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Directors’ Statement in respect of the Solvency & Financial 
Condition Report (SFCR) – Centrewrite Limited

We, the Board, acknowledge our responsibility for preparing the SFCR in all material respects in accordance with 
the PRA Rules and the Solvency II Regulations.

We are satisfied that:

a) throughout the financial year in question, the insurer has complied in all material respects with the requirements of 
the PRA Rules and the Solvency II Regulations as applicable to the insurer; and
b) it is reasonable to believe that the insurer has continued so to comply subsequently and will continue so to comply 
in future.

Managing Director, for and on behalf of the Board

07 Apr 2021

© Lloyd’s
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Introduction & Summary
Business

The company was established to provide reinsurance products to The 
Society of Lloyd’s Members. With the decline in the number of run-off 
syndicates operating in the Lloyd’s market, the demand for Exeat policies 
and Reinsurance to Close (“RITC contracts”) has declined.

The nature of the company’s operations and its principal activities are set 
out below.

The primary objective of the company is to assist resigned Members of 
The Society of Lloyd’s with participations on run-off syndicates to end their 
affairs at Lloyd’s. The Company has no employees, with day to day 
operations managed on the Company’s behalf by staff employed by The 
Society of Lloyd’s.

The company’s ongoing principal activities are:

i. to provide RITC and formerly Run-Off Reinsurance contracts to 
syndicates with no successor syndicate. 

ii. to reinsure individual Members of The Society of Lloyd’s participations 
on syndicates for underwriting years of account which have not been 
closed (“Exeat Policies”) on application from a Member’s agent. Given 
the small number of syndicates in run-off, the Company is not 
expected to underwrite many policies going forward.

During the year, the company did not write any RITC contracts though the 
company has permission from the Prudential Regulation Authority (PRA) 
to enter into long-term reinsurance contracts. The last time the company 
underwrote the RITC was 2013.

Business (cont.)

There are no notified outstanding claims and no claims paid in either 2020 
or 2019 in respect of this contract. At the year end, the company had no 
Exeat policies reinsuring a Member with a participation in a life run-off 
syndicate and has no technical provisions for run-off life syndicates. 

The company did not underwrite any Exeat policies in 2020 or 2019. The 
Exeat Policy offered is wholly underwritten by the company and, while not 
a formal RITC, it allows Members of The Society of Lloyd’s to end their 
affairs at Lloyd’s and so release their remaining funds at Lloyd’s.  The 
closure of many run-off syndicates has led to a reduction in the number of 
resigned Members and in turn this has led to a reduction in the appetite for 
Exeat policies. 

Material changes since the last report

There have been no material changes since the last report. 

Performance

The following are financial key performance indicators under UK GAAP:

•Results on the technical account of £NIL for 2020 (2019: profit £7k). 

•Loss on the non-technical account before taxation was £22k for 2020 
(2019: profit of £10k).

•As at 31 December 2020 the Company had £5.7m in equity shareholders’ 
funds (2019: £5.7m).

© Lloyd’s
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Introduction & Summary (cont.)
System of Governance (SOG)

The SOG is set out in the Company’s Governance Map, approved by the 
Company’s Board. The Company is governed by three directors: a 
chairman, managing director and a non-executive director, all of whom are 
employees of The Society of Lloyd’s.  The Company’s Governance Map 
sets out the allocation of Senior Insurance Management Functions 
(“SIMF”) responsibilities across the Board. The Company has no sub-
committees. Day to day operations of the Company, including the 
investment and actuarial functions, are provided by employees of The 
Society of Lloyd’s.

The Company complies with the policies and procedures established by its 
parent, The Society of Lloyd’s, including its ORSA Policy, Remuneration 
Policy, Compliance Framework, HR Policies (including assessment of Fit 
& Proper persons), internal systems and controls, Risk Policy and 
Outsourcing Policy. 

Risk Profile

The directors are responsible for setting the strategy and risk appetite of 
the company and assessing the long-term consequences of decisions 
made. The risks are monitored through a risk register which is reviewed by 
the directors, through reporting to the directors against the key risk 
indicators. No risk appetites were exceeded in 2020. The principal risks of 
the company are the insurance risks arising from reserving, market risk 
and operational risks. 

Valuation for Solvency Purposes

On a Solvency II basis, the Company had:

• Total assets as at 31 December 2020 of £7.2m. This comprised £5.9m 
of financial investments and £1.3m reinsurance recoverable; and 

• Net technical provisions as at 31 December 2020 of £0.3m after 
allowing for £1.3m for reinsurance recoverable. 

Capital management

The Company’s capital objective is to maintain an appropriate level of 
capital to meet its regulatory requirements. This has been assessed as 
£5m. As at the 31 December 2020, the Company’s own funds on a 
Solvency II basis were £5.4m. This is significantly in excess of the 
Company’s Solvency Capital Requirement (“SCR”) of £0.3m (as calculated 
using the Standard Formula) and the Minimum Capital Requirement 
(“MCR”) of £3.2m (as calculated using the absolute floor for a pure 
reinsurer of €3.6m). 

The own funds which are tiered as unrestricted level 1 are fully eligible to 
meet both the SCR and MCR requirements. 

© Lloyd’s
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A Business & Performance

A.1 Business

Centrewrite Limited is a private company limited by shares and is a wholly 
owned subsidiary of The Society of Lloyd’s. Its registered office is Council 
Secretariat, Lloyd’s of London, One Lime Street, London, EC3M 7HA. 

Both the Company and The Society of Lloyd’s are supervised by the UK’s 
Prudential Regulatory Authority (“PRA”) and the Financial Conduct 
Authority (“FCA”) with the PRA acting as lead supervisor. 

The Company is audited by PricewaterhouseCoopers LLP, 7 More London 
Riverside, London, SE1 2RT.

The Company is a pure composite reinsurer and authorised to underwrite 
all lines of life and non-life reinsurance. Whilst the Company did not write 
any new business in 2020, it continues to offer Exeat Policies and RITC 
policies to Members of the Society of Lloyd’s. All business is carried out in 
the UK.

A.2 Underwriting Performance

The net movements in the technical account arise from the provision for 
Exeat/EPP of £NIL. Settlement of claims and changes in provision for 
claims ceded by Equitas Insurance Limited on the Run-off Reinsurance of 
Syndicate 553‘s 1985 and prior years of account are fully reinsured by 
Equitas Reinsurance Limited, and hence have net nil impact on the 
technical account.

© Lloyd’s
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A Business & Performance (cont.)

A.3 Investment Performance

The finance income of £18k (2019: £46k) is fully derived from the 
Company’s portion of the income earned by the Society of Lloyd’s 
commingled funds. In 2020, the return on the commingled funds was 
0.35% (2019: 0.77%) against a benchmark of 0.45%. 

The Company has no investments in equities and no investments in 
securitisation.

A.4 Performance of other activities 

The Company is not party to any material operating or finance leases as 
either lessee or lessor. Operating expenses have increased from prior 
year to £40k (2019: £36k).

© Lloyd’s

A.5 Any other information

Overall the Company made a loss after tax of £18k (2019: profit of £14k).

The UK’s exit from the EU (“Brexit”) on 31 January 2020 had no significant 
impact on the Company. All policies are underwritten and reinsured in the 
UK.

The volatility in financial markets arising from the COVID-19 pandemic has 
not materially impacted the valuation of the assets held by Centrewrite as 
these are invested in short term money-market instruments.

There is no further information in regards to business and performance. 



888

Classification: Confidential

B System of Governance (“SOG”)

B.1 General information on the SOG

The SOG is set out in the Company’s Governance Map, approved by the 
Company’s Board. The Company is governed by three directors: a 
chairman, managing director and a non-executive director, all of whom are 
employees of The Society of Lloyd’s.  The Company’s Governance Map 
sets out the allocation of SIMF responsibilities across the Board.

The Company has no sub-committees. Day to day operations of the 
Company, including the investment and actuarial functions, are provided 
by employees of The Society of Lloyd’s. The Society of Lloyd’s sets the 
remuneration of all its employees, including any variable components of 
remuneration such as bonuses. The only material transactions with The 
Society of Lloyd’s during the year relate to payments for provision of 
services to the Company and reimbursements to The Society of Lloyd’s for 
payments made on behalf of the Company.

The members of the Board each have terms of reference which set out 
their respective responsibilities. Each performer of a function has a role 
profile which sets out the responsibilities for that function and they have 
each been approved by the managing director.

The Company considers its SOG to be proportionate to the nature, scale 
and complexity of the risks inherent in its business. The key functions of 
the Company have the necessary authority, resource and operational 
independence to carry out their tasks. Any communications and risks are 
discussed by the Board to ensure effective governance.

B.2 Fit and Proper Requirements 

The Company follows the procedures set out by The Society of Lloyd’s for 
meeting Fit and Proper requirements. These procedures ensure that all 
those holding controlled functions:

• Meet the requirements of the Regulators’ “fit and proper” test and follow 
its principles. These are set out in the Governance Map;

• Comply with the Scope of Responsibilities; and

• Report anything that could affect their ongoing suitability. 

The following factors are taken into account when deciding whether an 
individual is fit and proper:

• Their honesty, integrity and reputation;

• Their competence and capability;

• Their financial soundness; and 

• Personal characteristics 

Fitness and proper checks are made before an individual is appointed to 
carry out a controlled function and also periodically thereafter. 

© Lloyd’s
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B System of Governance (cont.)

B.2 Fit and Proper Requirements (cont.)

The capability of individuals running the key functions is assessed 
annually as part of The Society of Lloyd’s Performance Appraisal Process. 
This process ensures that individuals have an appropriate level of 
expertise and competence to carry out their role. Where specific technical 
skills are required, it is ensured that the individual is appropriately 
qualified. All development needs are addressed as part of the annual 
Professional Development Plan. 

B.3 Risk management system including the own risk 
and solvency assessment (“ORSA”)

The Company follows The Society of Lloyd’s Risk Management 
Framework including its Risk Policy and ORSA Policy. 

The Company’s ORSA together with the Company Risk Register are 
revised and approved at least annually by the Board. The Company 
revises both the Risk Register and the ORSA when a new emerging risk to 
the Company is identified. The Company reviews the list of existing and 
emerging risks identified by the Society of Lloyd’s in its ORSA to identify 
potential new risks. The impact of all risks is assessed against a matrix of 
frequency and severity.

The responsibility for monitoring and assessing risks in the Company’s 
Risk Register is allocated either to Board members or performers of a 
function and the requirement to monitor those risks is included in their 
Terms of Reference or Role Profiles.  The assessment of the risks is made 
taking into account the Company’s risk appetites and risk metrics and from 
this the Board will decide whether to avoid, control, accept or transfer the 
risk for the benefit of the company.

The Company is assisted in complying with The Society of Lloyd’s Risk 
Framework and Policies through the appointment of a Risk Advisor from 
The Society of Lloyd’s Risk Management department. 

The ORSA links to the business strategy for a run off insurance company 
and therefore ensures enough capital is available to meet the future 
requirements of the company, specifically for the future costs of regulatory 
requirements and audit. 

No new significant emerging risks have been identified during 2020. 

© Lloyd’s
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B System of Governance (“SOG”) (cont.)

B.3 Risk management system including the own risk 
and solvency assessment (“ORSA”) (cont.)

The Company’s Solvency Capital Requirement (SCR) as calculated using 
the Standard Formula does not exceed the Minimum Capital Requirement 
(MCR) for pure composite reinsurers of €3.6m. The Company makes its 
own assessment of the capital required for the Company based on the 
Risk Register and Risk Appetites to confirm that this does not exceed 
€3.6m. This assessment is included in the Company’s ORSA.

B.4 Internal Control System 

As the day to day operations of the Company are managed by employees 
of The Society of Lloyd’s, the Company is subject to the internal control 
system of the Society of Lloyd’s. The Board approves annually the 
Company’s Financial Framework which sets the authority limits for each 
type of transaction as well as the Company’s Investment Parameters. The 
allocation of authority limits takes into account the requirement for 
segregation of duties and the Company’s Investment Parameters provides 
limits on asset classes and the Company’s risk appetite in respect of the 
market and interest rate risk of its investments.

The Company has a Compliance Officer who is an employee of the 
Society of Lloyd’s. The Compliance Officer reports to the Managing 
Director but has authority to escalate to or report on any concerns directly 
to the Chairman and Lloyd’s Head of Compliance.

B.5 Internal Audit Function

The scope of The Society of Lloyd’s internal audit function includes the 
internal audit of subsidiaries on a cycle approved by The Society of 
Lloyd’s Audit Committee. The Society of Lloyd’s employs a Head of 
Internal Audit, who coordinates the execution of the internal audit plan, 
including outsourcing the work within this plan where appropriate. The 
internal audit function reports to the Audit Committee of The Society of 
Lloyd’s on any significant findings and follows up on any agreed actions 
to remediate control weaknesses. The Head of Internal Audit has no 
responsibility for any other function across the business and reports into 
the Chair of the Society of Lloyd’s Audit Committee, which is a non-
executive Director role. This reporting structure delivers the 
independence of the internal audit function. By outsourcing part of the 
execution of the internal audit plan to a third party where appropriate, 
this ensures that the people who carry out the reviews and report the 
findings are independent from the people that work in the areas under 
review.
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B System of Governance (“SOG”) (cont.)

B.6 Actuarial Function

The Society of Lloyd’s assists the Company in the appointment of the 
Chief Actuary from one of its senior actuaries.

The Chief Actuary is supported by an appropriately qualified actuary and is 
subject to the internal controls and procedures of The Society’s Market 
Reserving and Capital Department, including the requirement to comply 
with the Rules of the Institute and Faculty of Actuaries.

The Chief Actuary prepares annually an Actuarial Function Report for the 
Board and this includes a description of the governance as well as the 
assessment of both GAAP and Solvency II technical provisions and the 
calculation of the SCR and MCR.

The Chief Actuary reports to the Managing Director but has the authority to 
escalate to or report directly on any concerns to the Chairman and the 
Lloyd’s Actuary (where the Lloyd’s Actuary is not acting as the Chief 
Actuary). 

B.7 Outsourcing

The Company complies with The Society of Lloyd’s Outsourcing Policy. 
The Company has no employees and outsources to The Society of Lloyd’s 
the provision of services to the Company. The Society of Lloyd’s is 
registered in the UK and subject to UK legislation. It is regulated by both 
the PRA and the FCA. Outsourcing risk is recognised in the Risk Register 
and the Board reviews and approves annually the Company’s operational 
plans, its financial performance, its compliance with the risk appetites of 
the Company and its investment performance.

B.8 Any other information

There is no other information to report on the SOG.
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C Risk Profile

C.1 Insurance Risk

The underwriting risk to the Company is the risk that claims (excluding 
those arising from natural catastrophe events) relating to the business 
written in the proposed underwriting year may turn out larger than 
expected. The company has a structured approach to pricing over the long 
term which is approved by the Board and takes into account the 
company’s risk appetite. 

The reserving risk is the risk that the amount set aside for estimated claims 
on previous business is insufficient. Reserves are set on a policy by policy 
basis in line with the risk appetite and subject to actuarial review. The 
Chief Actuary reports directly to the Board. The effect of the novation of 
the RITC contracts for Syndicates 535 and 1204 from 1 January 2012 was 
to remove substantially all the reserving risk in respect of the RITC 
portfolio. There are no outstanding claims for Syndicate 1171 and the 
possibility of reporting claims in respect of this syndicate reduces over 
time. There are no outstanding claims in respect of Exeat policies.

The majority of the company’s insurance risk is mitigated by reinsuring the 
Run-off Reinsurance Policy of Syndicate 553 portion of provisions and 
claims paid. The provision outstanding at the reporting date on a UK 
GAAP basis was £1m (2019: £772k). As the provision solely relates to 
Syndicate 553’s liabilities, all of the insurance risk was covered through 
the reinsurance arrangement in place.

C.1 Insurance Risk (cont.)

Claims provisions (comprising provisions for claims reported by 
policyholders and claims incurred but not reported) for insurance contracts 
are established to cover the ultimate cost of settling the liabilities in respect 
of claims that have occurred and are estimated based on known facts at 
the reporting date.

C.2 Market Risk

Market risk represents the risk of loss or of adverse change in the 
resources of the Company resulting in fluctuations in the level and volatility 
of market prices of assets, liabilities and financial instruments or from 
fluctuations in the credit standing of investment counterparties (including 
spread and risk concentrations). Market risks arising from the disposition 
of the Company’s investments are monitored against defined parameters 
using an Investment Risk Assessment standard formula. The position is 
reviewed regularly by The Society of Lloyd’s Investment Committee and 
approved by the directors annually. Investments are actively monitored on 
an amortised cost basis. 

© Lloyd’s
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C Risk Profile (cont.)

C.3 Credit Risk

Credit risk represents the risk of loss to the Company owing to fluctuations 
in the credit standing or default of insurance counterparties. The security of 
the reinsurance asset recognised in respect of the Run-Off Reinsurance 
Policy of Syndicate 553 is derived from the reinsurance provided to 
Equitas Limited and its fellow subsidiaries through the National Indemnity 
Company Agreement by National Indemnity Company (NICO), a company 
with an AA+ rating (Fitch).

At the reporting date there were no significant concentrations of credit risk. 
The maximum exposure to credit risk is represented by the carrying value 
of each financial asset in the Company’s Statement of Financial Position.

The assets bearing credit risk are summarised below, together with an 
analysis by credit rating:

© Lloyd’s

A de-risking exercise within the commingled fund during the year resulted 
in further allocation to Cash & cash equivalent from deposits with credit 
institutions. This has consequently strengthened    the credit quality of the 
portfolio, with an increased allocation to AAA-rated assets. No credit limits 
were exceeded during the year. No assets are past due at the balance 
sheet date.

C.4 Liquidity Risk

The value and term of short-term assets are carefully monitored against 
those of the Company’s liabilities. The Company aims to maintain 
sufficient liquid assets to meet liabilities as they fall due. The primary 
liquidity risk of the Company is the obligation to pay run-off expenses as 
they fall due.  The claims outstanding liabilities in respect of the Run-Off 
Reinsurance Policy of Syndicate 553 are met from the funds of Equitas
Policyholders Trust Limited. The projected settlement of these liabilities is 
estimated, on a regular basis, taking into account actual expenses and 
known changes to the cost profile of the Company.  The Company benefits 
from a non-discretionary bond from The Society of Lloyd’s. In accordance 
with an agreement between The Society of Lloyd’s and the Company 
dated 4 June 1991, The Society of Lloyd’s will, at the request of the 
Company, pay to the Company the amount by which the liabilities of the 
Company exceed its assets. In addition, The Society of Lloyd’s has 
confirmed that it will make available an asset to meet any shortfalls in the 
solvency requirements as set out in the Solvency II Directive. The 
Company regularly reviews the adequacy of its cash position.
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C Risk Profile (cont.)

C.5 Operational Risk

This is the risk of loss to the Company arising from inadequate or failed 
internal processes, people and systems or from external events. The 
operations of the Company are subject to the systems and controls of The 
Society of Lloyd’s including capital assessment, risk management and 
internal audit reviews.

C.6 Other material risks

Financial Investments and Counterparty Risk

A list of permissible bank counterparties, for the purpose of money-
markets investment, is maintained by The Society of Lloyd’s and restricted 
to banks having strong balance sheet and credit ratings. Investment 
parameters exist for all investment assets, controlling overall credit quality 
and ensuring appropriate risk diversification. Permitted counterparties to 
capital market transactions are also carefully controlled. All applicable 
parameters are reviewed regularly by The Society of Lloyd’s Investment 
Committee.

Interest rate risk

Short term assets held by the Company are invested in money market 
instruments of up to 12 months’ duration with the objective of minimising 
capital loss and meeting liquidity requirements.  The Company does not 
hold any fixed rate securities. The sensitivity analysis for interest rate risk 
illustrates how changes in the amortised cost or future cash flows of a 
financial instrument will fluctuate, assuming all other assumptions remain 
unchanged. 

An increase/decrease of 100 basis points in interest yields would result in 
an additional loss/profit for the period and decrease/increase in equity of 
£58k (2019: £57k) assuming all other assumptions remain unchanged. 
Interest rate risk is monitored by the Society of Lloyd's Investment 
Committee on a regular basis and informs the investment decisions 
undertaken.

Foreign currency risk

The sterling value of foreign currency assets fluctuates in line with 
exchange rate movements. The net impact of these fluctuations in sterling 
values on the Company’s financial position is minimal because the 
Company matches foreign currency assets and liabilities.

Regulatory risk management

The Company has a compliance officer who monitors regulatory 
developments and advises the Board of the impact on the Company. 

Covid-19

The Covid-19 pandemic is continuing to have an impact on the global 
economy and social activities. This impact is being actively monitored by 
the Society of Lloyds to provide the company with assurance that risks are 
appropriately managed through this evolving environment. 

C.7 Any other information

The volatility in financial markets arising from the COVID-19 pandemic has 
not materially impacted the valuation of the assets held by Centrewrite as 
these are invested in short term money-market instruments.

© Lloyd’s
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D Valuation for Solvency Purposes

D.1 Assets

The difference between the valuation of investments recorded at 
amortised cost basis for GAAP purposes, and at fair value basis for 
Solvency II reporting purposes, is an expected loss within Deposits other 
than cash.

© Lloyd’s

D.1 Assets (cont.)

Cash and cash equivalents

On a GAAP basis, cash and cash equivalents comprise cash at bank and 
in hand and short-term deposits with an original maturity of three months 
or less at the date of placement, free of any encumbrances. On a Solvency 
II basis, the cash and cash equivalents includes only cash at bank and in 
hand, including a small amount of cash in the investment portfolio.

Other assets

Other assets of £0.2k (2019: NIL) comprise amounts owed by The Society 
of Lloyd’s for group relief of tax losses.
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D  Valuation for Solvency Purposes (cont.)  

D.2 Technical Provisions

For the purposes of Solvency II valuation, the provision for risks and 
charges to cover future expenses of the Company in respect of past 
obligating events is reassessed to include all expenses to extinction of the 
final claim and reclassified as a technical provision.

The Solvency II technical provisions comprise the best estimate of 
liabilities and risk margin calculated in accordance with Articles 75 to 86 of 
the Solvency II Directive.

© Lloyd’s

D.2 Technical Provisions (cont.)

Gross technical provisions

The gross Solvency II technical provisions comprise the best estimate of 
the gross liabilities (outstanding claims, IBNR and run-off provision) and 
the risk margin, discounted using the relevant risk-free yield curves. GAAP 
provisions are undiscounted on the grounds of materiality and exclude a 
specific risk margin.

.

Best estimate of liabilities

GAAP technical provisions have been reviewed and is considered to be an 
appropriate basis for the best estimate of liabilities under SII. The best 
estimate of outstanding claims is assessed on an individual case basis 
and is based on the estimated ultimate cost of all claims notified but not 
settled by the balance sheet date. The best estimate of the IBNR (incurred 
but not reported claims) is based on projections from past experience of 
the development of claims over time to form a view of the likely ultimate 
claims to be experienced, having regard to the variation in the business 
accepted and the underlying terms and conditions.
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D  Valuation for Solvency Purposes (cont.) 

D.2 Technical Provisions (cont.)

Best estimate of liabilities (cont.)

The estimation of claims IBNR is generally subject to a greater degree of 
uncertainty than the estimation of the cost of settling claims already 
notified to the Company, where more information about the claim event is 
generally available. Claims IBNR may often not be apparent to the insured 
until many years after the event has happened giving rise to the claims. 
The only material line of business is the Run-off Reinsurance of Syndicate 
553‘s 1985 and prior years of account ceded by Equitas Insurance Limited 
and fully reinsured by Equitas Reinsurance Limited, comprising 99% of the 
gross technical provisions excluding the provision for other risks and 
charges.

Risk margin

The Risk Margin is calculated using the SCR from the standard formula 
calculation excluding interest rate risk but including unavoidable market 
risk and operational risk in line with legislation. There is no explicit loading 
for Events Not In Data (“ENIDs”) in the calculation of technical provisions 
because the principal net exposure is to the provision to cover future 
expenses of the company in respect of past obligating events.

ENIDs

During 2020 year-end, an ENID load of 20% has been added in respect of 
gross reserves on Syndicate 553 (Warrilow), to allow for the possibility of 
events occurring that will not be in the history of the data. The impact on 
the net TPs is minimal as Warrilow reserves are fully reinsured. 

© Lloyd’s

D.2 Technical Provisions (cont.)

Run-off provision

The provision for other risks and charges is required under Solvency II 
only, and not under GAAP, and is the best estimate of the costs of running 
off the remaining liabilities,

Discounting

Lloyd’s uses the risk free yield curves provided by EIOPA to discount the 
liabilities.

Reinsurers’ share of technical provisions

For the purposes of the Solvency II accounts, the reinsurers’ share of 
provisions for claims is based on calculated amounts of outstanding claims 
and projections of IBNR, net of estimated irrecoverable amounts, having 
regard to the reinsurance programme in place for the class of business, 
the claims experience for the year and the current security rating of the 
insurance companies involved. Statistical techniques are used to assist in 
making these estimates. The expected recovery includes an
adjustment to reflect the risk of counterparty default. 
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D Valuation for Solvency Purposes (cont.)

© Lloyd’s

D.3 Other liabilities (cont.)

Accruals and deferred income are amounts accrued for expenses incurred 
but not yet settled by the Society on the Company’s behalf. In the 
Solvency II balance sheet, the amounts owed to group companies, tax 
payable and the accruals and deferred income are aggregated and 
disclosed as payables.

D.4 Alternative methods of valuation

The Company does not use any alternative methods of valuation.

D.5 Any other information

The Company does not have any other material information to disclose.

D.2 Technical Provisions (cont.)

Reinsurers’ share of technical provisions (cont.)

Irrecoverable amounts are taken as the expected loss-given-default in 
each future year assuming a 50% recovery rate in the event of reinsurer 
default and probability of default as given by Standard & Poor’s analysis of 
AA rated corporate defaults during 2020.

Irrecoverable amounts are not calculated separately for the purposes of 
GAAP accounts but implicitly included within the Exeat and EPP residual 
liabilities.

D.3 Other liabilities

Amounts owed to group companies is in respect of day to day expenses of 
the Company settled on its behalf by the Society of Lloyd’s.
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E Capital Management

E.1 Own Funds

The Company maintains a capital structure from equity shareholders’ 
funds consistent with the Company’s risk profile and the regulatory 
requirements of its business. The Company’s objective in managing its 
capital is to satisfy the requirements of its policyholders and regulators, 
whilst matching its assets and liabilities taking into account the risks 
inherent in the business. The Company’s prime source of capital is its 
equity shareholders’ funds. In addition, the Company benefits from a non-
discretionary bond from The Society of Lloyd’s to meet any shortfall in 
either liquidity or solvency. The Company aims to maintain £5m of equity 
capital which is significantly in excess of the €3.6m MCR for pure 
composite reinsurers based on the EU Directive requirements. As at 31 
December 2020, on a Solvency II basis the Company had £5.4m in own 
funds (2019: £5.4m) comprising £1,000 of issued share capital and the 
balance in reserves of £5.4m (2019: £5.4m). All own funds are classified 
as unrestricted Tier 1 capital and are eligible to cover the MCR and SCR.

The Company reviews its solvency position annually and has designed its 
risk metrics to detect any issues that may affect the level of solvency in the 
Company. There is minimal volatility in the reconciliation reserve because 
future cash flows have been prudently assessed and included in the 
technical provisions, reducing the likelihood of future liabilities. The impact 
of sensitivities to these liabilities, and the assets held by the Company are 
considered to be immaterial. 

E.1 Own Funds (cont.)

The Company is required to meet a SCR which is calibrated to seek to 
ensure a 99.5% confidence of the ability to meet obligations over a 12 
month horizon. The Company calculates its SCR in accordance with the 
standard formula prescribed in the Solvency II regulations and its SCR is 
lower than both the MCR and the Company’s equity objective.

The difference between the equity shown in the Company’s financial 
statements and the excess of assets over liabilities calculated for solvency 
purposes is shown below.  This is mainly due to the difference in treatment 
of the run-off provision, risk margin and the impact of the discounting and 
reinsurer default allowances discussed in section D.2.

© Lloyd’s
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E Capital Management (cont.)

E.2 MCR and SCR

The calculation of the MCR and SCR is set out in the table below. The 
MCR is €3.6 or £3.2m. The SCR is split out into the risk modules and 
calculated using the Standard Formula set out in the table below. The final 
amount of the SCR is still subject to supervisory assessment.

The Company has not used simplified calculations and does not use 
undertaking specific parameters. The Company has not made use of the 
options provided for in the third paragraph of Article 51(2) of Directive 
2009/138/EC. The regulator has not imposed any capital add-ons to the 
SCR.

E.3 Use of duration-based equity risk sub-module in 
the calculation of the SCR

None.

E.4 Differences between the standard formula and 
any internal model used 

Not applicable.

E.5 Non-compliance with the MCR and non-
compliance with the SCR 

None.

E.6 Any other information

There is no other material information regarding capital management to 
disclose.

© Lloyd’s
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Appendix – Quantitative Reporting Templates

P.02.01.02 – Balance sheet

Templates in this appendix are presented in thousands of pounds
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Appendix – Quantitative Reporting Templates (cont.)

P.02.01.02 – Balance sheet continued
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Appendix – Quantitative Reporting Templates (cont.)
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Appendix – Quantitative Reporting Templates (cont.)
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Appendix – Quantitative Reporting Templates (cont.)
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Appendix – Quantitative Reporting Templates (cont.)
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Appendix – Quantitative Reporting Templates (cont.)
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Appendix – Quantitative Reporting Templates (cont.)


