a windstorm or flood
event. The carrying of an equalisation provision was a
regulatory requirement as at 31st December 2015, but is
no longer allowable under the Solvency II regime.

Covea Insurance plc (‘the Company’), is an unlisted public
company incorporated in England and Wales.
The Company is a UK subsidiary of leading French
mutual insurance group Covéa, who are number 1 for
property and liability insurance in France and served 11.5
million policyholders, generating over €16.4 billion in
premiums in 2016.
The Company is a wholly owned subsidiary of MMA
Holdings UK plc, a company registered in England
and Wales.

Performance during the year has been adversely
impacted by the recognition of an increase in claims
reserves to reflect the impact of the Lord Chancellor’s
announcement on 27th February 2017 of a reduction in
the discount rate applicable to personal injury awards
from 2.5% to minus 0.75% (“the Ogden Rate Change”).
The Company has also experienced a higher than
expected level of claims costs during the year,
particularly in its personal line business, which has
adversely impacted the result for the year.

On the 31st December 2015, Sterling Insurance
Company Limited, which was acquired by the Covéa
group in February 2015, transferred its business and
operations into the Company, by way of a transfer under
Part VII of the Financial Services and Markets Act 2000.
Covéa Insurance handles the insurance needs of 1.5
million policyholders; delivering financial reassurance
through its Standard & Poor’s A+ Stable rating, as a
guaranteed subsidiary of Covéa.

The Company’s investment portfolio contains a range of
high quality assets including UK government bonds,
corporate bonds, UK listed equities, bank deposits and
cash holdings. The Company’s overall profit after tax result
has benefited from increases in the market value of its
investment portfolio, notably the portion held in equities.

The Company offers motor, household, protection, mid
and high net worth insurance and a range of commercial
insurance products, designed to meet the needs of most
individuals and businesses. Insurance cover is provided to
customers via insurance brokers, intermediaries and a
direct distribution channel (branded ‘Provident Insurance’).

The Directors are confident that the Company’s
prospects are good notwithstanding the challenging
conditions that continue to prevail in all of its key
markets. 2017 will see the Company continue to invest
in strengthening its capabilities and seeking to realise
benefits from the investments already made. This will
include further growth of customer numbers through the
Provident Insurance operation.

Performance
For the period ending 31st December 2016, the
Company has reported a post-tax profit of £38.4m.
During 2016, the Company launched a new
direct-to-consumer operation, under the Provident
Insurance brand. This represents an important
development for the Company, complementing its
existing intermediated distribution, and the results to
date are in line with expectations.
Gross written premiums have increased significantly
during the year, reflecting the inclusion of the Sterling
Insurance Company Limited business, the development
of the Provident direct operation and underlying growth
across the majority of the Company’s personal and
commercial lines activities.
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Summary

System of Governance
The Company has an effective system of governance in place which provides for the sound and prudent management
of the business. The Board has overall responsibility for governance within the Company. It is supported by a number
of sub-committees as shown below:
Board

Audit
Committee

Asset
Allocation
Committee

Risk
Committee

Remuneration and
Nominations
Committee

Executive Committee
Operational Committees
The membership of the Board and sub-committees comprise Company Executive Directors, Independent
Non-Executive Directors and Parent Company representatives. All committees have terms of reference which define
their roles and responsibilities.
The day-to-day management of the Company is delegated by the Board and sub-committees to the
Executive Committee.
The Company ensures that all persons who effectively run the organisation or hold a key function have the appropriate
skills, experience, knowledge and professional qualifications.
The Company uses the three lines of defence governance model:
• T
 he first line of defence is the business units who are responsible for accepting, managing, monitoring, mitigating
and controlling risk within their business areas;
• T
 he second line of defence is the Risk Function, together with the Compliance, Legal and Actuarial Functions. These
functions support, monitor and challenge the first line of defence on risk management;
• T
 he third line of defence is the Internal Audit Function. This function independently reviews the operations of the
first and second lines of defence.
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Summary
Risk Profile

Valuation for Solvency purposes

As an insurance company, the Company is in the
business of actively seeking risk with a view to adding
value by managing it.

The assets and liabilities within the Solvency II balance
sheet have been valued in accordance with Solvency II
regulations and represent the amounts for which they
could be exchanged between knowledgeable, willing
parties in an arm’s length transaction. The excess of
assets over liabilities is referred to as the Company’s Own
Funds under Solvency II. The Own Funds is the amount
of available capital the Company has to meet the
Solvency Capital Requirement.

Covéa Insurance uses the Standard Formula to measure
risk. The Standard Formula is a standardised calculation
method which aims to capture the material quantifiable
risks that an insurance company is exposed to. It is not
tailored to Covéa Insurance. The analysis performed
by the Company confirms that the Standard Formula is
appropriate and broadly aligned to its risk profile.

The valuation of the Company’s balance sheet on a
Statutory accounting basis is different to the Solvency II
balance A.1.3
sheet
predominantly
due to the elimination of
Activities
of company
intangible assets and the difference in the valuation of
the technical provisions.

As at 31st December 2016, the components of the
Company’s Solvency Capital Requirement (pre
diversification) are as follows:

Summary - Risk Proﬁle

Capital Management
7%

The Solvency position of the Company as at
31st December 2016 is as follows:
25%

0.4%

•
•
•
•
•
•

49%

Own Funds

275,362

Solvency Capital Requirement (SCR)

234,227

Own funds in excess of SCR

41,135

Solvency coverage

117.6%

19%

Market Risk
Health Risk
Counterparty default Risk
Life Underwriting Risk
Non Life Underwriting Risk
Operational Risk

While the Company’s capital position has exceeded
the regulatory requirement at all times since the
introduction of Solvency II, the level of cover at
31st December 2016 is1%
lower than the target solvency
cover as set out in the Company’s internal Capital
6%
Management Policy established
by the Board. In order
11%
to address this and to provide additional capital
coverage to support future growth, on 29th March 2017
the Company entered into a quota share arrangement
under which 20% of the Company’s earned premiums
39%
and claims30%for the period 1st January 2017 to 31st
December 2019 will be ceded to a highly rated reinsurer.
This arrangement has not been reflected in the
Company’s reported solvency position but will be within
the Company’s Q1 2017 solvency reporting following the
13%
commencement of the arrangement.

Underwriting risk (including Health risk) is the largest
component
of theportfolio
Company’s risk profile. This relates
A.3.1 Investment
to the uncertainty associated with the occurrence and
valuation of non-life liabilities. This can arise through the
frequency and severity
of claims incidents as well as the
7.1%
assumptions made about the timings and amounts of
24.6%
claim settlements.
Market risk is the second largest exposure and arises due
to the fluctuation in the market value of the Company’s
41.4%
investment assets.
The Company is exposed to Counterparty default risk
in respect 26.9%
of amounts recoverable from reinsurers and
intermediaries and overnight cash deposits.
Operational risk is the risk of loss resulting from internal
processes, personnel, inadequate or failed systems or
from external events.
The Company utilises a number of methods to ensure
the robustness of its business model and plan for
C.1 Underwriting risk
unexpected events. These include stress testing, reverse
stress testing, sensitivity
testing and scenario analysis.
0.5%

C.2 market risk

0.7%

3.9%
5.2%

6.7%

6
20.8%

£’000
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A. Business and Performance
A.1 Business

Significant business or other events during the reporting
period

A.1.1 General Information

The following significant events have occurred during the
reporting period:

Covea Insurance plc (‘the Company’), is a general
insurance company located in the United Kingdom.

Brexit

The Company is an unlisted public company incorporated
in England and Wales. The address of its registered office
is Norman Place, Reading, Berkshire, RG1 8DA.

During 2016, a referendum vote determined that the
UK should leave the European Union (EU).

On the 31st December 2015, Sterling Insurance Company
Limited, which was acquired by the Covéa group in
February 2015, transferred its business and operations
into the Company, by way of a transfer under Part VII of
the Financial Services and Markets Act 2000.

Whilst there is much uncertainty surrounding the
eventual outcome of the negotiations with the EU the
impact on the Company is considered limited; the
Company only has incidental exposure to risks located
within the EU.

The Company is managed alongside its fellow subsidiary,
Covéa Life Ltd. Both companies share a common executive
management team and all staff are employed by a third
fellow subsidiary, Covéa Insurance Services Limited.

Change in the Ogden rate
In December 2016, the Lord Chancellor announced a
review of the discount rate for personal injury claims
(Ogden rate). A revised rate of minus 0.75% was
announced on 27th February 2017 (previously plus 2.5%).
The resulting impact on the Company’s reserves has
been reflected within the 2016 results contained in the
Financial Statements and the reported solvency position
herein.

As at 31st December 2016, Covéa Insurance Services
Limited employed 1,556 people across its 11 offices
throughout the UK.
Regulators
The Company is regulated in the UK by the Prudential
Regulation Authority (PRA) whose registered address is
Threadneedle Street, London, EC2R 8AH.

A.1.2 Ultimate Parent Company
The Company is part of the French mutual insurance
group Covéa, one of the leading property and liability
insurance providers in France, generating €16.4 billion
in premiums in 2016. As a result of its financial strength,
the Covéa group has attained a Standard and Poor’s A+
Stable rating.

The Company is also regulated in the UK by the Financial
Conduct Authority (FCA) whose registered address is 25
The North Colonnade, London, E14 5HS.
The Company is a member of the Covéa Group. The
Group’s head office is in Paris, France. Covéa Group is
regulated by the French Prudential Supervision and
Resolution Authority whose registered address is 61 rue
Taitbout, 75436, Paris.

The Company is a wholly-owned subsidiary of MMA
Holdings UK plc, a company registered in England
and Wales.
The ownership structure of the Company is as follows:

External Auditors
The Company’s independent auditors are
PricewaterhouseCoopers LLP. Their address is 2 Glass
Wharf, Bristol, BS2 0FR.
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A. Business and Performance
Covéa SGAM
Société de Groupe d’Assurance Mutuelle

A legal structure that allows mutual companies to consolidate their businesses

MMA IARD AM

MMA Vie AM

owns 19.57%
of Covéa
Cooperations

owns 11.81%
of Covéa
Cooperations

DAS Assurances
Mutuelles
owns 1.96%
of Covéa
Cooperations

GMF

AM

owns 18.80%
of Covéa
Cooperations

owns 14.54%
of Covéa
Cooperations

MAAF
Assurances
owns 33.16%
of Covéa
Cooperations

MAAF Santé
owns 0.17%
of Covéa
Cooperations

Covéa Cooperations

Covea Insurance Plc

MMA Holdings
UK Plc

FRN 202277 | 613259

3805690

Covéa Insurance Services Ltd

Covéa Life Ltd

02966506

FRN 202178 | 00911235

MMA Holdings UK Plc is a wholly-owned subsidiary of
Covéa Coopérations, a company registered in France.
Covéa Coopérations is controlled by MMA IARD
Assurances Mutuelles, MMA Vie Assurances Mutuelles,
DAS Assurances Mutuelles, La Garantie Mutuelle des
Fonctionnaires, Assurances Mutuelles de France, MAAF
Assurances, and MAAF Sante. These companies own all
the share capital and control 100% of the voting rights
of Covéa Coopérations, are registered in France and are
Summary - Risk
Proﬁle
affiliated
to Covéa SGAM.

The Company offers motor, household, protection, mid
and high net worth insurance and a range of commercial
insurance products, designed to meet the needs of most
individuals and businesses. Insurance cover is provided
to customers via insurance brokers, intermediaries and a
direct distribution channel (Provident). All contracts are
concluded in the UK and Republic of Ireland.
For the year ended 31st December 2016, the portfolio
mix of the business (based on gross written premium) by
A.1.3 Activities of company
material line of business is as follows:

The called up share capital of the Company as at
31st December 2016 is:
£’000
Authorised ordinary shares
(Ordinary shares of £1 each)
Allotted, called up and fully paid
(Ordinary shares of £1 each)

7%

162,561
0.4%

25%

158,224

49%

A.1.3 Activities of the Company
The principal activity of the Company is the underwriting
of non life insurance business.

19%

•
•
•
•

Covéa Insurance handles the insurance needs of 1.5
million policyholders; delivering financial reassurance
through its Standard & Poor’s A+ stable rating, as a
guaranteed subsidiary of Covéa.

1%

A.3.1 Investment portfolio
11%

6%

7.1%

24.6%

8
39%

Personal Lines Motor
Personal Lines Home
Commercial Lines
Protection

7%
Covéa Insurance
Solvency and Financial Condition Report 2016

A. Business and Performance
25%

49%

The Company’s Personal Lines Home products are
further divided into Standard Home and Mid/High Net
19%
Worth products.

A.2 Underwriting performance

Under Solvency II, these products are split into
homogenous risk groups. The portfolio mix by Solvency II
lines of business for the year ended 31st December 2016
is as follows:

The Company’s Statutory Accounts are prepared in
compliance with United Kingdom Accounting Standards,
including the Financial Reporting Standard 102, “The
Financial Reporting Standard applicable in the United
Kingdom and the Republic of Ireland” (“FRS 102”),
Financial Reporting Standard 103, “Insurance Contracts”
(“FRS 103”) and the Companies Act 2006.

A.2.1 Current year performance

1%

6%

11%

The following information on performance is aligned
to the position reported in the Company’s Statutory
Accounts.
As this is the first report produced, no prior year
comparatives have been included

39%

30%

The underwriting performance of the Company for the
financial year ending 31st December 2016 is as follows:
13%

•
•
•
•
•
•

Income protection
Motor vehicle liability
Other motor
Fire and other damage to property
General liability
Miscellaneous financial loss

The following table provides information on how the
regulatory Solvency II lines of business map to the
Company’s core product lines used by the Company for
managing itsC.2business.
market risk
Solvency II Line
of Business

Risk Type Covered
3.9%

Motor Vehicle
Liability

31.9%

Other Motor

Fire and other
damage to
property

Personal Lines
Motor and
Commercial Lines
Motor

Damage to and loss of
motor vehicles40.8%

Personal Lines
Motor and
Commercial Lines
Motor

Damage to or loss of
property due to fire,
Personal Lines
explosion, natural forces, Home and
land subsidence and any Commercial Lines
event such as theft
Liabilities other than
those covered by Motor
vehicle liability

Commercial Lines

Income
protection

Financial compensation
due to illness, accident,
disability or infirmity

Protection

Miscellaneous
financial loss

Unemployment

Protection

Legal expenses

Legal expenses and the
cost of litigation

Protection

Net earned premium

591,140

Underwriting profit/(loss)

22,738

Combined operating ratio

96.2%

The Company has seen a significant increase in gross
written premium during the year reflecting the inclusion
of the Sterling Insurance Company Limited (SICL)
business (see section A.1.1 above), the development of
the Provident direct operation and underlying growth
across the majority of the Company’s personal and
commercial lines activities.

16.7%

General liability

666,306

The Company launched a new direct-to-consumer
operation during 2016, under the Provident Insurance
brand. This represents an important development for the
Company, complementing its existing intermediated
distribution, and the results to date are in line with
expectations.

Covéa Insurance
Product Line

6.7%
All liabilities
from the
use of motor vehicles

£’000
Gross written premium

The level of underwriting profitability is mainly
attributable to the result of the release of the claims
equalisation provision at the beginning of the year. The
carrying of an equalisation provision was a regulatory
requirement as at 31st December 2015, but is no longer
allowable under the new Solvency II regime. To ensure
ongoing compliance with FRS 103, the opening provision
of £29.8m has been released through the accounts during
the year.
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A. Business and Performance
The underwriting result has been adversely impacted by
the recognition of a £6.2m increase in net claims reserves
to reflect the impact of the Lord Chancellor’s
announcement on the 27th February 2017 of a reduction
in the discount rate applicable to personal injury awards
from 2.5% to minus 0.75% (“the Ogden Rate Change”).

The reported underwriting result for 2016 includes a
release of £17.8m of claims equalisation provisions (as
noted above). That apart, the results have been adversely
impacted by significantly higher than anticipated level
of claims during the year; particularly in respect of large
fire and escape of water claims. This has combined with
a competitive market, which has seen average premiums
reduce. Underwriting and pricing actions taken towards
the end of the year are expected to return the business
to underlying profitability in 2017.

The Company has also experienced a higher than
expected level of claims costs during the year,
particularly in its personal lines business, which has
adversely impacted the reported underwriting result.

Commercial Lines

Performance by material line of business is described in
detail below. The material lines of business align to those
used for management reporting purposes.

£’000
Gross written premium

Personal Lines Motor
£’000
Gross written premium

325,516

Underwriting profit/(loss)

13,897

Combined operating ratio

94.8%

£’000
Gross written premium

46,311

Underwriting profit/(loss)

2,259

Combined operating ratio

95.5%

The growth of the Protection business, as a result of
the integration of the SICL business, has provided the
Company with further diversification of its business and
a broader product offering for its key business partners.
Several of the largest Protection distribution relationships
are no longer generating sales of new policies, but the
Directors are confident that these will continue to run
off profitably and that there are good opportunities to
develop both new products for these clients and new
relationships.

£’000
125,314
100.2%

95.5%

Protection

Personal Lines Home

Combined operating ratio

Combined operating ratio

The reported underwriting profit for 2016 includes a
release of £11.9m of claims equalisation provisions and
a charge of £2.0m in respect of the Ogden Rate Change.

The reported underwriting profit for 2016 includes a
charge of £4.2m in respect of the Ogden Rate Change
and also reflects the investment in the development
of Provident Insurance and a higher than anticipated
level of claims inflation, particularly in respect of vehicle
repair costs; a trend which is being driven in part by the
increased use of advanced technology in cars.

(227)

6,809

The development of the Commercial Lines business
continues to be a major focus for the Company, with
ongoing investment in technical skills, improved products
and stronger relationships with brokers.

The Company has seen year-on-year growth in written
premiums due to a combination of both higher customer
numbers (including through Provident Insurance) and
higher average premiums. The latter reflects continuing
inflationary trends on claims costs and is believed to be
in line with the broader market experience.

Underwriting profit/(loss)

Underwriting profit/(loss)

Commercial Lines business represents the underwriting
of a range of property and liability insurance products
targeted at small and medium-sized businesses in the
UK, including some commercial motor products.

Personal Lines Motor business represents the
underwriting of insurance of UK private cars and light
commercial vehicles.

Gross written premium

169,165

Personal Lines Home business represents the
underwriting of insurance of UK residential properties
and their contents.
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A. Business and Performance
A.1.3 Activities of company

Summary - Risk Proﬁle

A.3 Investment performance

Bonds
The Company’s holdings are in UK Government bonds
and high quality corporate
bonds. Total performance
7%
for the year includes interest income and market value
movements. Favourable market value movements have
been experienced during the year reflecting the fall in
25%
yields particularly
following the Brexit vote.

A.3.1 Investment portfolio
The Company’s investment portfolio contains a range of
high quality assets including UK government bonds,
corporate bonds, UK listed equities, bank deposits and
0.4% a way as to
cash holdings. Assets are diversified in such
avoid excessive reliance on any particular asset class,
issuer or group of undertakings, geographical area and
also to avoid an excessive accumulation of risk in the
portfolio as a whole.

49%

Equities

The Company’s holdings are in a UK FTSE tracker fund.
Total performance includes dividend income and market
19%
value movements. Strong growth in UK FTSE indices
have had a favourable impact on the market value of the
Company’s holdings and overall performance during the
reporting period.

The objective within the fund is to optimise long-term
rates of total return consistent with the need to protect
the security of both policyholder funds and the capital
base of the Company.

Money market

The composition of the investment portfolio as at
A.3.1 Investment
portfolio
31st December
2016
is as follows:

1%

The Company’s cash holdings are invested in overnight
and term deposits with a range of high quality financial
6%
institutions. Total11%
performance
reflects interest received
during the reporting period.

7.1%

Other income
24.6%

The Company has provided a loan
to a fellow subsidiary.
39%
Interest at 30%
a commercial rate is received on this loan.
Management fees

41.4%

The Company utilises the services and expertise of an
investment manager to manage its bond portfolio.
13%
Management fees reflect the costs incurred in respect of
this service during the reporting period.

26.9%

•
•
•
•

UK Equities
UK Government bonds
Corporate bonds
Cash holdings and
bank deposits

A.3.3 Assets in securitisation
The Company has a well-diversified investment fund and
holds some securitised assets in the form of asset backed
and mortgage backed securities. These holdings are all
C.2 market
risk
in senior tranche, AAA
rated
bonds. As at 31st December
2016, securitised assets made up c.7% of the overall
bond portfolio (including government bonds).

A.3.2 Investment performance
Total investment performance by asset class for the
Underwriting risk
financial C.1
year
ending 31st December 2016 is as follows:
£’000

0.7% 0.5%

Bonds

3.9%
The Company does not have
any holdings of illiquid
6.7%
securitised assets.

5.2%

Government Bonds

4,555

Corporate Bonds

7,167

Equities

8,380

20.8%

A.4. Performance of other activities
31.9%

There is no other information to report
on the
40.8%
performance of the Company.

Others
Money Market
Other income

828
72.8%

Management Fees
Total Investment Return

620

A.5 Any other material information

(614)

16.7%

There are no other material items of information to be
reported regarding the business and its performance over
the reporting period.

20,936

C.3 Credit Risk
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B.1 General information

All committees have terms of reference which define
their roles and responsibilities. The terms of reference are
reviewed annually and updated accordingly. Performance
and effectiveness against the terms of reference is also
monitored at least annually.

B.1.1 General information on the system of governance
The Board has overall responsibility for governance
within the Company and is supported by a number of
sub-committees as shown below.

Minutes of each committee meeting are circulated
and shared with the Board and other committees
as appropriate.

The membership of the Board and sub-committees
comprise Company Executive Directors, Independent
Non-Executive Directors and Parent Company
representatives. The Chairman of the Board is a Parent
Company representative and those of the Audit, Asset
Allocation, Risk and Remuneration and Nominations
Committees are Independent Non-Executive directors.

Board

Audit
Committee

Asset
Allocation
Committee

Risk
Committee

Remuneration and
Nominations
Committee

Executive Committee
Operational Committees

B.1.2 Board of Directors

• E
 nsuring that the key risks facing the Company are
identified, monitored and appropriately managed;
• E
 nsuring that the Company maintains an appropriate
level of capital, taking into account the risks that it
faces and regulatory requirements;
• Establishing committees with appropriate membership
and terms of reference to assist the Board in fulfilling
its duties;
• A
 pproving the Company’s Own Risk and Solvency
Assessment (ORSA), risk appetite and risk management
framework.

It is the responsibility of the Board to ensure that the
Company is appropriately managed and that it achieves
its objectives. It has overall responsibility for:
• Establishing and implementing the Company’s strategy;
• R
 eviewing and approving the Company’s business
plans;
• Ensuring an appropriately skilled and experienced
executive team is in place to enable delivery of the
strategy and business plans, and that adequate
succession plans are in place in respect of that team;
• Monitoring and overseeing the Company’s operations
ensuring competent and prudent management and
that appropriate resources are in place to enable
delivery of the strategy and business plans;
• Ensuring that the Company has in place appropriate
systems of corporate governance and internal control
to ensure compliance with regulatory requirements
and other relevant legislation;

In carrying out their duties, the Board and Directors act
in accordance with all relevant and applicable legislation
and regulations. The Board regularly assesses its terms of
reference, skills, effectiveness and training needs.
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As at 31st December 2016, the Board comprised of the
following individuals:
Dominique Salvy

(Parent Company Representative)

Senior Independent Non-Executive
Director

Simon Cooter

Commercial Lines & HNW Director
Non-Executive Director

As at 31st December 2016, the Risk Committee
comprised of 10 members, 4 of which are either Parent
Company Representatives or Independent Non-Executive
Directors.

(Parent Company Representative)

Adrian Furness

Claims and Operations Director

Henry Kenyon

Independent Non-Executive Director

Simon Kneller

Actuarial Director

Bertrand Lefebvre

The Risk Committee is established to ensure an
independent oversight of risk and capital adequacy. The
Committee oversees the Company’s Risk Governance
Framework and is responsible for the oversight of the
Own Risk and Solvency Assessment (ORSA), the Risk
Management system, the Internal Control system and
the Compliance system.

Chair, Non-Executive Director

Stephen Clarke

Patrice Forget

B.1.3 Risk Committee

In 2016, the Risk Committee met 4 times. The rate of
attendance of the members was 90%.

Non-Executive Director

(Parent Company Representative)

B.1.4 Audit Committee

Edgardo Penollar

Finance Director

James Reader

Chief Executive Officer

The Audit Committee is established to ensure there is an
appropriate control and governance framework in place.
Responsibilities include oversight of the financial reporting
process, the external audit function, the system of internal
financial controls and the Internal Audit function.

The following changes have occurred in the Board
Composition since the 31st December 2016:
Jane Dale
Carol Geldard
Henry Kenyon
Simon Kneller

As at 31st December 2016, the Audit Committee
comprised of 4 members, all of which are either Parent
Company Representatives or Independent Non-Executive
Directors.

Independent Non-Executive Director
(Appointed 22nd February 2017)

Personal Lines Director

(Appointed 18th April 2017)

The Chief Executive Officer, the Chief Risk Officer,
the Finance Director, the Actuarial Director and
representatives of the Company’s internal and external
auditors are normally invited to attend meetings of the
committee. At each meeting that is attended by them,
the committee has the opportunity to meet with the
external and/or internal auditors without an Executive
Director being present.

Independent Non-Executive Director
(Retired 1st April 2017)

Actuarial Director

(Resigned as a Board director 18th April 2017)

All of the members listed above have received PRA
approval as a Key Function holder under the Senior
Insurance Managers Regime (SIMR). Independent
Non-Executive Directors have a wide range of skills,
knowledge and experience that complements that of the
Executive Directors and Parent Company representatives.

In 2016, the Audit Committee met 6 times. The rate of
attendance of the members was 100%.
B.1.5 Asset Allocation Committee

In 2016, the Board met 6 times and the attendance rate
of its members was 89%.

The Asset Allocation Committee is established to ensure
the appropriate management of the Company’s
investment portfolio. The committee manages asset
allocation and has responsibility for appointing and
monitoring the performance of fund managers. It
ensures that appropriate processes and controls are in
place for the governance of investments.

There are four sub-committees that report directly to the
Board. These are the Risk Committee, Audit Committee,
Asset Allocation Committee and the Remuneration and
Nominations Committee. Their responsibilities are noted
in sections B.1.3 to B.1.6. These committees are chaired
by Independent Non-Executive Directors.

As at 31st December 2016, the Asset Allocation
Committee comprised of 8 members, of which 5
members are either Parent Company Representatives or
Independent Non-Executive Directors.

The day-to-day management of the Company is
delegated by the Board and sub-committees to an
Executive Committee. Its responsibilities are shown in
B.1.7.

In 2016, the Asset Allocation Committee met 7 times.
The rate of attendance of the members was 91%.
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B.1.6 Remuneration and Nominations Committee

• M
 anagement committees are established to lead and
govern the trading, underwriting and pricing activities
for the Company’s portfolio of insurance products.
The committees also ensure that any conduct risks
are identified and appropriately managed. There are
four separate committees in place covering the main
material lines of business;
• T
 he Reinsurance Committee is established to ensure
that appropriate reinsurance arrangements in line with
the agreed strategy and policies are in place;
• T
 he Treating Customers Fairly (TCF) Steering
Committee is established to oversee and drive forward
the Company’s fair treatment of customers, in
accordance with the principles established by the
Financial Conduct Authority (FCA).

The Remunerations and Nominations Committee is
established to oversee the design, implementation and
operation of the Company’s remuneration policy and
practices, and the appointment of Directors and other
key management.
As mentioned in Section A.1.1, all of the Company’s
management and staff are employed by a sister
company, Covéa Insurance Services Limited, which
provides services to the Company under a management
services agreement. The remit of the committee covers
the remuneration of all such employees.
As at 31st December 2016, the Committee comprised of
3 members. All members of the Committee are either
Independent Non-Executive Directors or Parent
Company representatives.

B.1.9 Key functions
The key functions within the organisation and their main
roles and responsibilities are as follows:

In 2016, the Remuneration and Nominations Committee
met 6 times. The rate of attendance of the members was
100%.

Risk management function

B.1.7 Executive Committee

The Chief Risk Officer is the function holder responsible
for the Risk Management function and reports to the Risk
Committee. The function holder is supported by an
experienced team who have a range of skills and expertise
including risk management and the UK regulatory
environment. The principal role of the function is to ensure
that risks to the Company and the interests of
stakeholders are identified, understood, controlled,
monitored and reported upon. The function is responsible
for carrying out the ORSA process, including assessing the
overall solvency needs and ensuring continuous
compliance with capital requirements.

The day-to-day management of the Company is
delegated by the Board and sub-committees to the
Executive Committee.
The Committee comprises all executive directors of the
Company and is chaired by the Chief Executive Officer.
The Committee has responsibility for implementing the
Company’s strategy and ensuring that the Company
performs in line with agreed strategies and financial plans.
The Committee ensures that an effective internal control
environment is in place and that the risks facing the
Company are appropriately and effectively managed in
line with the Board approved Risk Appetite. The
Committee is also responsible for ensuring the Company
operates within regulatory capital requirements and
continuously monitors its solvency position.

Compliance function
The Chief Risk Officer is the function holder responsible
for the Compliance function and reports to the Risk
Committee. The function holder is supported by an
experienced team who have a range of skills and expertise,
including the UK regulatory environment, Compliance and
Data protection. The function is responsible for providing
assurance that the Company operates in compliance
with all relevant regulatory obligations (including those
overseen by the Prudential Regulation Authority, Financial
Conduct Authority and Information Commissioners Office)
and legislative requirements.

B.1.8 Operational committees
The Executive Committee has established a number of
operational committees. These committees contribute to
the risk governance framework as follows:
• T
 he Technical Provisions Committee is established
to ensure adequate and reasonable reserves are in
place for insurance risk exposures and that reserving
activities are consistent with the relevant accounting
policies and regulations and actuarial standards of
practice;
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Internal audit function

B.1.10 Material changes in the governance structure

The Head of Internal Audit is the function holder
responsible for the Internal Audit function and reports to
the Audit Committee. All members of the function either
hold or are in training for accredited internal audit (IIA)
or other relevant qualifications. The function is
responsible for designing, seeking approval for, and
implementing the annual Internal Audit programme of
work. The Internal Audit function is provided to Covéa
Insurance through a formal co-sourced arrangement
between the business’ own internal audit resources and
an external firm specialising in internal audit processes.

There have been no material changes to the governance
structure over the reporting period.
B.1.11 Remuneration policy
As noted in section A.1.1, all employees are employed
by Covéa Insurance Services Limited (CISL). CISL
provides management services to a number of fellow
subsidiary companies in the UK but predominantly to
Covéa Insurance.
CISL has a remuneration policy in place that applies
to all its employees including those supporting Covéa
Insurance.

Actuarial function

The purpose of the policy is to clearly set out CISL’s
approach to remuneration and to assist employees in
understanding their entitlements in relation to the total
remuneration and benefits offered by the Company.

The Actuarial Director is the function holder responsible
for the Actuarial Function and reports to the Board,
Audit Committee and Risk Committee. The function
holder is supported by an experienced team who are
appropriately skilled in actuarial and financial
mathematics. The function is responsible for calculating
the Statutory Accounts best estimate and Solvency II
technical provisions, providing an opinion on the
underwriting policy and reinsurance arrangements,
assessing the adequacy and quality of data and
contributing to the effective implementation of the Risk
Management system.

Maintenance of the policy is the responsibility of the
Remuneration & Nominations Committee in support of
the Board.
CISL is committed to providing a salary and benefits
package, including performance-related bonuses, that:
•
•
•
•

Is open and transparent;
Recognises the contribution of individual employees;
Attracts and retains committed and talented people;
I s aligned to the business’s strategy, risk profile and
long-term interests;
• P
 romotes effective risk management and does not
encourage excessive risk taking; and
• Avoids conflicts of interest.

Key functions authority
The culture and organisational structure in place ensures
that the key functions have the necessary authority,
resources and operational independence to carry out
their tasks. All key function holders have a direct
reporting line in to the Board and/or sub-committees of
the Board.

All employees receive a salary and benefits package
including performance related bonuses. Salaries and
benefits are reviewed regularly to recognise the
performance of individual employees, the success of the
Company and latest market practice.

Other functions
Other functions considered to be of specific importance
to the sound and prudent management of the firm are
as follows:
•
•
•
•
•
•
•
•

Underwriting and Pricing;
Claims management;
Financial Management and Accounting;
Investment Management;
Information Technology;
Human Resources;
Reinsurance; and
Money Laundering Reporting.

All employees are entitled to participate in an annual
performance bonus scheme which is payable against the
achievement of individual objectives and the Company’s
financial performance. The bonus is more weighted
towards the achievement of individual objectives in line
with promoting effective risk management that does not
encourage excessive risk-taking.
For employees carrying out a Head of Function or
executive director role within a control function (being
Actuarial, Risk, Compliance and Internal Audit),
performance bonus payments are based solely on
individual performance.
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In addition to the annual performance bonus scheme,
employees falling into the categories below are entitled
to participate in a Long-Term Incentive Plan (LTIP):

The Board and sub-committees’ terms of reference
require a quorum to be present for any meeting to take
place. This ensures that any significant decision of the
Company involves at least two persons ‘running the
organisation’ before being implemented.

• Executive Committee members;
• Directors of functions; and
• Heads of function.

The organisational and operational structures in place
support the Company’s strategic objectives and
operations. They also ensure that there is an appropriate
segmentation of responsibilities.

The LTIP plan is based on performance over a three year
period and operates to defer, for a period of three years,
a proportion of the total variable remuneration payable
to those individuals in respect of each financial year.
For individuals employed in a control function, LTIP
payments are based solely on individual performance.

All of the items noted above ensure that the Company
has an effective system of governance in place which
provides for the sound and prudent management of the
business.

No stocks or shares are provided to employees by the
Company as a form of compensation for their duties.

During the reporting period the Board approved and
submitted to the PRA a “Firm self-assessment and
Attestation of Compliance with the EIOPA Systems of
Governance Guidelines”. The attestation confirmed that
the Company is materially compliant with all governance
requirements.

CISL operates a Group Flexible Retirement plan for all
employees through a Defined Contribution Scheme.
B.1.12 Material transactions with the Shareholder
Dividend payments
During the reporting period the Company has made a
dividend payment of £1.5m to the Shareholder in respect
of the accounting year ending 31st December 2015.

B.2 Fit and Proper requirements

The Company has paid a dividend to its shareholder of
£3.2m on 25th April 2017 in respect of the accounting
year ending 31st December 2016. This is not reflected in
the 31st December solvency position.

The Company has in place a Board approved Fit and
Proper policy. The policy applies to members of the
Board, other executives who are not on the Board and
any other senior manager who holds a function requiring
approval by the Prudential Regulation Authority and/or
Financial Conduct Authority. The policy is in line with the
Covéa Group policy.

B.2.1 Fit and Proper policy

Defined benefit pension scheme – change of sponsor
The Company previously had responsibility for the
funding of a defined benefit pension scheme. During the
reporting period, funding responsibility for the scheme
was transferred to the Company’s immediate parent
company, MMA Holdings UK plc.

B.2.2 Specific requirements
Fitness and propriety generally refers to the following
characteristics in respect of a person:
• P
 ersonal characteristics, including honesty, integrity
and reputation;
• The level of competence, knowledge and experience;
• Qualifications;
• Financial soundness.

There have been no other material transactions with the
Shareholder over the reporting period.
B.1.13 Adequacy of the system of governance
The Board has overall responsibility for governance within
the Company. The Company routinely assesses the
adequacy of its system of governance, taking into account
the nature, scale and complexity of the risks inherent to its
business. The internal audit function periodically reviews
the Company’s system of governance. This is reported to
the Audit Committee, and challenged and approved by
the Board.

The Fit and Proper policy states that the Board must
collectively have the skills, experience, knowledge and
professional qualifications to ensure that it operates
effectively, and can apply appropriate challenge to the
Executives. The knowledge set includes the following
areas:

The Company maintains effective cooperation, internal
reporting and communication of information at all levels
across the Company.

• General insurance and financial markets;
• Governance;
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• Strategy and business models;
• Financial accounting and actuarial analysis;
• Specialist areas relevant to a particular role
(e.g. legal, regulatory, taxation, reinsurance, audit and
internal control, commercial, marketing, distribution,
human resources, IT, claims administration and
underwriting).

• A
 basic disclosure criminal check is carried out every
2 years for approved persons by the Company.

B.3. Risk Management System
B.3.1 The Risk Management System – strategy,
objectives, implementation, processes and reporting
procedures

Upon appointment, and at least every three years
thereafter, the Chairman arranges for each Board
member to complete an assessment of skills, knowledge
and experience. The assessments cover at least the areas
noted above. This enables a review to take place to
identify whether the Board has adequate coverage of the
key knowledge areas, or if a particular skill set is lacking.

The Company has an established Risk Management
System in place. The purpose of the Risk Management
System is to ensure that the Company has a robust and
consistent approach to identifying, assessing, monitoring,
controlling and reporting the risks that it faces. This
system also supports and informs key business decisions
and ensures the appropriate management of capital
resources.

Corporate governance arrangements and Board
effectiveness are reviewed by Internal Audit .

The Risk Management System is based upon the principles
and detail contained within the Risk Management policy.
This policy is in line with the Covéa Group policy.

Board effectiveness is “self- assessed” at least every three
years. This assessment enables the Board to judge that,
as a collective group, it has the appropriate skills to meet
the challenges the Company faces.

The key aims of the Risk Management System are to
ensure that:

The results of the assessment are reviewed by the
Chairman and tabled at the next Board meeting for
discussion and to identify any actions arising.

• T
 here is a robust and consistent approach to the
management of risk; as described in Section C of
this report;
• T
 he Company operates within the agreed Risk
Appetite;
• Procedures are in place covering the identification,
assessment, monitoring, controlling and reporting of
risks;
• Where issues or incidents are identified, there are
action plans established, agreed and tracked that
mitigate identified issues and reduce the propensity
for future incidents;
• A
 ll staff are aware of their responsibilities for the
establishment and operation of effective systems and
internal controls; and for the running of the business in
compliance with statutory and regulatory
requirements.

B.2.3 Process for assessing fitness and propriety
Fitness and propriety assessments form part of the
overall suite of systems and controls that the Company
has in place to ensure good corporate governance.
The Fit and Proper policy sets out the approach the
Company has adopted to ensure all persons requiring
approval by the Prudential Regulation Authority (PRA)
and/or Financial Conduct Authority (FCA) are assessed
as fit and proper for the position they intend to hold, and
how those standards are maintained thereafter.
The following form part of the process for assessing
fitness and propriety of the persons who run the
undertaking or who have other key functions:
• H
 uman Resources undertake specific checks at the
point of recruitment. These depend on the role in
question but can include provision of CV, previous
employment references, credit checks, disclosure and
barring service checks (criminal record checks);
• A
 ll persons required to be approved by the PRA have
to complete and sign an appropriate application form.
This includes a questionnaire concerning fitness and
propriety issues;
• A
 nnual checks are conducted on all approved persons
including credit checks, directorship search,
bankruptcy/insolvency, County Court Judgement and
sanction search;

The Board’s objective in establishing systems and
controls is that they should assist in:
• Safeguarding the assets of the Company;
• Identifying and managing the Company’s liabilities;
• M
 aintaining the efficiency and effectiveness of the
Company’s operations;
• E
 nsuring the reliability and completeness of all
accounting, financial and management information;
• E
 nsuring compliance with internal policies and
procedures and applicable laws and regulations.
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The following processes support the Risk Management
system:

The Company has a Board-approved ORSA policy in
place that ensures that the Company carries out its
Own Risk and Solvency Assessment and that its solvency
needs are met at all times. The policy is in line with the
Covéa Group policy.

• D
 efining the strategy and associated risk appetite,
which manifest themselves in strategic decision
making and the business plans;
• T
 he individual risk management policies, tolerances
and operational limits;
• The identification, measurement, management,
monitoring and reporting of risk as part of the Own
Risk and Solvency Assessment (ORSA), including
emerging risks;
• Maintenance and reporting of risk registers;
• Provision of MI in the form of Key Risk Indicators;
• Actuarial reporting;
• An incident reporting and resolution process.

The key elements of the ORSA process are:
• T
 he forward looking assessment of risk, capital and
solvency; the capital aspect of the forward looking
assessment is intrinsically linked to the assessment of
the Company’s risk profile;
• The identification and assessment of risks the
Company is exposed to;
• The preparation of scenarios, stress tests and
sensitivities looking at a range of alternative, plausible
outcomes around the central business plan;
• The continuous monitoring of the solvency position of
the Company.

The Risk Management System is embedded within the
Company’s overall System of Governance as detailed in
Section B.1 of this report. Ultimate responsibility for the
Risk Management System rests with the Board. Risk
Management activities and processes are conducted
through the Board Sub-Committees; most notably the
Risk Committee, Executive Committee, operational
committees and, more broadly, through all business
departments and employees within the Company. The
overall implementation of the Risk Management System
is entrusted to the Chief Executive Officer.

By undertaking these processes, Covéa Insurance is able
to document, understand and demonstrate its capital
and solvency requirements, taking into account the
underlying risk profile of the Company and the future
requirements in line with the business plan.
The results of the ORSA process are documented in the
ORSA report and are provided to the Risk Committee,
Board, Covéa Group and to the Prudential Regulatory
Authority (PRA). A report is produced at least annually
and more regularly where there is a material change in
circumstances.

Other business teams also contribute to the Company’s
Risk Management System. In particular:

All changes made to the Risk Appetite and Risk Registers
during the reporting period are documented within the
ORSA Record. This is also provided to the Risk Committee,
Board, Covéa Group and the PRA.

• T
 he Actuarial team – through supporting the ORSA
process and determining the technical provisions;
• T
 he Finance team – through business planning,
solvency projections and regulatory reporting;

As the Company is using the Standard Formula to
calculate its capital requirement, an assessment of the
appropriateness of the Standard Formula for quantifying
its regulatory capital requirement is performed on an
annual basis. This assessment considers the significance
with which the Company’s risk profile deviates from the
assumptions within the Standard Formula.

• I nternal Audit – the internal audit programme is
designed to give independent assurance that the risk
management processes and internal controls are
operating effectively;
• O
 ther key functions such as Compliance and the Group
Audit function.

The ORSA is integrated into the decision-making
processes as follows:

B.3.2. Own Risk and Solvency Assessment (ORSA)
The ORSA is a significant process within the Risk
Management System and is the central tool and
operational mechanism to identify, analyse, measure,
manage, monitor and report the risks to which the
Company is exposed over its business plan period.
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Business Strategy
Business Planning

ORSA policy

Projected solvency position
Stress and scenario testing

Risk Identification
ORSA Processes
Risk Appetite

Capital contingency planning
Documentary evidence
of processes and results

Risk Measurement
and Assessment

Appropriateness of the
Standard Formula

Management actions and
use of Standard Formula

The Board takes an active role in the ORSA process
through:

The key elements of the Company’s internal control
system are:

•
•
•
•

• C
 orporate governance. The arrangements in place
ensure there is clear accountability and responsibility
for all key business activities at all levels – Board,
Board sub-committee, Executive Directors and senior
management;
• Three lines of defence model. This model ensures
business unit responsibility for effective systems and
controls, an oversight process undertaken by Risk and
Compliance, also involving the Actuarial and the Legal
functions, and an independent internal and external
audit review;
• Company policies. These ensure the arrangements
by which all key business activities are assigned,
managed, overseen, scrutinised, challenged and
reported on, are appropriately documented.

Steering the process;
Determining how the process is to be performed;
Challenging the results;
Approving the results.

The Board discusses elements of the Company’s ORSA
process throughout the year; and reviews and approves
the annual ORSA report and record.

B.4 Internal control system
B.4.1 Internal control
The internal control system is a component of the overall
risk management system focusing primarily on the
identification, assessment, management, mitigation and
control of risk.

The Company promotes the importance of maintaining
appropriate internal controls by ensuring that all
personnel are aware of their role in the internal control
system. This is undertaken via a number of channels
including training, a risk champion forum and control
monitoring.

A Board approved Internal Control policy is in place
and is in accordance with the Covéa Group policy. The
purpose of the policy is to set out the arrangements the
Company has put in place to ensure an internal control
system that meets regulatory, legislative and other
requirements is implemented and maintained.

The Covéa Group has an Internal Control function which
operates in an oversight role over the Internal Control
framework operating within the Company.
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B.4.2 Implementation of the Compliance function

(d) Issue recommendations based on the result of work
carried out in accordance with point (a) and submit a
written report on its findings and recommendations
to the Audit Committee and Board on at least an
annual basis;
(e) Verify compliance with the decisions taken by the
Audit Committee and Board on the basis of those
recommendations referred to in point (d).

The Chief Risk Officer is responsible for the Compliance
function and reports to the Risk Committee.
The purpose of the Compliance function is to control
the risk of non-compliance. This is defined as ‘the risk of
legal/regulatory sanctions, financial loss, or damage to
reputation from failure to comply with laws, regulations,
rules or codes of conduct.’

B.5.2 Organisation and scope of the Internal Audit
Function

As such, the scope covers the obligations of both a
legal and regulatory nature, both instructions and
recommendations specific to insurance and other related
activities. The Compliance function utilises resources,
skills and expertise from a number of operational
committees, key functions and other teams to assist
them with their responsibilities.

The Head of Internal Audit is responsible for the
Internal Audit function and reports directly to the Audit
Committee. Administratively the Head of Internal Audit
reports to the Chief Executive and functionally to the
Group Chief Audit Executive of the Covéa Group. This
ensures that the function is objective and independent
from the other functions within the Company.

The Compliance function maintains records of operational
activity to ensure appropriate reporting can be made to
the Chief Risk Officer, Executive Committee and Risk
Committee. Records include:

The scope of internal auditing encompasses, but is
not limited to, the examination and evaluation of the
adequacy and effectiveness of the organisation’s
governance, risk management, and internal control
processes in relation to the organisation’s defined goals
and objectives.

• A
 nnual Compliance plans – these identify the key
aspects of the annual Compliance function work
programme;
• C
 ompliance reports – detailing the outcomes of
compliance monitoring undertaken and other
significant work performed.

Internal Audit will perform assurance reviews from the
validated audit plan and also specific audits at the
request of the Audit Committee.

The Covéa Group Compliance function also operates in
an oversight role on the Compliance Function operating
within the Company.

B.5 Internal Audit function

Internal Audit is responsible for reporting significant risk
exposures and control issues identified to the Audit
Committee and to senior management, including
financial crime risks, governance issues, and other
matters needed or requested by the Audit Committee.

B.5.1 Activities and objectives of the Internal Audit
Function

B.5.3 Independence and Objectivity of the Internal Audit
function

The aim of the Internal Audit function is to provide the
Board and Executive Management of the Company
with assurance over the adequacy and effectiveness of
internal controls and systems, and other elements of the
system of governance.

The Internal Audit function is provided to Covéa Insurance
through a formal co-sourced arrangement between the
business’ own Internal Audit resources and an external
firm specialising in internal audit processes.
The Internal Audit function is established via a charter
that has been approved by the Audit Committee. The
charter states the objective and scope of the Internal
Audit Function and includes, but is not restricted to, the
following requirements:

The objectives of the Internal Audit function are to:
(a) E
 stablish, implement and maintain an audit plan
setting out the audit work to be undertaken in the
upcoming years, taking into account all activities and
the complete system of governance of the Company;
(b) Take a risk-based approach in deciding its priorities;
(c) Report the audit plan to the Audit Committee;

• T
 hat it will operate under the oversight of the Audit
Committee;
• That it will be free to independently perform its audits
and evaluate and report its audit results;
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• T
 hat it will have unrestricted access to all areas of the
business, all information and data and all members of
staff as required.

Written reports are produced for each audit that include:
• S
 cope of the areas and processes of the business
subject to audit;
• The approach adopted and the depth of testing;
• O
 bservations made regarding the adequacy and
effectiveness of internal controls and systems;
• A
 ny issues or deficiencies identified and the
implications for the business;
• T
 he recommendations and timescales for remedial
action.

The Internal Audit charter also includes a detailed scope
of responsibilities to be discharged, along with reporting,
monitoring and quality assurance requirements.
The Internal Audit function governs itself by adherence
to The Institute of Internal Auditors’ (IIA) mandatory
guidance including the Definition of Internal Auditing,
the Code of Ethics, and the International Standards for
the Professional Practice of Internal Auditing (Standards).
This mandatory guidance constitutes principles of the
fundamental requirements for the professional practice of
internal auditing and for evaluating the effectiveness of
the Internal Audit function’s performance.

The reports also include recommendations, rated as “key”
or “other”, to management for improvements. Agreed
actions are assigned owners and timelines which are
then tracked by Internal Audit until completion.
Regular reporting to Executive Management and the
Audit Committee includes an ageing of actions and any
which require modification. Audit Committee approval
must be given to extend deadlines or alter the nature of
the action originally agreed.

Relationship with Covéa Group Internal Audit
In addition to discharging its responsibilities under
relevant UK regulations and guidance, as set out in the
Internal Audit Charter, Internal Audit has a relationship
with Covéa Group Internal Audit which enables the latter
to discharge its own obligations for supervision of local
Internal Audit functions.

The Internal Audit function reports on a regular basis to
the Audit Committee and to Covéa Group Internal Audit.

This includes:

B.6 Actuarial function

• Compliance with Group Internal Audit policy;
• Submission of UK Group annual and 5 year audit plans
for review;
• A
 dherence in material respects to the Group Internal
Audit Framework (audit charter, procedure manual,
reporting, audit issue rating and escalation procedures);
• T
 imely communication of audit work and findings to
local governance committees;
• Q
 uarterly reporting of status against the audit plan
and follow-up of open audit issues;
• Regular communication with the Group Chief Audit
Executive.

B.6.1 Implementation of the Actuarial function
The Actuarial Director is responsible for the Actuarial
function and reports to the Board, Audit Committee and
Risk Committee. The Function regularly liaises with the
Group Actuarial function.
The Actuarial function is responsible for:
• C
 oordinating the calculation of technical provisions on
a quarterly basis;
• Ensuring the appropriateness of the methodologies
and underlying models used as well as the assumptions
made in the calculation of technical provisions;
• Assessing the sufficiency and quality of the data used
in the calculation of technical provisions;
• Comparing best estimates against experience;
• I nforming the Audit Committee of the reliability and
adequacy of the calculation of technical provisions;
• Ensuring appropriate data quality and application of
approximations for technical provisions;
• E
 xpressing an opinion on the overall underwriting
policy;
• E
 xpressing an opinion on the adequacy of Reinsurance
arrangements;

B.5.4 Implementation of the Internal Audit function
The Company co-sources some of its internal audit
work and the function is responsible for managing the
relationship with external providers.
The Internal Audit plan is based on a prioritisation of
the audit universe using a risk-based methodology,
including input from senior management and the
Audit Committee.
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• C
 ontributing to the effective implementation of the
Risk Management System.

B.7.2 Outsourcing of critical or important activities and
functions

The Actuarial function produces and submits a range
of reports to the Board, Audit Committee and Risk
Committee providing information on the tasks that
have been undertaken, their results and any relevant
recommendations.

The Company does not outsource any critical functions
being Risk Management, Compliance, Actuarial and
Internal Audit. The following important operational
activities are outsourced:
Outsourcing Activity

Location of
Outsourcer

B.7 Outsourcing

Investment management

UK

B.7.1 Outsourcing Policy

Intra group staff/asset services

UK

The Company has a number of outsourcing arrangements
in place, however, it will only outsource if there is a clear
business rationale to do so and appropriate oversight and
safeguards are in operation.

Sales, premium and policy administration

UK/Ireland

Delegated underwriting and claims
settlement authorities

UK

Software houses

UK

A Board approved Outsourcing Policy is in place that
ensures that the Company has a robust and consistent
approach to assessing, appointing and monitoring the
performance of outsourced services. The policy is in line
with the Covéa Group Outsourcing Policy.

Data enrichment services

UK

Managed delivery/disaster recovery services

UK

Media storage and destruction services

UK

Cloud based email services

UK

The Outsourcing Policy includes:

Communications suppliers

UK

Data centre providers

UK

• T
 he process for determining whether a function or
activity is critical or important;
• T
 he process for appointing an outsourcer, including
how and how often its performance and results are
assessed;
• The details required to be included in written
agreements;
• T
 he roles and responsibilities of persons and
committees involved in the outsourcing arrangements.

B.8 Any other material information
B.8.1 Whistleblowing
The Company has an established Whistleblowing process
in place.
This process is based on the Whistleblowing Policy, which
sets out the Company’s approach to ensuring support to
individuals in raising concerns about risk, wrongdoing or
malpractice witnessed at work.

An outsourcing framework is in operation and this is
overseen by the Compliance function.

The Company is committed to providing an open
environment where employees can raise concerns of this
nature in an appropriate way.

The performance of the appointed outsourcers is
monitored as part of the ongoing risk management
and business processes. This includes maintaining an
outsourcing register that details the arrangements in
place, the reviews undertaken and any relevant
information on the status of the arrangement.

The policy includes a description of the principles, rights
and responsibilities of those individuals.
B.8.2 Other material items on system of governance

On a quarterly basis, the Compliance team provides the
Risk Committee with details of any outsourcer issues/
exceptions.

There are no other material items of information to be
reported on the Company’s system of governance.
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As an insurance company, the Company is in the business of actively seeking risk with a view to adding value by
managing it.
The Board is responsible for establishing the Company’s strategy and its appetite for the risks that arise in the
implementation of that strategy.
Covéa Insurance uses the Standard Formula to measure risk. The analysis performed by the Company confirms that
the Standard Formula is appropriate and broadly aligned to its risk profile.
The following categories of risk are applicable to Covéa Insurance for Standard Formula measurement purposes:

Solvency Capital Requirement
(SCR)
Loss absorbing capacity
of deferred tax

Market Risk

Basic Solvency Capital
Requirement (BSCR)

Counterparty
Default Risk

Health Risk

Operational Risk

Life Underwriting
Risk

Non-Life
Underwriting Risk

A.1.3 Ac

Summary - Risk Proﬁle

As at 31st December 2016, the components of the Company’s SCR are as follows:

25%

0.4%

•
•
•
•
•
•

Market Risk
Health Risk
Counterparty Default Risk
Life Underwriting Risk
Non Life Underwriting Risk
Operational Risk

The following summarises the key risks to the Company and how they are managed and measured.
A.3.1 that
Investment
portfolio
Information is also included on those risks
are not
captured within the Company’s SCR that are also monitored
and managed as part of the overall control system.

7.1%

24.6%

30%
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Summary - Risk Proﬁle

C. Risk Profile

7%

C.1.Underwriting risk

Non-life premium and reserving risk
Premium risk25%
results from the uncertainty associated with
49% that have not yet
the variability of anticipated claims
occurred.

0.4% associated
Underwriting risk arises from the uncertainty
with the occurrence and valuation of non-life liabilities.
This can arise through the frequency and severity of
claims incidents as well as the assumptions made about
the timings and amounts of claim settlements.

Reserving risk results from the uncertainty associated
with the variability
19% of claims that have already occurred.

In exchange for the premiums received and to be
collected, the Company holds reserves to guarantee the
payment of benefits to policyholders. For the purposes
of valuing its liabilities, it relies on a set of assumptions
about future cash flows (including premium, claims and
expenses).
Any deviation in relation to these
A.3.1 Investment portfolio
assumptions generates underwriting risk.

Non-life catastrophe risk
The Company’s largest natural catastrophe exposures
are to flood and windstorm through its property
accounts. Earthquake, hail and subsidence are not
1% risks for the UK in the
considered to be significant
Standard Formula.
6%
The risk measure for
11%this element is based on the sums
insured exposure, by CRESTA-code. Sums insured are
the maximum amounts insurers may be required to pay
under the policy in the event of a claim being made.

The Company’s exposure to underwriting risk can be
found in the quantitative
7.1% reporting templates attached
to this report in Section F. Notably S.05.01.02
“Premiums,24.6%
claims and expenses by business line”,
S.12.01.02 “Life and Health SLT provisions” and
S.17.01.02 “Non-life technical provisions”.

39%
The Company
is also exposed to man-made
catastrophe
30%
risk in the form of fire and liability claims through its
property, motor and general liability products. The risk
measures for these elements are as follows:

Within the Standard Formula, 41.4%
underwriting risk breaks
down into the following sub-risk modules for Covéa
Insurance:

• Fire risk;
• General liability;
• Motor liability.

26.9%

•
•
•
•
•

Non-life premium and reserving risk;
Non-life catastrophe risk;
Health premium and reserving risk;
Health catastrophe risk;
Life underwriting risk.

13%

The risk measures for all elements take into account the
Company’s Excess of Loss reinsurance programmes in
place. Further information on the Company’s reinsurance
programmes can be found in Section C.2

The Standard
Formula measure for the underwriting risks
C.1 Underwriting risk
noted above as at 31st December 2016 is as follows:

C.2 market risk

Health premium and reserving risk
The risk charge for the Company’s Protection products is
assessed within the Health3.9%
Underwriting module.

0.7% 0.5%
5.2%

6.7%
Premium risk results from the uncertainty
associated with
the variability of anticipated claims that have not yet
occurred.

20.8%

Reserving risk results
31.9% from the uncertainty associated
with the variability of claims that have
already occurred.
40.8%
Health catastrophe risk
72.8%

•
•
•
•
•

The Health catastrophe risk module covers the risk of loss
or of adverse change in16.7%
the value of insurance liabilities
resulting from a mass accident through the Protection
policies underwritten by the Company. The risk charge
is based on the total benefits due under each policy
underwritten.

Non-life premium and reserving risk
Non-life catastrophe risk
Health premium and reserving risk
Health catastrophe risk
Life underwriting risk

C.3 Credit Risk

29.1%
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Life underwriting risk

The main reinsurance treaties in place are as follows:

The Company has a number of claims that have settled
as Periodic Payment Orders (PPOs). These are claims that
have been settled in the form of an annuity
settlement for the purposes of providing for long term
care for severely injured third parties. These are classed
as annuities stemming from non-life insurance contracts
for the purposes of the Standard Formula. As at 31st
December 2016, the Company has 14 settled PPO claims.

• M
 otor Excess of Loss: This provides unlimited cover for
large motor liability claims in excess of the Company’s
chosen exposure;
• L iability Excess of Loss: This provides cover for large
liability claims in accordance with the limits within the
underlying policies. Clash cover is also purchased in
the event that two or more policies written by the
Company are exposed in the same incident;
• C
 atastrophe: This provides cover for natural and
man-made catastrophe events. Reinsurance protection
is purchased to a level in excess of a 1 in 200 year
weather event as measured either by commercially
available catastrophe models or the Standard
Formula (whichever provides the greatest
measurement of catastrophe risk);
• C
 ommercial Risk Excess: This provides cover for large
individual property exposures. Facultative reinsurance
protection is also purchased for gross sums insured in
excess of the main treaty limit where appropriate.

The annual cash flows for these claims are largely known,
however the Company is exposed to:
• L ongevity risk – this arises due to a claimant’s life
expectancy being longer than expected;
• Expense risk – this arises from the variation in the
expenses incurred in servicing the claim;
• R
 evision risk – this arises from the potential for an
upward increase in the annuity amount driven by
changes in the health of the claimant.
Changes in assumptions for the above elements
determine the risk measure.

In 2017, the Company has entered into a quota share
arrangement under which 20% of its earned premiums
and claims for the period 1st January 2017 to 31st
December 2019 are ceded to a highly rated reinsurer.

The Company has Motor and Liability Excess of Loss
reinsurance coverage in place. The retention level is £1m
per claim (subject to indexation) limiting the Company’s
overall exposure to Life risk. Reinsurance counterparty risk
is managed as part of credit risk. Further information on
this can be found in Section C.3.

On an annual basis the Actuarial Function Holder assesses
and provides an opinion on the effectiveness of the
reinsurance programme in place. The findings are reported
to the Board in the Actuarial Function Holder report.

Concentration

Sensitivity

The Company’s risk appetite includes details on
permissible underwriting risks. All business underwritten
is for risks located in the United Kingdom, Channel
Islands, the Isle of Man and the Republic of Ireland,
along with a small number of ancillary risks located
elsewhere in Europe.

The Company utilises a number of methods to ensure
the robustness of its business model and to plan for
unexpected events. These include scenario analysis,
stress testing, reverse stress testing and sensitivity analysis.
As part of the Company’s ORSA process, alternative
business plan scenarios are prepared in conjunction with
the central plan. These help management to understand
potential variability around the plan and contribute to
the capital management activity by presenting how the
Company’s solvency could change under different
market conditions. In particular, the Company looks at
hard and soft market scenarios which look at premium
rates and claims ratios that are both favourable and
adverse to plan. These scenarios provide a measure of
sensitivity to underwriting risk.

The Company has a broad portfolio of risks and no
undue risk concentrations in any class of business.
Mitigation
The Company has a number of reinsurance contracts in
place covering both the current year and open prior year
claims. These mitigate exposure to individual risks and
events, and reduce result volatility.
The maximum retention per risk or event is specified in
the Company’s risk appetite. The Company purchases
reinsurance protection below this limit if considered
cost-effective to do so.
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24.6%

39%

30%

41.4%

As part of the ongoing risk management process, stress
testing
is undertaken. Examples of stresses considered
26.9%
include the occurrence of natural disasters such as
storms seen in 1987 and 1990, stock market falls and
failure of financial institutions. The stress tests allow the
Company to understand the impact on solvency, provide
an instant measure of the sensitivity to risk and provide
the opportunity to review and refine the risk appetite as
appropriate.

The Company has chosen ownership rather than rental
to meet its main
workspace needs. Whilst the properties
13%
are not considered as part of the investment portfolio,
they are included within the risk measure for market risk.
Information on the value of the Company’s investment
assets can be found in quantitative reporting template
S.02.01.02 “Balance sheet” located within Section F of
this report.
C.2 market
risk
The Standard
Formula
measurement for market risk as at
st
31 December 2016 is as follows:

C.1 Underwriting risk

Reverse stress testing involves the consideration of
circumstances
where the depletion of the Company’s
0.7% 0.5%
capital or customer base means that it is unable to trade.
5.2%
Considering
risk this way helps management identify
where losses from one risk may trigger the crystallisation
of another risk. An example of this is a financial crisis.
Such an event might lead to a fall in equity markets, a
20.8%
failure of a bank, a failure of a reinsurer, an increase in
financial crime etc. This can help management identify
actions that could be taken should a chain of events
start to occur and,
as with stress testing, provide the
72.8%
opportunity to review and refine the risk appetite.

3.9%
6.7%

31.9%
40.8%

16.7%

Sensitivity testing looks at how minor changes in the
Company’s risk profile can impact the Solvency Capital
Requirement. Examples include assessing the impact
of a change in the credit quality step for a given
counterparty or a change in the retention level of the
Company’s reinsurance programme.

These are measured as follows:

•
•
•
•
•

Interest rate risk
Equity risk
Property risk
Spread risk
Concentration risk

C.3 Credit Risk

Interest rate risk

C.2 Market risk

This risk applies to the discounted cash flows originating
from the Company’s assets and liabilities as described
above. The risk measures the sensitivity of a change
in the risk-free interest rate curve on those assets and
liabilities.

The Company is exposed to Market risk through its
investment fund holdings. The risk assesses the impact
on the Company’s investment assets and insurance
contracts due to70.9%
changes in market prices.

To calculate this, an upward and downward shock is
applied to the discount rate as at the reporting date.
The scenario that generates the largest loss is the
amount assessed for the risk.

The Company’s investment portfolio consists of high
quality government, supra-national and corporate bonds,
equities and term money market deposits.

Interest rate risk is not a material risk for the Company as
assets are held that broadly match the duration profile of
the Company’s liabilities.

All bond holdings are Sterling denominated and have
a time to maturity period that is consistent with the
liability profile of the Company. Gilt holdings are in UK
government bonds. Corporate bond exposures are in high
quality bonds and are well diversified across sectors and
issuers.

Equity risk

The results of these exercises are presented to
Executive Management and discussed at the Risk
Committee meetings throughout the year.

29.1%

Equity risk is one of the main drivers of the Company’s
overall market risk change. This arises from a fall in the
market value of equity holdings.
The risk charge is based on the movement in the market
value of the Company’s holdings from a downward shock
as at the reporting date.

The Company’s equity holdings are in a unit trust FTSE
tracker fund. Cash deposits are only invested with
approved counterparties.
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C.1 Underwriting risk

The Company is taking advantage of the transitional
measure for measuring equity risk (for capital assessment
purposes). This allows firms to apply a lower downward
shock to equity holdings that were held as at 01/01/2016
and are still held at the reporting date. The shock level will
increase over a period of 7 years.

Credit risk is measured within Counterparty Default risk
0.7% 0.5%
in the Standard Formula.
The risk measure is based on
the balance sheet
5.2%exposures at the reporting date.
The risk valuation per the Standard Formula splits
counterparty exposures into:
Type 1

Property risk

20.8%

Type 1 default risk arises from possible losses in the event
of default of reinsurers and banks during the next twelve
months.

This arises from a fall in the market value of property
assets.

72.8%

The risk charge is based on the movement in the
market value of the Company’s property holdings
from a downward shock as at the reporting date.

Type 2
Type 2 default risk arises from possible losses in the event
of default during the next twelve months with respect to
amounts receivable from intermediaries or policyholders.
These exposures attract a higher risk charge than type
1 exposures.

Concentration risk
This is the risk arising from an inadequately diversified
portfolio of assets.

The measure
as at
C.3 Credit
Risk 31st December 2016 per the
Standard Formula for counterparty risk is as follows:

The risk charge is based on the market value of the
Company’s individual holdings of bonds, equities and
term cash deposits as at the reporting date.
Exposure to investment asset classes is limited through the
use of asset class portfolio weightings. For each category
of investment, a target allocation is specified along with
a range by the Asset Allocation Committee. Limits for
individual bonds issuers (except UK government) are in
place and noted within the risk appetite.

29.1%

Spread risk

70.9%

This is the risk that a change in the value of bonds and
term cash deposits is different from the change in the
value of equivalent risk-free assets.

• Type 1
• Type 2

This risk charge evaluates the potential reduction in
market values resulting from an increase in yields over
the risk free rate as at the reporting date.

Concentration

Spread risk is the second largest component of the
Company’s overall market risk charge reflecting the
Company’s holdings of bonds and term cash deposits.

The Company sets minimum credit ratings for cash
deposits to reduce credit risk from the Company’s
investment portfolio.

C.3 Credit risk

The Company sets maximum exposure limits and
durations to any single counterparty, which are
monitored and reported against.

Credit risk is defined as the risk of loss if another party
fails to perform its obligations or fails to perform them
in a timely fashion. Exposure to Credit risk may arise in
connection with a single transaction or an aggregation
of transactions (not necessarily the same type) with a
single counterparty.

Reinsurance Credit risk is spread among a number of
reinsurers, with the Risk Appetite limiting both the
proportion of any year’s reinsurance programme being
placed with one reinsurer and an absolute limit on the
exposure to any one reinsurer.

The Company is exposed to Credit risk in respect of
amounts recoverable from reinsurers and intermediaries
and overnight cash deposits (Investment Credit risk is
considered within Market risk above).

Intermediary and reinsurance debtor balances are
monitored to ensure that monies are received in line
with agreed payment terms.
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Mitigation

The Company’s approach to managing liquidity is
to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when they fall
due, under both normal and stressed conditions, without
incurring unacceptable losses or risking damage to the
Company’s reputation.

Cash holdings are only deposited with banks which are
considered to provide good levels of security based upon
external credit ratings. Monetary limits for investments
with individual banks/banking groups are set by the
Asset Allocation Committee and are reviewed
periodically in order to manage liquidity, credit and
concentration risk.

Concentration and mitigation
The Company aims to have liquid funds available from
maturities, interest, dividends of existing holdings and
trading cash flows to meet projected cash payments over
a rolling 12 month period.

A diversified reinsurance programme is in place to ensure
there is limited exposure to an individual reinsurer.
Intermediary Credit risk is mitigated through the use of
a credit insurance policy. The policy provides a recovery
(above an excess) should an intermediary default on any
payment. The policy covers the Company’s intermediary
exposures but excludes inter-company balances and those
intermediaries who cascade risk to other intermediaries.
An annual assessment is performed and presented to
management providing information on the cost of the
policy against the cost of capital. This information helps
management to assess the effectiveness of the policy.

As noted above, exposures to individual counterparties
and bond issuers are limited which ensures the Company
is not overly reliant on one entity for liquidity purposes.
Asset liability matching exercises are regularly performed
to ensure cash flows from the assets held are sufficient to
finance the cash flow requirements of its liabilities. This
mitigates exposure to Interest Rate risk.
C.4.1 Profit in future premium
Profit from the unearned premium reserve and from bound
but not incepted policies at the valuation date is included
within the Company’s Own Funds.

C.4 Liquidity risk
Liquidity risk is the risk that the Company cannot make
payments as they become due because there are
insufficient assets in cash form. This risk is not captured in
the Company’s SCR position however the following provides
details on how this risk is monitored and managed.

As at 31st December 2016, the expected profit on future
premiums included within Own Funds is £24.0m pre-tax.
This is before reinsurance premium payable in respect
of the unearned premium reserve and bound but not
incepted policies.

The Company encounters potential liquidity risk exposures
from its different business activities. It principally arises
from its insurance contracts and the timing of the
associated policyholder commitments. In the General
Insurance business there is the potential for increased
demand for cash, above normal claims expense patterns,
for example to meet adverse UK weather events.

C.5 Operational risk
Operational risk is the risk of loss resulting from internal
processes, personnel, inadequate or failed systems or
from external events.
Breaches in employment and health and safety at work,
shortcomings in commercial practices, property damage,
business interruption and failure of information systems
and management processes, including those within
outsourcers, are also covered by this definition.

The Board sets the Company’s strategy for managing
liquidity risk and delegates the responsibility for the
oversight of the implementation of this to the Asset
Allocation Committee, which approves the Company’s
liquidity policy and procedures. Management is
responsible for managing the Company’s liquidity
position on a day- to- day basis. Reports, including
exceptions and remedial action taken, are submitted
regularly to management and the Asset Allocation
Committee.

The Company’s culture encourages incident reporting so
that Operational risk losses are minimised, matters are
dealt with effectively, lessons are learned and internal
controls enhanced.
Given the diverse nature of Operational risk, the approach
adopted by the Standard Formula is to apply a percentage
against the gross technical provisions position as at the
reference date.
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C.6 Other material risks

Reputational risk
This is the risk of loss resulting from damage to a firm’s
reputation from an adverse event. The most significant
areas relevant to Covéa Insurance are:

The Company’s risk profile also includes risks not captured within the Standard Formula that are monitored
and controlled as part of the overall risk management
system.

• C
 ustomers are not treated fairly according to the
FCA’s 6 consumer outcomes;
• Escalation of customer grievances;
• I nformation security: data or systems security is
compromised;
• N
 on-compliance with data protection legislation
and regulation.

Conduct risk
Conduct risk refers to the risk of not treating customers
fairly at all times through the nature and value provided
by the Company’s products.
This could be due to failures in corporate governance,
organisational culture, life cycle product governance,
policies, processes and procedures, systems and controls
or inadequate oversight over the Company’s products
and their distribution by third parties.

This is an area considered within the Risk Management
framework. The Company has appropriate controls and
procedures in place to mitigate these risks.

The Company places a keen emphasis on its conduct.

Emerging risks

A Treating Customers Fairly (TCF) steering committee is in
place to oversee and drive forward the firm’s development
of the TCF initiative as set out by the Financial Conduct
Authority. A monthly Customer Experience Pack is
circulated that provides management with assurance that
the six customer outcomes are being delivered.

Emerging risks are defined as “a condition, situation or
trend that could significantly impact the Company’s
strategy, reputation or liquidity within the next 6 years”.
Emerging risks relate to new risks whose impact and
likelihood of materialisation are surrounded by strong
uncertainty. These would typically crystallise over a period
of time, rather than cause an instantaneous shock/loss of
capital. This would allow time for management to react.

A Product Governance policy is in place to provide the
framework for all areas of the business to ensure that
conduct matters are fully considered. The Company’s
conduct is a key concern in the development and launch
of new products. In addition, all products are subject to
review from a conduct perspective on a regular basis,
including where third parties are involved in the design
and distribution of the Company’s products.

The risks considered most likely to impact the Company
are documented within an Emerging Risk register, which
include the triggers, consequences and potential
management responses, should the risk crystallise. These
are regularly discussed by management and the Risk
Committee.

All business areas have appropriate audit and review
processes established to ensure that third parties, whether
acting as delegated authorities or as distributors, have
appropriate conduct standards in place to ensure
customers are treated fairly at all times.

Strategic risk
Aside from the risks that Covéa Insurance takes on as
part of its strategy, the risks that could impact/change
the Company’s strategy are recorded within the Risk
register.

The Management committees referred to in Section
B.1.8 place a key emphasis on review of activities from a
conduct perspective.

These risks would crystallise over a period of time and
would therefore allow time for management to react. In
an extreme case, the strategic business plan would be
reviewed and an ORSA undertaken.

Cyber risk
Cyber risk refers to the risk of financial loss, disruption or
damage to the reputation of a firm from some form of
failure of its information technology systems.

C.7 Any other material information
There is no other relevant material information to be
reported regarding the Company’s risk profile.

The Company has a robust approach to identifying and
mitigating threats to its information technology systems
and data.
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D. Valuation for Solvency
The assets and liabilities within the Solvency II balance sheet have been valued in accordance with Solvency II
regulations and reflect the amounts for which they could be exchanged between knowledgeable, willing parties
in an arm’s length transaction.

D.1 Assets

The valuation of the Company’s assets as at 31st December 2016 under both Solvency II and Statutory accounting
bases can be found in the table below:
Solvency II Value
£’000

Statutory Accounts Value
£’000

Valuation differences
£’000

Deferred acquisition costs

-

69,541

(69,541)

Intangible assets

-

12,123

(12,123)

Assets

Deferred tax assets

-

68

(68)

Property, plant & equipment held for own use

30,844

30,022

822

Investments

750,359

749,984

375

Government Bonds

364,392

364,392

-

Corporate Bonds

206,368

205,993

375

Collective Investments Undertakings

58,922

58,922

-

Deposits other than cash equivalents

120,677

120,677

-

10,151

10,151

-

10,151

10,151

-

Loans and mortgages
Other loans and mortgages
Reinsurance recoverables from:

244,479

219,670

24,809

Provision for premiums

(6,767)

-

(6,767)

Provision for claims

251,246

219,670

31,576

Insurance and intermediaries receivables

4,305

116,050

(111,745)

Reinsurance receivables

4,867

9,044

(4,177)

Cash and cash equivalents

76,234

76,236

(2)

Any other assets, not elsewhere shown

29,489

25,555

3,933

1,150,727

1,318,443

(167,717)

Total assets

The following narrative describes the bases, methods and
main assumptions used in the valuation for Solvency
purposes. It also highlights the rationale behind the
variances when compared to the Statutory Accounts
valuation.

Deferred tax asset
A small deferred tax asset of £0.1m exists within the
Statutory Accounts valuation. Under Solvency II this is
eliminated and offset against a deferred tax liability (see
Section D.3 for further information).

Deferred acquisition costs

Property, plant and equipment held for own use

In the Statutory Accounts, acquisition costs; comprising
commission and other direct costs related to the
acquisition of insurance contracts; are deferred for profit
and loss recognition in future periods.
These costs (of £69.5m) are eliminated in the Solvency
II valuation and are replaced by technical provisions (see
Section D.2 for further information).

Plant and equipment are stated at cost (or deemed cost)
less accumulated depreciation and accumulated
impairment losses in the Statutory Accounts. Cost
includes the original purchase price and costs directly
attributable to bringing the asset to its working condition
for its intended use.
Plant and equipment are valued on the same basis
within both the Statutory Accounts and the Solvency II
valuation.
Property relates to land and buildings and includes
freehold and leasehold offices. In the Statutory Accounts
freehold buildings are shown at their current market
value after depreciation.

Intangible assets
As at 31st December 2016, the Company held £12.1m
of intangible assets. These consist of computer software
and development costs. Intangible assets are eliminated
from the Solvency II valuation as no active market exists
for these assets.
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D. Valuation for Solvency
Property assets in the Solvency II balance sheet are
valued in line with the latest market valuation. As at 31st
December 2016, the difference between the Solvency II
valuation and the Statutory Accounts is £0.8m.
Investments

Reinsurance receivables
These are recoveries due from reinsurers in respect of
paid claims.
The Solvency II valuation balance includes an amount
of £3.5m due to the Company in relation to profit
commission. This has been reclassified as a future cash
flow receivable within the Solvency II valuation and is
included within the technical provisions (see Section
D.2.1 below).

The Company’s investment portfolio contains a range of
assets including UK Government bonds, Corporate bonds
and other fixed income bonds, equities, and cash deposits.
• G
 overnment Bonds and Corporate Bonds - the Company
values its investment assets at fair value. The fair values
of bond investments are based on the current bid price
at the reporting date or the last trading day before the
reporting date and include accrued interest;
• E
 quities - the Company’s equity holdings are invested
in a unit trust FTSE tracker fund. The fair value of these
assets is based on the current bid price at the reporting
date or the last trading day before the reporting date;
• Cash deposits - the Company invests monies with
a range of highly rated financial institutions for a
maximum duration of twelve months. The Company
values these assets as the original deposit plus accrued
interest.

The Statutory Accounts valuation also includes an
amount of £0.7m which has been deducted from
reinsurance payables within the Solvency II valuation
(see Section D.3 below).
Cash and cash equivalents
These are overnight cash deposits and include accrued
interest. They are valued on the same basis in both the
Statutory Accounts and Solvency II valuations.
Any other assets not elsewhere shown
These consist of other debtor balances, prepayments and
other accrued interest. These are valued as the amounts
due as at the balance sheet date.

The Statutory Accounts valuation reflects an adjustment
of £0.4m in relation to Corporate Bonds in line with a
prior year market value adjustment.

The Statutory Accounts balance is £3.9m lower than the
Solvency II valuation due to reclassification of the following items: Corporate bonds market value has reduced
by £0.4m, Insurance and Intermediaries Payables have
been increased by £6m, and Any Other Liabilities have
been reduced by £1.7m. See Section D.3 below.

Loans and mortgages
The Company has provided an intra-group loan to a
fellow subsidiary. This is valued at the loan amount plus
accrued interest within the Statutory Accounts and the
Solvency II valuation.

D.1.1 Changes to recognition and valuation bases
There have been no changes to the recognition and
valuation bases used during the reporting period.

Reinsurance recoverables
The difference between the Statutory Accounts value
and the Solvency II valuation (of £24.8m) reflects the
different bases of valuation for the technical provisions
(see Section D.2 for further information).

D.1.2 Active markets for financial assets
The Company values its investment assets at fair value.
As at the reporting date, all investment assets were
valued using active quoted market prices.

Insurance and intermediaries’ receivables

D.1.3 Operating and financial lease arrangements

These are the amounts owed by intermediaries and
policyholders as at the valuation date.

The Company has a number of operating lease
arrangements in place in relation to its regional offices
and company vehicles.

Within the Solvency II valuation, the amounts not
overdue (£111.7m) are reallocated and included within
the technical provisions as a future cash flow receivable
(see Section D.2 for further information).

These are valued on the same basis in both the Statutory
Accounts and the Solvency II valuation.
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D.2 Technical provisions
The value of the technical provisions in the Solvency II valuation reflects the current amount that the Company would
have to pay if it immediately transferred its insurance obligations to another insurer.
The technical provisions consist of a best estimate and a risk margin. These elements are calculated separately.
In summary the technical provisions by key line of business are as follows:
Non-Life
£’000

Health
£’000

Life
£’000

Total
£’000

656,461

6,089

125,792

788,342

(135,225)

(1)

(109,252)

(244,479)

Net best estimate

521,236

6,088

16,540

543,863

Risk Margin

21,003

889

10,444

32,337

Net technical provisions

542,239

6,977

26,984

576,200

Gross best estimate
Reinsurance

The technical provisions consist of both premium and
claims provisions. The components of these provisions
are noted in Sections D.2.1 and D.2.2 respectively below.

Best estimate of cash flows from gross incurred claims
For existing insurance contracts, the unearned premium
reserve less deferred acquisition costs per the Statutory
Accounts is used as the basis for the calculation.

Information on the technical provisions as at 31st
December 2016 by Solvency II line of business, and the
allocation between premium and claims provisions can
be found in quantitative reporting templates S.12.01.02
”Life and Health SLT Technical Provisions” and S.17.01.02
“Non-life Technical Provisions” included in Section F of
this report.

A provision is also made for bound but not incepted
insurance contracts where coverage starts after the
reporting date. This relates to policies where a quote
has been provided but not yet accepted
The expected future claims payments for both elements
are based on best estimate loss ratios estimated using
standard actuarial methods that take into account
historical performance and expert judgements.

D.2.1 The gross provision for Premiums
The premium provision in the Company’s Statutory
Accounts is the unearned premium reserve. Deferred
acquisition costs also contained within the Statutory
Accounts are eliminated when determining the gross
premium provision for the Solvency II valuation.

Provision for ‘events not in data’
A provision for events not in data (ENID) is added to the
expected future claims.
This provision relates to events with low probability but
high severity that may not be included in the historical
data used to calculate the claims cost.

The premium provision in the Solvency II valuation
includes:
• A
 best estimate of the total cash flows in respect of
gross incurred claims occurring after the reporting date;
• A provision for ‘events not in data’;
• A provision for future expenses;
• A provision for reinsurance premium payable;
• A
 deduction for anticipated future premiums receivable
after the reporting date.

Provision for future expenses
Future expenses that will be incurred in servicing the
expected insurance obligations are included within the
technical provisions. These expenses cover:
• Administrative expenses;
• Investment management expenses;
• Claims management expenses.

The anticipated cash flows (per year) are discounted
using the EIOPA risk free rate to obtain a present value of
the reserves.

An average expense cost per claim based on business
plan assumptions is used.

The main bases, methods and assumptions used in the
calculation of the premium provision are as follows:
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Provision for reinsurance premium payable

D.2.3 Amounts recoverable from Reinsurers

A provision for future reinsurance premiums payable is
applied to the unearned premium reserve. This is based
on business plan assumptions and reflects any contractual
commitments for Minimum Deposit Premiums due under
renewed reinsurance contracts at the valuation date.

As noted in Section C.1, the Company utilises reinsurance
to limit individual risk exposure and to reduce result
volatility. The amounts recoverable from reinsurance
contracts (shown in D.1) reflect the reinsurance
programmes in place for all open years’ claims.

Anticipated future premiums receivable

As at 31st December 2016, the amounts recoverable
were predominantly in relation to the Motor Excess of
Loss programme. This includes amounts recoverable in
relation to claims that have settled as Periodic Payment
Orders (further information on these can be found in
Section C.1 – Life underwriting risk above).

Monies due to be received after the reporting date in
respect of the unearned premium reserve and the
provision for bound but not incepted business are treated
as a future premium receivable. Additionally, intermediary
receivable amounts not overdue at the reporting date are
also included. As noted in Section D.1 above, these are
reallocated from ‘Insurance and Intermediaries
receivable’ in the Solvency II balance sheet.

A provision for reinsurer default is deducted from
anticipated reinsurance recoveries taking into account
expected losses due to counterparty default.

D.2.2 The gross provision for claims outstanding

Future cash flows in respect of profit commission and
reinstatement premiums are included within the claims
provision.

The provision for claims outstanding relates to claim
events that have already occurred at the reporting date,
regardless of whether the claims arising from those
events have been reported or not.

The expected cash flows for the above elements are
discounted using the EIOPA risk free rate.

The claims provision in the Company’s Statutory
Accounts is made up of the Actuarial gross best estimate
plus a margin for prudence in line with the Company’s
risk appetite.

D.2.4 Risk margin
This is the amount above the best estimate liability that
another insurance undertaking would require in addition
to the expected current value of the cash flows required
to meet the Company’s insurance obligations.
This is calculated using a cost of capital approach based
on the Solvency Capital Requirement needed for each
future year until the business is fully run-off. The cost of
capital rate is set by EIOPA and is 6%.
The Solvency Capital Requirement excluding
non-hedgeable risks is used as the basis for the calculation.
The Solvency Capital Requirement for future years is
estimated and based on the projection of the net best
estimate liabilities.
The risk margin is calculated as a whole and then
allocated to Solvency II lines of business in a way that
reflects their contribution to the Solvency Capital
Requirement over the lifetime of the insurance obligations.

The margin for prudence included in the Statutory
Accounts is eliminated in the Solvency II claims provision.
The best estimates are derived using standard actuarial
methods that are applied to homogeneous risk groups
within each business line. A provision for future claims
handling costs to settle all potential claims is included.
The claims provision for Solvency II purposes is made up
of the following:
• T
 he claims best estimate in line with the Statutory
Accounts best estimate;
• A provision for ‘events not in data’;
• A provision for future expenses.
The bases, methods and assumptions used for the above
items are discussed in the premium provision section
above.

D.2.5 Level of uncertainty associated with the value of
the technical provisions
Uncertainty relates primarily to how future actual
experience will differ from the best estimate assumptions
used to calculate the Solvency II technical provisions.
The Company considers the following to be the main
contributors of uncertainty associated with the value of
the technical provisions:

Anticipated cash flows (per year) for all of the above
items are discounted using the EIOPA risk free rate to
obtain a present value of the reserves.
The Company is not applying the matching adjustment
or the volatility adjustment to its discounted reserves.
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• S
 trength of case estimates: Using paid and incurred
development patterns for assessing the ultimate
amount of claims payable can produce different results.
The final selected ultimate claim cost is assessed by
considering the results of different methods and other
qualitative information;
• M
 ix of business: A growing or changing book of
business can add uncertainty to an assessment. In
particular, changes in the mix of business or the
broadening of the risk profile could mean that past
experience might be less indicative of future claim
development patterns;
• Settlement of claims as Periodic Payment Orders (PPOs):
The number and settlement amount of future PPO
claims is uncertain. It is widely considered by the
Insurance industry that the change in the Ogden rate
in February 2017 (to minus 0.75%) will reduce the
propensity for future claims to settle as a PPO. For
claims already settled as a PPO, the mortality
experience of individual claimants and the future value
of the ASHE index used to inflate the annual payments
add to the uncertainty within the technical provisions;
• T
 he economic climate: Uncertainty following the Brexit
vote means that the frequency of fraudulent and theft
losses may be higher than previously experienced. In
addition, the cost of vehicle repairs might increase as a
result of the weakening of Sterling. It is currently unclear
what the eventual impact of these events on the
insurance industry might be;
• N
 et to gross reinsurance assumption: The amount of
reinsurance recoveries reflected within the net technical
provisions is very dependent on the number and size of
large claims assumed. Whilst reinsurance reduces the

•

•

•

•
•

volatility of the Company’s result there remains some
uncertainty in the net technical provisions as the
method is sensitive to the assumptions used to
determine the amount of reinsurance recoveries;
R
 einsurer default: The net technical provisions include
an allowance for an element of default by reinsurers.
Amounts unrecovered from reinsurance contracts may
be higher or lower than anticipated;
T
 he Ogden rate: The change in the Ogden rate in
February 2017 led to an increase in the Company’s
net technical provisions. Any resulting changes in the
rate following the forthcoming review by the UK
Government on the approach to setting the Ogden rate
will be reflected within future calculations;
Latent claims: New types of claim not anticipated at the
time policies were written may emerge. The Company
makes an allowance for such events within the technical
provisions by adding a specific provision for ‘events not
in data’;
Changes in legislation: A change in legislation could
result in a change of amounts payable to claimants;
C
 hanges in the EIOPA risk-free yield curve: The technical
provisions are discounted using the EIOPA risk-free yield
curve. Changes in the yield curve will change the net
technical provisions.

There is no single approach for assessing the level of
variability or range of potential outcomes within the
reserves. However, the Company performs analysis looking
at the impact on the best estimate for a range of
scenarios. This analysis is performed using statistical
methodologies and the results are provided to the Audit
Committee and documented in the Actuarial Function
Holder’s report.

D.3. Other liabilities
The valuation of the Company’s liabilities as at 31st December 2016 under both Solvency II and Statutory
accounting bases can be found in the table below:
Liabilities
Technical provisions from
Technical provisions - unearned premium reserve

Solvency II Value
£’000

Statutory Accounts
Value £’000

Valuation differences
£’000

820,679

968,747

138,095

-

318,500

-

Technical provisions - premium provision best estimate

110,831

-

110,831

Technical provisions - claims provision best estimate

677,511

650,247

27,264

Technical provisions - risk margin

32,337

-

-

-

4,471

(4,471)

Insurance & intermediaries payables

14,630

8,578

6,052

Reinsurance payables

8,220

9,201

(981)

Payables (trade, not insurance)

21,617

20,409

1,207

Any other liabilities, not elsewhere shown

10,220

11,969

(1,749)

Total liabilities

875,365

1,023,375

(148,010)

Deferred tax liabilities
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The following narrative describes the bases, methods
and main assumptions used in the valuation for Solvency
purposes. It also highlights the rationale behind the
variances when compared to the Statutory Accounts
valuation (excluding technical provisions).

D.3.1. Changes to recognition and valuation bases
There have been no changes to the recognition and
valuation bases used during the reporting period.

D4. Alternative methods for valuations

Deferred tax liabilities
Deferred tax arises from timing differences due to the
inclusion of income and expenses in tax assessments in
periods different from those in which they are recognised
in the Statutory Accounts.

The Company has not valued any of its assets or
liabilities using alternative valuation methods.

Upon the conversion to Solvency II the Company is
recognising a net loss in Own Funds. The deferred tax
asset calculated on this loss eliminates the Statutory
Accounts liability.

There are no other material items of information to
be included regarding the Company’s valuation for
solvency purposes.

D5. Any other material information

Insurance and intermediaries’ payable
These are the amounts due to intermediaries as at the
reporting date in the Statutory Accounts.
The Solvency II valuation includes an amount of £6m
that has been deducted from other assets in the
Statutory Accounts valuation. See Section D.1 above.
Reinsurance payables
These are the amounts due to reinsurers as at the
reporting date.
The Solvency II valuation includes a balance of £0.7m
that has been deducted from reinsurance receivables in
the Statutory Accounts valuation. See Section D.1 above.
In addition, a reinstatement premium of £0.2m in the
Statutory Accounts has been re-classified as a future
cash flow within the technical provisions. See Section
D.2.3 above.
Payables (trade not insurance)
These amounts principally relate to tax amounts payable.
An additional amount of £1.2m principally reflecting
profit commission due to a subsidiary company has been
realised within the Solvency II valuation.
Other liabilities
These relate to accruals and deferred income.
The Solvency II valuation is lower than the Statutory
Accounts valuation as an amount of £1.7m has been
re-allocated to other assets. See Section D.1 above.
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E.1 Own funds

£’000

E.1.1. Own funds objectives, processes and policy

Total

Tier 1
unrestricted

Total eligible own fund
to meet the SCR

275,361

275,361

Total eligible funds
to meet the MCR

275,361

275,361

Basic own funds

The Company has a Board-approved Capital
Management policy in place. The policy sets out the
Company’s approach to capital management and
capital distribution. This ensures that the Company
maintains an appropriate level of solvency in
accordance with regulatory requirements and the
interests of stakeholders; including policyholders,
claimants and the shareholders.

			
The Company’s core capital consists of unrestricted
Tier 1 capital. This includes the share capital from the
Statutory Accounts and the reconciliation reserve. The
reconciliation reserve is calculated as the total excess of
assets over liabilities and includes the following:

The Company aims to hold Own Funds that are at least
equal to the Company’s Target Capital Requirement (TCR).
The TCR contains a buffer above the SCR for unexpected
events to mitigate the Company having to change its
plans and/or strategy due to an unexpected loss.

• Retained profit as reported in the Statutory Accounts;
• V
 aluation differences between the Statutory Accounts
and the Solvency II balance sheet for assets and
liabilities;
• T
 ax on future profits/losses arising from the conversion
to Solvency II.

A full calculation of the Company’s solvency position,
including Own Funds is carried out quarterly. To monitor
the Company’s solvency in the intervening period, a
dashboard is in place. The Dashboard uses a series of
indicators to monitor significant losses arising and/or
unforeseen changes in the SCR and/or Own Funds which
would impact the Company’s solvency position.

E.1.3. Reconciliation reserve
The following table shows the component parts of the
Company’s reconciliation reserve as at 31st December
2016:

Whenever a business plan (or reforecast) is prepared
the Company produces a projected SCR and Own Funds
position. The current strategic business plan covers the
period 2017 – 2022.

£’000

Current and projected Own Funds are classified and
monitored by Tier (as appropriate).
The valuation of the Company’s balance sheet on a
Statutory accounting basis is different to the Solvency II
balance sheet predominantly due to the elimination of
intangible assets and the difference in the valuation of
the technical provisions.

Net retained profit per financial statements

136,846

Profit recognised on conversion to SII

(19,709)

Reconciliation reserve as at 31/12/16

117,137

The loss recognised on the conversion to Solvency II is
made up of the following items:
£’000

E.1.2. Own funds

Differences in the valuation of technical provisions

(12,809)

The Company’s own funds as at 31st December 2016
are shown below:

Elimination of intangible assets

(12,123)

Movement in deferred tax

£’000
Total

Tier 1
unrestricted

Ordinary share capital
(gross of own shares)

158,224

158,224

Reconciliation reserve

117,137

117,137

Total basic own funds
after deductions

275,361

275,361

Total available own funds
to meet the SCR

275,361

275,361

Total available funds
to meet the MCR

275,361

275,361

Basic own funds

Difference in the valuation of property assets

822

Miscellaneous adjustments

(3)

Total net loss recognised on conversion to Solvency II
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E.2. Solvency Capital Requirement &
Minimum Capital Requirement

Further information on the inputs used to calculate the
Company’s MCR can be found in quantitative reporting
template S.28.01.01 “Minimum Capital Requirement”
included in Section F of this report.

As noted previously, the Company is using the Standard
Formula to calculate its Solvency Capital Requirement
(SCR).

E.2.1 Use of simplified calculations and undertaking
specific parameters

Solvency Capital Requirement

The Company is not using any simplified calculations or
undertaking specific parameters in its Solvency Capital
Requirement calculation.

The Company’s SCR position as at 31st December 2016
is as follows:

E.2.2 Recognition of capital add-ons

Net Solvency
Capital Requirement
£’000
Market risk

32,155

Counterparty default risk

14,948

The Company is not subject to a capital add-on.
E.2.3 Non-compliance with the MCR or SCR
There have been no instances of non-compliance with
the SCR or MCR over the reporting period.

Life underwriting risk

1,284

Health underwriting risk

13,042

Non-life underwriting risk

195,255

E.3. Any other material information

Diversification

(41,748)

Quota share reinsurance arrangement

Basic Solvency Capital Requirement

214,936

While the Company’s capital position has exceeded the
regulatory requirement at all times since the introduction
of Solvency II, the level of cover at 31st December 2016
is lower than the target solvency cover as set out in the
Company’s internal Capital Management Policy
established by the Board. In order to address this and
to provide additional capital coverage to support future
growth, on 29th March 2017 the Company entered into
a quota share arrangement under which 20% of the
Company’s earned premiums and claims for the period
1st January 2017 to 31st December 2019 will be ceded to
a highly rated reinsurer. This arrangement has not been
reflected in the Company’s reported solvency position.

Calculation of Solvency Capital Requirement
Operational risk

20,443

Loss-absorbing capacity of deferred taxes

(1,152)

Solvency Capital Requirement excluding
capital add-on

234,277

Solvency Capital Requirement

234,227

The adjustment for the loss absorbing capacity of
deferred tax relates to the amount of tax losses that
the Company could carry back in the event that the
Company sustained a loss equal to the sum of the Basic
Solvency Capital Requirement and the Operational risk
capital requirement.

There is no other material information to report
regarding the capital management of the Company.

Minimum Capital Requirement
The MCR represents the minimum level of security below
which the amount of financial resources of the Company
should not fall.
The Company’s MCR position as at 31st December 2016
is as follows:
Minimum Capital Requirement £’000

103,637

The actual MCR charge for the Company is based on
the linear MCR charge. The charge is based on the net
premium and net technical provisions for each line
of business.
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S.02.01.02 Balance Sheet £’000
Solvency II
Value

Assets
Intangible assets

0

Deferred tax assets

0

Pension benefit surplus

0

Property, plant & equipment held for own use

30,844

Investments (other than assets held for index-linked and unit-linked contracts)

750,359

Property (other than for own use)

0

Holdings in related undertakings, including participations

0

Equities

0

Equities - listed

0

Equities - unlisted

0

Bonds

570,760

Government Bonds

364,392

Corporate Bonds

206,368

Structured notes

0

Collateralised securities

0

Collective Investments Undertakings

58,922

Derivatives

0

Deposits other than cash equivalents

120,677

Other investments

0

Assets held for index-linked and unit-linked contracts

0

Loans and mortgages

10,151

Loans on policies

0

Loans and mortgages to individuals

0

Other loans and mortgages

10,151

Reinsurance recoverables from:

244,479

Non-life and health similar to non-life

135,226

Non-life excluding health

135,225

Health similar to non-life

1

Life and health similar to life, excluding index-linked and unit-linked

109,252

Health similar to life

0

Life excluding health and index-linked and unit-linked

109,252

Life index-linked and unit-linked

0

Deposits to cedants

0

Insurance and intermediaries receivables

4,305

Reinsurance receivables

4,867

Receivables (trade, not insurance)

0

Own shares (held directly)

0

Amounts due in respect of own fund items or initial fund called up but not yet paid in
Cash and cash equivalents

0
76,234

Any other assets, not elsewhere shown

29,489

Total assets

1,150,727
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S.02.01.02 Balance Sheet £’000 (continued)
Solvency II
Value

Liabilities
Technical provisions - non-life

684,442

Technical provisions - non-life (excluding health)

677,464

TP calculated as a whole

0

Best Estimate

656,461

Risk margin

21,003

Technical provisions - health (similar to non-life)

6,978

TP calculated as a whole

0

Best Estimate

6,089

Risk margin

889

Technical provisions - life (excluding index-linked and unit-linked)

136,236

Technical provisions - health (similar to life)

0

TP calculated as a whole

0

Best Estimate

0

Risk margin

0

Technical provisions - life (excluding health and index-linked and unit-linked)
TP calculated as a whole

136,236
0

Best Estimate

125,792

Risk margin

10,444

Technical provisions - index-linked and unit-linked

0

TP calculated as a whole

0

Best Estimate

0

Risk margin

0

Contingent liabilities

0

Provisions other than technical provisions

0

Pension benefit obligations

0

Deposits from reinsurers

0

Deferred tax liabilities

0

Derivatives

0

Debts owed to credit institutions

0

Financial liabilities other than debts owed to credit institutions

0

Insurance & intermediaries payables

14,630

Reinsurance payables

8,220

Payables (trade, not insurance)

21,617

Subordinated liabilities

0

Subordinated liabilities not in BOF

0

Subordinated liabilities in BOF

0

Any other liabilities, not elsewhere shown

10,220

Total liabilities

875,365

Excess of assets over liabilities

275,361
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S.05.01.02 Premiums, claims and expenses by line of business - non life £’000
Line of Business for: non-life insurance and reinsurance obligations (direct business and accepted proportional reinsurance)
Non-Life

Income Protection
Insurance

Motor Vehicle
Liability insurance

Other motor
insurance

Fire and other
damage to
property insurance

General liability
insurance

Miscellaneous
financial loss

Total

41,614

262,747

86,505

200,184

70,451

4,804

666,306

Premiums written
Gross - Direct Business
Gross - Proportional reinsurance accepted

0

Gross - Non-proportional reinsurance accepted
Reinsurers' share
Net

0
1

28,983

754

14,176

2,599

0

46,513

41,613

233,764

85,751

186,008

67,852

4,804

619,793

44,339

239,633

78,797

203,099

65,354

6,355

637,577

Premiums earned
Gross - Direct Business
Gross - Proportional reinsurance accepted

0

Gross - Non-proportional reinsurance accepted

0

Reinsurers' share
Net

5

28,981

754

14,101

2,596

0

46,437

44,334

210,652

78,043

188,998

62,758

6,355

591,140

3,502

218,128

62,603

108,036

37,991

1,189

431,450

Claims incurred
Gross - Direct Business
Gross - Proportional reinsurance accepted

0

Gross - Non-proportional reinsurance accepted

0

Reinsurers' share
Net

3,502

62,774

1,455

2,299

10,580

(14)

77,364

155,354

61,148

105,737

27,141

1,203

354,086

Changes in other technical provisions
Gross - Direct Business

0

Gross - Proportional reinsurance accepted

0

Gross - Non-proportional reinsurance accepted

0

Reinsurers' share
Net
Expenses incurred

0
0

0

0

0

0

0

0

36,320

60,010

15,327

96,238

34,083

4,930

246,909

Other expenses
Total expenses

246,909
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S.05.01.02 Premiums, claims and expenses by line of business - life £’000
Line of Business for: life insurance obligations
Non-Life

Annuities stemming from non-life insurance
contracts and relating to insurance obligations
other than health insurance obligations

Total

Premiums written
Gross

0

Reinsurers' share

0

Net

0

Premiums earned
Gross

0

Reinsurers' share

0

Net

0

Claims incurred
Gross

18,745

18,745

Reinsurers' share

17,462

17,462

Net

1,283

1,283

Changes in other technical provisions
Gross

0

Reinsurers' share

0

Net

0

Expenses incurred

0

Other expenses
Total expenses

0
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S.12.01.02 Life and Health SLT Technical Provisions £’000
Annuities stemming
from non-life insurance
contracts and relating
to insurance obligation
other than health
insurance obligations

Total (Life other than
health insurance,
incl Unit-linked)

Gross Best Estimate

125,792

125,792

Total Recoverables from reinsurance/SPV and Finite Re after the adjustment for
expected losses due to counterparty default

109,252

109,252

Best estimate minus recoverables from reinsurance/SPV and Finite Re

16,540

16,540

Risk margin

10,444

10,444

136,236

136,236

Technical provisions calculated as a whole
Total Recoverables from reinsurance/SPV and Finite Re after the adjustment for
expected losses due to counterparty default associated to TP calculated as a whole
Technical provisions calculated as a sum of BE and RM
Best estimate

Amount of the transitional on Technical Provisions
Technical Provisions calculated as a whole
Best estimate
Risk margin
Technical provisions - total
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S.17.01.02 Non-Life Technical Provisions £’000
Direct business and accepted proportional reinsurance

Technical provisions calculated as a whole

Income
protection
insurance

Motor Vehicle
Liability
Insurance

Other
Motor
Insurance

Fire and other
damage to
property
insurance

General
liability
insurance

Miscellaneous
financial loss

Total
Non-Life
obligation

0

0

0

0

0

0

0

Total Recoverables from reinsurance/SPV and Finite Re after the adjustment for expected
losses due to counterparty default associated to TP calculated as a whole

0

Technical provisions calculated as a sum of BE and RM
Best estimate
Premium provisions
Gross
Total recoverable from reinsurance/SPV and Finite Re after the adjustment for
expected losses due to counterparty default
Net Best Estimate of Premium Provisions

(414)

56,654

18,519

25,378

10,663

31

110,831

0

(2,522)

0

(4,175)

(70)

0

(6,767)

(414)

59,177

18,519

29,553

10,733

31

117,598

6,502

372,112

(678)

67,987

105,124

672

551,719

1

125,529

727

8,186

7,551

0

141,994

Claims provisions
Gross
Total recoverable from reinsurance/SPV and Finite Re after the adjustment for
expected losses due to counterparty default

6,501

246,583

(1,405)

59,802

97,573

672

409,725

Total best estimate - gross

Net Best Estimate of Claims Provisions

6,089

428,766

17,841

93,365

115,787

703

662,550

Total best estimate - net

6,087

305,760

17,113

89,354

108,306

703

527,324

889

11,035

1,310

6,029

2,523

105

21,892

Risk margin
Amount of the transitional on Technical Provisions
Technical Provisions calculated as a whole

0

Best estimate

0

Risk margin
Technical provisions - total
Recoverable from reinsurance contract/SPV and Finite Re after the adjustment for expected
losses due to counterparty default - total
Technical provisions minus recoverables from reinsurance/SPV and Finite Re- total

0
6,978

439,801

19,151

99,394

118,310

808

684,442

1

123,006

727

4,011

7,481

0

135,226

6,977

316,795

18,424

95,384

110,829

808

549,216

43

Covéa Insurance Solvency and Financial Condition Report 2016

F. Quantitative Reporting Templates
S.19.01.21 Non-Life insurance claims | Total Non-life Business | Accident Year £’000
Gross Claims Paid (non cumulative) (absolute amount)
Year

Development year
0

1

2

3

4

5

6

7

8

9

Prior
N-9

102,344

65,001

14,481

6,787

4,658

4,230

2,071

562

137

N-8

92,685

47,232

12,529

8,054

5,559

6,132

1,962

1,709

353

N-7

91,972

48,331

11,640

7,095

18,394

5,665

943

114

N-6

73,110

56,503

12,453

10,547

5,671

2,568

1,339

N-5

55,599

29,938

12,637

8,461

5,106

1,999

N-4

97,505

126,106

61,700

32,935

10,383

N-3

94,568

63,860

22,511

17,460

28,912

N-2

96,518

67,865

N-1

109,546

115,292

N

167,309

10&+

In current
year

Sum of years
(cumulative)

778

778

778

51

Total

51

200,322

353

176,216

114

184,156

1,339

162,191

1,999

113,741

10,383

328,630

17,460

198,398

28,912

193,295

115,292

224,837

167,309

167,309

343,991

1,949,873

Gross undiscounted Best Estimate Claims Provisions (absolute amount)
Year

Development year
0

1

2

3

4

5

6

7

8

9

Prior
N-9

0

0

0

0

0

0

0

0

0

N-8

0

0

0

0

0

0

0

0

2,627

N-7

0

0

0

0

0

0

0

1,053

N-6

0

0

0

0

0

0

1,162

N-5

0

0

0

0

0

1,302

N-4

0

0

0

0

41,977

N-3

0

0

0

46,415

N-2

0

0

54,694

N-1

0

159,670

N

227,380

4,100

10&+

In current
year

1,243

1,243
4,100
2,627
1,053
1,162
1,302
41,977
46,415
54,694
159,670
227,380

Total

541,622
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S.23.01.01 Own Funds £’000
Basic own funds before deduction for participations in other financial sector as foreseen in article 68 of
Delegated Regulation 2015/3

Total

Tier 1 unrestricted

158,227

158,224

Share premium account related to ordinary share capital

0

0

Initial funds, members' contributions or the equivalent basic own-fund item for mutual and
mutual-type undertakings

0

0

Subordinated mutual member accounts

0

0

Surplus funds

0

0

Preference shares

0

0

Ordinary share capital (gross of own shares)

Share premium account related to preference shares

0

0

Reconciliation reserve

117,137

117,137

Subordinated liabilities

0

0

An amount equal to the value of net deferred tax assets

0

0

Other own fund items approved by the supervisory authority as basic own funds not specified above

0

0

Own funds from the financial statements that should not be represented by the reconciliation reserve
and do not meet the criteria to be classified as Solvency II own funds

0

0

Deductions for participations in financial and credit institutions
Total basic own funds after deductions

0

0

275,361

275,361

Ancillary own funds
Unpaid and uncalled ordinary share capital callable on demand

0

Unpaid and uncalled initial funds, members' contributions or the equivalent basic own fund item for mutual
and mutual - type undertakings, callable on demand

0

Unpaid and uncalled preference shares callable on demand

0

A legally binding commitment to subscribe and pay for subordinated liabilities on demand

0

Letters of credit and guarantees under Article 96(2) of the Directive 2009/138/EC

0

Letters of credit and guarantees other than under Article 96(2) of the Directive 2009/138/EC

0

Supplementary members calls under first subparagraph of Article 96(3) of the Directive 2009/138/EC

0

Supplementary members calls - other than under first subparagraph of Article 96(3) of the Directive
2009/138/EC

0

Other ancillary own funds

0

Total ancillary own funds

0
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S.23.01.01 Own Funds £’000 (continued)
Basic own funds before deduction for participations in other financial sector as foreseen in article 68 of
Delegated Regulation 2015/3

Total

Tier 1 unrestricted

Total available own funds to meet the SCR

275,361

275,361

Total available own funds to meet the MCR

275,361

275,361

Total eligible own funds to meet the SCR

275,361

275,361

Total eligible own funds to meet the MCR

275,361

275,361

SCR

204,227

MCR

103,637

Ratio of Eligible own funds to SCR

117.56%

Ratio of Eligible own funds to MCR

265.70%

Available and eligible own funds

Reconcilliation reserve
Excess of assets over liabilities

275,361

Own shares (held directly and indirectly)

0

Foreseeable dividends, distributions and charges

0

Other basic own fund items

158,224

Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced funds

0

Reconciliation reserve

117,137

Expected profits
Expected profits included in future premiums (EPIFP) - Life business

0

Expected profits included in future premiums (EPIFP) - Non- life business

23,990

Total Expected profits included in future premiums (EPIFP)

23,990
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S.25.01.21 Solvency Capital Requirement - for undertakings on Standard Formula £’000
Gross solvency
capital
requirement
Market risk

32,155

Counterparty default risk

14,948

Life underwriting risk

1,284

Health underwriting risk

13,042

Non-life underwriting risk

195,255

Diversification

(41,748)

Intangible asset risk

0

Basic Solvency Capital Requirement

214,936

Calculation of Solvency Capital Requirement
Operational risk

20,443

Loss-absorbing capacity of technical provisions

0

Loss-absorbing capacity of deferred taxes

(1,152)

Capital requirement for business operated in accordance with Art. 4 of Directive
2003/41/EC
Solvency Capital Requirement excluding capital add-on

0
234,227

Capital add-ons already set

0

Solvency capital requirement

234,227

Other information on SCR
Capital requirement for duration-based equity risk sub-module
Total amount of Notional Solvency Capital Requirements for remaining part
Total amount of Notional Solvency Capital Requirements for ring fenced funds
Total amount of Notional Solvency Capital Requirements for matching adjustment
portfolios
Diversification effects due to RFF nSCR aggregation for article 304
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S.28.01.01 Minimum Capital Requirement - Only life or non-life insurance or reinsurance activity £’000
Linear formula component for non-life insurance and reinsurance obligations
MCRNL Result

103,290

Net (of reinsurance/SPV)
best estimate and TP
calculated as a whole
Medical expense insurance and proportional reinsurance
Income protection insurance and proportional reinsurance
Workers' compensation insurance and proportional reinsurance

Net (of reinsurance)
written premiums in the
last 12 months

0

0

6,087

40,361

0

0

Motor vehicle liability insurance and proportional reinsurance

305,760

234,432

Other motor insurance and proportional reinsurance

17,113

86,062

Marine, aviation and transport insurance and proportional reinsurance

0

0

Fire and other damage to property insurance and proportional reinsurance

89,354

187,026

General liability insurance and proportional reinsurance

108,306

67,736

Credit and suretyship insurance and proportional reinsurance

0

0

Legal expenses insurance and proportional reinsurance

0

106

Assistance and proportional reinsurance

0

0

Miscellaneous financial loss insurance and proportional reinsurance

703

5,773

Non-proportional health reinsurance

0

0

Non-proportional casualty reinsurance

0

0

Non-proportional marine, aviation and transport reinsurance

0

0

Non-proportional property reinsurance

0

0

Linear formula component for life insurance and reinsurance obligations
MCRL Result
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Net (of reinsurance/SPV)
best estimate and TP
calculated as a whole
Obligations with profit participation - guaranteed benefits
Obligations with profit participation - future discretionary benefits
Index-linked and unit-linked insurance obligations
Other life (re)insurance and health (re)insurance obligations

16,540

Total capital at risk for all life (re)insurance obligations

Overall MCR calculation
Linear MCR

103,637

SCR

234,227

MCR cap

105,402

MCR floor

58,557

Combined MCR

103,637

Absolute floor of the MCR
Minimum Capital Requirement

3,332
103,637
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