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Solvency and Financial Condition Report
1. Introduction and summary
This is the second Solvency and Financial Condition Report (SFCR) for The Griffin Insurance
Association Limited (Griffin or the Association), based on the financial position as at 30
September 2017.
The Association is a mutual insurance company which provides professional indemnity
insurance to a select group of insurance broking firms. Founded in 1988, it currently has 41
Members.
The main strategic objectives of the Association are to:
•
•
•
•
•
•

Through the appropriate management of the Members’ E&O risk, provide the Members
with control over an important aspect of their business;
Secure the continuing availability and continuity of cover that meets the membership’s
requirements;
Achieve stability in the cost of cover;
Avoid the inherent conflict of interest in maintaining errors and omissions insurance in
the same market in which the Members trade;
Provide confidentiality in a sensitive area of business;
Ensure that the relationship between the Members and the Griffin is based on a spirit
of partnership and mutuality.

The narrative included below in Section 1 is based on the Association’s UK GAAP results that
have been reported for the year ended 30 September 2017.
Review of 2016/17
The Association has seen a very strong underwriting result this year but only modest
investment returns which fell below the benchmark ‘longer-term rate’. Despite this, the capital
and reserves rose to nearly £92m, a year on year increase of £10.6m.
Calls were lower compared with the prior year, the result of the Association being able to offer
generally lower rates to the membership at renewal. The number of Members grew, with two
new firms joining the Association and one leaving. The continuing financial strength of the
Association also allowed the Board in June 2017 to agree returns of call from each of the three
oldest open policy years, amounting to just over £6m in total, the highest amount to be returned
at a single renewal.
The reinsurance premiums paid by the Association were once again down year on year, this
year by nearly 10%. This results from a further cut in the rate that the Association pays as
well as the lower advance call, to which reinsurance premiums are proportionate. The rate
cut reflects the Association’s very good claims record.
The number of claims notified to the Association in the 2016/17 policy year was higher than in
the two prior years and although the value of claims after 12 months was very similar to that
in 2015/16, a number of the notifications received in 2016/17 has the potential to deteriorate
sharply. On the other hand, during the last year certain notifications in older policy years have
either settled at amounts below their estimates or have been closed with no liability to the
Association. One long-running claim from the 2009/10 policy year was finally closed after a
successful result in the Court of Appeal. This positive development allowed the release of
over £15m of surplus claims provisions from these older years, which had the effect of turning
the claims incurred figure for the 2017 financial year into a credit of £3.5m.
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Net operating expenses were higher than in the prior year, mainly the result of an increase in
professional fees incurred in relation to the costs of Solvency II implementation and reporting.
The balance on the technical account, which represents the underwriting result, was £11.5m.
Investment returns in the financial year were disappointing compared has the very strong
returns in the prior year. The overall return of £3.1m, equivalent to 2.7%, was lower than the
amount credited to the technical account, which is based on the longer term rate of return, and
resulted in a transfer from the investment reserve of £0.5m. However, the Association’s net
surplus after tax for the financial year was £10.6m.
The Association’s investment portfolio increased by £4.8m in the year, the result of the £3.1m
growth in the existing assets and the net transfer of £1.7m of new funds into the portfolio; and
at 30 September 2017, the value of the portfolio stood at just over £122.7m.
The capital and reserves of the Association have grown to £91.6m at the year end, their
highest ever position. The Association remains financially very strong and well placed to face
the future.
Investments
The start of the Association’s 2017 financial year coincided with the aftermath of the Brexit
vote. There was widespread concern that the UK consumer would react cautiously, resulting
in lower UK economic growth. In anticipation of this, the Bank of England cut interest rates to
0.25%, whilst 10 year gilt yields fell to as low as 0.5% and sterling weakened against the major
currencies. So far, the concerns around economic growth have proved unfounded as the
consumer has continued to behave as ‘normal’, albeit at the expense of saving. At the same
time, business has benefited from the weak pound which has boosted exports. The downside
of a weak currency is higher inflation, driven by higher imported raw material prices, and UK
RPI inflation was 3.9% for the last financial year.
Further afield, the surprise election of Donald Trump in November resulted in a general
rebound in US consumer confidence on the expectation of ‘change’; more jobs, less red tape
and more fiscal stimulus via infrastructure projects. It also coincided with more momentum
within most of the European economies resulting in healthy global economic growth. Against
this improved economic backdrop, investors started to focus on a reduction in monetary
stimulus and the withdrawal of quantitative easing, a notion which gathered momentum
throughout the year.
UK gilt yields rose from their lows along with other government bond yields, and for the
financial year produced a negative return. Even short-dated gilts returned -1.3%. A stronger
performance by corporate bonds (+3.6%) was due to their premium yield and the narrowing
of the yield ‘spread’ over gilts. Index-linked gilts produced small positive returns. High yield
bonds also produced a positive return albeit behind the required premium over cash.
Stock markets reacted well to the improved economic expectations, with UK equities rising
over 12% once income is taken into account and global equities a little more. Although the
outlook for corporate profits in 2017 remains bright, the rally has resulted in stock market
valuations becoming ‘stretched’ when compared to historical levels; some would say that they
are priced for perfection. The portfolio is now positioned ‘under-weight’ in equities to reflect
this view.
During the course of the year, £1.7m was added to the portfolio which was invested in
corporate bonds and the Absolute Return portfolio managed by Ruffer.
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The Griffin’s portfolio returned +2.7% for the year to 30 September 2017 compared to the
benchmark return of +3.1%. The best performing asset class was UK equities which provided
a premium return. Over the rolling three year period, the portfolio returned an annualised
return of +4.8% versus +5.2% from the benchmark. Global assets provided the best returns
over the longer period, boosted by sterling’s devaluation. Although the Absolute Return
portfolio lagged its target during the last year, it provided the best relative return over the three
year period.
Future Development
Prudent financial management, and the absence of pressure from any outside interests
seeking a short term return, ensure that Griffin has the financial security and sustainability that
allow it to continue to deliver the support and protection sought by its Members.
Impact of Brexit
The Association currently holds authorised permissions with sixteen European Economic Area
(EEA) territories, allowing it to provide insurance to a small number of Members and
subsidiaries of UK Members located within the EEA. Whilst it is not yet clear how such
arrangements will be treated post Brexit, there is a significant risk that the Association could
lose its ability to conduct business within the EEA upon the withdrawal of the UK from the
European Union. The Association is therefore developing a contingency plan to enable it to
continue to provide cover to its EEA Members and the EEA subsidiaries of UK Members, in
accordance with the agreed objective of securing continuing availability and continuity of cover
that meets the membership’s requirements.
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3. Report of the external independent auditor to the Directors of The Griffin Insurance
Association Limited ('the Association’) pursuant to Rule 4.1 (2) of the External Audit
Chapter 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 Association
as at 30 September 2017:
•
•

The 'Valuation for Solvency Purposes' and 'Capital Management' sections of the
Solvency and Financial Condition Report of the Association as at 30 September 2017,
('the Narrative Disclosures subject to audit'); and
The Association templates S02.01.02, S17.01.02, S23.01.01, S25.01.21 and
S28.01.01 for The Griffin Insurance Association Limited ('the Association Templates
subject to audit').

The Narrative Disclosures subject to audit and the Association 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:
•
•
•

The 'Business and Performance', 'System of Governance' and 'Risk Profile' elements
of the Solvency and Financial Condition Report;
The Association templates S05.01.02, S05.02.01, S19.01.21; and
the written acknowledgement by management of their responsibilities, including for the
preparation of the Solvency and Financial Condition Report ('the Directors’
responsibilities’ statement).

To the extent the information subject to audit in the relevant elements of the Solvency and
Financial Condition Report includes amounts that are totals, sub-totals or calculations derived
from the Other Information, we have relied without verification on the Other Information.
In our opinion, the information subject to audit in the relevant elements of the Solvency and
Financial Condition Report of the Association as at 30 September 2017 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) (ISAs
(UK)) including ISA (UK) 800 and ISA (UK) 805, and applicable law. Our responsibilities under
those standards are further described in the Auditor's Responsibilities for the Audit of the
relevant elements of the Solvency and Financial Condition Report section of our report. We
are independent of the Association in accordance with the ethical requirements that are
relevant to our audit of the Solvency and Financial Condition Report in the UK, including the
FRC's Ethical Standard as applied to public interest entities, and we have fulfilled our other
ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
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Conclusions relating to going concern
We have nothing to report in respect of the following matters in relation to which the ISAs (UK)
require us to report to you where:
•
•

the directors' use of the going concern basis of accounting in the preparation of the
Solvency and Financial Condition Report is not appropriate; or
the directors have not disclosed in the Solvency and Financial Condition Report any
identified material uncertainties that may cast significant doubt about the Association’s
ability to continue to adopt the going concern basis of accounting for a period of at
least twelve months from the date when the Solvency and Financial Condition Report
is authorised for issue.

Emphasis of Matter — Basis of Accounting
We draw attention to the ‘Valuation for Solvency Purposes’ and the ‘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.
Other Information
The Directors are responsible for the Other Information.
Our opinion on the relevant elements of the Solvency and Financial Condition Report does
not cover the Other Information and we do not express an audit opinion or any form of
assurance conclusion thereon.
In connection with our audit of the Solvency and Financial Condition Report, our responsibility
is to read the Other Information and, in doing so, consider whether the Other Information is
materially inconsistent with the relevant elements of the Solvency and Financial Condition
Report, or our knowledge obtained in the audit, or otherwise appears to be materially
misstated. If we identify such material inconsistencies or apparent material misstatements, we
are required to determine whether there is a material misstatement in the relevant elements
of the Solvency and Financial Condition Report or a material misstatement of the Other
Information. If, based on the work we have performed, we conclude that there is a material
misstatement of this Other Information, we are required to report that fact. We have nothing
to report in this regard.
Responsibilities of 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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Auditor's Responsibilities for the Audit of the relevant elements of the Solvency and
Financial Condition Report
It is our responsibility to form an independent opinion as to whether the relevant elements of
the Solvency and Financial Condition Report are prepared, in all material respects, with
financial reporting provisions of the PRA Rules and Solvency II regulations on which they are
based.
Our objectives are to obtain reasonable assurance about whether the relevant elements of the
Solvency and Financial Condition Report are free from material misstatement, whether due to
fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance
is a high level of assurance, but it is not a guarantee that an audit conducted in accordance
with ISAs (UK) will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the decision making or the judgement of the users
taken on the basis of the Solvency and Financial Condition Report.
This report is made solely to the Association’s directors, as a body, in accordance with rule
4.1 (2) of the External Audit Chapter of the PRA Rulebook applicable to Solvency II firms. Our
audit work has been undertaken so that we might state to the Association’s directors those
matters we are required by the Rules to state to them in an auditor’s report and for no other
purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the Association and the Association's directors as a body for our audit work,
for this report, or for the opinions we have formed.
A further description of our responsibilities for the audit of the financial statements is located
on the Financial Reporting Council's website at: https://www.frc.org.uk/Our-Work/Audit/Auditand-assurance/Standards-and-guidance/Standards-and-guidance-for-auditors/Auditorsresponsibilities-for-audit/Description-of-auditors-responsibilities-for-audit.aspx.
Report on Other Legal and Regulatory Requirements
Other Information
In accordance with Rule 4.1 (3) of the External Audit Chapter of the PRA Rulebook for
Solvency II firms, we are also required to consider whether the Other Information is materially
inconsistent with our knowledge obtained in the audit of the Association’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.

Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants
London
30 January 2018
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The maintenance and integrity of the Association’s 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.
Legislation in the United Kingdom governing the preparation and dissemination of Solvency
and Financial Condition Reports may differ from legislation in other jurisdictions.
Appendix
The relevant elements of the Solvency and Financial Condition Report that are not
subject to audit comprise:
•

Elements of the Narrative Disclosures (including tabular information therein) subject to
audit identified as 'Unaudited'.
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4. Business and performance
Business
The Association is registered in England and Wales as a company limited by guarantee
without share capital.
The operations of the Association are managed by Tindall Riley & Co Ltd (‘TRC’) trading as
Griffin Managers (the Managers) and therefore the Association does not have any employees.
The Association is governed by a Board comprising a non-executive Chair, up to 12 nonexecutive directors and two executive directors who are also directors of the Managers.
Regulation
The Association is regulated by the Prudential Regulation Authority (PRA) and the Financial
Conduct Authority (FCA). Both the PRA and the FCA operate a risk-based approach to
supervision, which places emphasis on the need for regulated firms to have in place robust
risk management frameworks. The PRA is the lead supervisor for the purposes of Solvency
II regulation.
Contact details for the PRA and the FCA can be found on their respective websites:
www.bankofengland.co.uk/pra
www.fca.org.uk
The Association’s external auditor is Grant Thornton UK LLP, whose address is 30 Finsbury
Square, London, EC2P 2YU.
The narrative included in the Underwriting performance and Investment performance sections
below is based on the Association’s UK GAAP disclosures for the year ended 30 September
2017. This specifically relates to the information that has been disclosed in Tables 1 to 3
below.
Underwriting performance
The Association writes a single line of business: professional indemnity (PI) risks. For the
purposes of capital reporting, this is categorised as General Liability insurance. All business
is written in the United Kingdom.
All underwriting is carried out from Griffin’s office in London. In the year to 30 September
2017, the Association produced an underwriting surplus of £11.5m. Table 1 shows a summary
of the technical (underwriting) account.
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Table 1: Summary technical account
for the year ended 30 September 2017 (based on UK GAAP)
Sources of income and expenditure

£m

£m

2016/17

2015/16

Calls and premiums

15.3

16.7

Return calls

(6.0)

(5.0)

Reinsurance premiums

(2.6)

(2.9)

Investment income (LTIR basis)

3.6

3.3

Net claims incurred

3.5

(1.1)

Net operating expenses

(2.3)

(2.1)

Balance of the technical account

11.5

8.9

The Association currently purchases market excess of loss reinsurance. The market excess
of loss programme reduces the impact of individual large losses on the Association. The
Association retains the first £5m per certificate of entry (the Association’s retention), above
which the market excess of loss reinsurance arrangements respond up to the level of the
Member’s each and every claim limit of cover under those reinsurance arrangements. These
risk tolerances are set by the Board.
Investment performance
The Association has an investment strategy which complies with the requirements of the
‘prudent person principle’.
The aim of the strategy is to match technical provisions in terms of currency and duration with
low risk government bonds, and to invest funds in excess of technical provisions in assets that
will produce a return for the Association without taking undue risk.
At 30 September 2017, the Association’s investment portfolio comprised the following asset
classes:
Table 2: The Association’s investment portfolio at 30 September 2017
Amount
(£m)

%
of portfolio

Equities

38.3

31%

Government bonds

24.2

20%

Corporate bonds

33.8

28%

Cash

26.4

21%

122.7

100%

Asset Class

The Association’s portfolio returned +2.7% for the year to 30 September 2017 compared to
the benchmark return of +3.1%. The best performing asset class was UK equities. Over the
rolling three year period, the portfolio returned an annualised return of +4.8% versus +5.2%
from the benchmark. Global assets provided the best returns over the longer period, boosted
by sterling’s devaluation. Although the Absolute Return portfolio lagged its target during the
last year, it provided the best relative return over the three year period.
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Table 3 sets out the investment return by asset class:
Table 3: Investment return by asset class
Asset class

Total (£)
2016/17
2,426,373

Total (£)
2015/16
4,420,188

Government bonds

190,107

1,706,149

Corporate bonds
Cash

601,458
370,035

3,646,395
356,765

(504,791)

(467,159)

3,083,181

9,662,338

Equities

Investment management expenses*

* Investment management expenses are charged to the Association on an annual basis
based on the total value of investments under management.
Overall business performance
In the year ended 30 September 2017, the Association produced a surplus after tax of £10.6m
and balance sheet reserves increased to £91.6m all measured on a UK GAAP basis. Own
funds for Solvency II proposes, measured on a best estimate basis, stood at £99.6m.
The overall solvency position of the Association at 30 September 2017 is set out in more detail
in section 7 of this report.
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5. System of governance
General information on the system of governance
The Association is governed by a Board comprising a non-executive Chair, nine non-executive
directors and two executive directors, who are also directors of the Managers. There are three
sub-committees of the Board: the Audit Group, the Remuneration Group and the Nomination
Sub-Committee.
The Remuneration Group is responsible for making recommendations to the Board on
remuneration of the Managers and the directors, and the Audit Group is responsible for
reviewing the Association's annual Report and Financial Statements, Solvency and Financial
Condition Report and Regulatory Supervisory Report. The Audit Group receives regular
reports from the Association's internal and external auditors and is responsible for approving
the audit plan for each year.
The Nomination Sub-Committee consists of the Chair of the Association, two elected Member
directors and one of the Manager directors. The Group meets at least twice a year and is
responsible for making recommendations to the Board in respect of suitable candidates for
appointment or reappointment as directors of the Association, the performance of directors
retiring by rotation and of the Board as a whole, and the appointment and retirement of the
Chair.
Each Member firm is entitled to nominate one of its partners or directors to sit on the
Association’s Committee. Members of the Committee meet twice each year. The first meeting
is the Committee Meeting in February. The second, to which Representative Members are
also invited, is held in conjunction with the Association’s Annual General Meeting in July.
Directors of the Association are also Members of the Committee. Firms represented on the
Association’s Board are entitled to nominate a second Committee Representative should they
wish to do so.
At each meeting, reports are given on major decisions made by the Board. These meetings
provide an opportunity to exchange views concerning matters relating to the running of the
Association as well as on matters of general commercial interest.
The Association is managed on a day-to-day basis by TRC. TRC is a private company owned
principally by its directors.
The Association has in place a robust risk management framework that is the responsibility of
the Board. The Risk Register sets out in detail the risks faced by the Association and the
internal controls that mitigate those risks. It is reviewed and updated in April and October
each year to consider the risk profile and any identified Risk Incidents (adverse events outside
expectation) or Emerging Risks (changes to the internal or external environment that change
the nature of the Griffin risk profile).
Senior Insurance Managers Regime
The Association has implemented the requirements of the Senior Insurance Managers
Regime (SIMR) and prepared a Governance Map which sets out the governance structure of
the Association, identifies the SIMR function holders, the notified non-executive directors and
other key function holders, shows reporting lines and the allocation of prescribed
responsibilities. The Governance Map is reviewed regularly by the Board.
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Assessment of the adequacy of the system of governance
The Board considers that the System of Governance is appropriate for the nature, scale and
complexity of the inherent risks facing the Association.
Fit and proper requirements
The Association has a SIMR policy which sets out the procedures to ensure that all those
undertaking controlled functions on behalf of the Association are and remain fit and proper to
carry out those functions.
These procedures ensure that all those holding controlled functions
•
•
•

meet the requirements of the Regulators’ ‘fit and proper’ test and follow its principles;
comply with the Statement 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; and
their financial soundness.

Fitness and propriety checks are made before an individual is appointed to carry out a
controlled function and also periodically thereafter.
Risk management system including the ORSA
The Association has a fully documented risk management strategy which includes the ORSA
policy.
The ORSA has been carried out in accordance with the ORSA policy (the Policy) agreed by
the Board in September 2015. The Policy states that the ORSA is performed annually, which
is consistent with the stable nature of the Association’s capital needs over time.
The ORSA will be undertaken more frequently if specific triggers occur which are set out in
the Policy. However, none of these events has occurred since the last ORSA was prepared.
ORSA governance
Overall responsibility for the ORSA rests with the Board. Appendix A of the ORSA sets out
the governance arrangements of the ORSA and the responsibilities of the individuals and
groups involved in the process.
The ORSA process
The Policy defines a number of steps that make up the overall ORSA process, which are
summarised in Chart 1 below.
The policy includes a description of each process and an explanation as to how each has
been completed in order to fulfil the objectives of the ORSA as a whole.
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Chart 1: Summary of ORSA process
1. Business
strategy
9. Compare
with Own
Funds

2. Identify risks

8. Assess
overall capital
needs

3. Set risk
tolerances

7. Perform
stress &
scenario tests

4. Design
internal
controls

6. Assess nonmodelled risks

5. Quantify
risks

The ORSA includes both the economic capital position of the Association and its regulatory
capital position, by reference to the Solvency Capital Requirement (SCR) and the Minimum
Capital Requirement (MCR), as at 30 September 2017.
The Association’s economic capital strategy defines the amount of capital that must be held
to cover the risk of losses occurring that exceed the Association’s risk appetite. It sets an
overall benchmark (the economic capital benchmark or ECB) for the total resources of the
Association, defined as an amount sufficient to absorb losses up to the 99.5th level of
confidence over a three-year time period.
The SCR defines the amount of capital that the Association must hold to satisfy regulatory
requirements. The benchmark set for the SCR is also at the 99.5th level of confidence, but
measured over a one-year time period.
The MCR, which represents the absolute minimum level of capital that the Association must
hold to avoid regulatory action, is also measured over a one-year period but reflects the 85th
level of confidence.
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Internal control system
The Association has a robust system of internal controls which are used to manage the risks
faced by the Association to within the documented risk appetite. These internal controls are
documented in the Association’s Risk Register and the Procedures Manual, which sets out
the detailed processes for all aspects of the management of the Association on a day to day
basis.
Compliance function
The Compliance function is responsible for:
•
•
•

identifying, assessing, monitoring and reporting on the Association’s compliance risk
exposures;
assessing possible impact of legislative change and monitoring the appropriateness of
compliance procedures; and
assisting, supporting and advising the Association in fulfilling its responsibilities to
manage compliance risks.

The Chief Risk Officer (CRO) is responsible for day to day monitoring of, and reporting to the
Board, on all compliance related matters.
Risk function
The Risk Function is responsible for:
•
•
•

identifying, managing, monitoring and reporting on current and emerging risks;
setting the overall risk management and strategic framework; and
monitoring and assisting in the effective operation of the Association’s riskmanagement framework and maintaining an accurate view of the Association’s risk
profile.

The CRO manages the day to day risk monitoring of, and reports to the Board on, all aspects
of risk management.
Internal audit function
The Association’s internal audit function operates a risk-based internal audit cycle.
The Head of Internal Audit is a qualified internal auditor with 15 years of experience in the
financial sector, including four years with the Association.
The Head of Internal Audit reports to the Audit Group.
Actuarial function
The Association has an in-house actuarial team which carries out the day-to-day actuarial role,
including claims reserving and maintenance of the Association’s internal models. The formal
role of the actuarial function under Article 48 of the Solvency II Directive – to report formally to
the Board on technical provisions, reinsurance and underwriting policy is carried out by Lane
Clark & Peacock (LCP) under an outsourcing agreement. The Chief Actuary is a partner of
LCP.
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Remuneration policy and practices
The Association has a Remuneration Group and the primary purpose of the Group is to:
•
•
•

review, on behalf of the Board, the Managers’ proposals with regard to their
remuneration and make recommendations to the Board in this regard;
review the remuneration paid to the Chair and other directors of the Association and
make recommendations to the Board in this regard;
establish and maintain a remuneration policy.

The duties of the Group are as follows:
• recommend to the Board a policy for remunerating non-executive directors;
• review the ongoing appropriateness and relevance of such remuneration policy;
• recommend to the Board the appropriate level of such remuneration and the frequency
with which it shall be reviewed;
• recommend to the Board the remuneration of the Board’s Chair, the Chairmen of the
sub-committees and other non-executive directors;
• consider on behalf of the Board proposals from the Managers regarding the Managers’
remuneration.
The Association has a Remuneration Policy which sets out the principles and procedures
under which the Remuneration Group operates.
Related parties
The Board, comprising up to nine representatives of the Membership of the Association and
two Manager nominees, is elected to oversee the management of the Association on behalf
of the Members. The members of the Board are directors of the Association and as such are
related parties. Because of the mutual nature of the Association and its Members (being both
insured and insurers), the Members are also in effect related parties.
Outsourcing policy
Outsourcing is the use of a third party (either an affiliated entity within the same group or an
external entity) to perform activities on a continuing basis that would normally be undertaken
by the Association. The third party to whom an activity is outsourced is a ‘service provider’.
The Board ensures that any outsourcing arrangement does not diminish the Association’s
ability to fulfil its obligations to Members or its regulators, nor impede effective supervision by
its regulators.
The business of the Association is carried on by specialist independent managers, Tindall
Riley & Co Limited trading as Griffin Managers, under the terms of a management agreement.
However, certain matters are reserved for the Board, including determination of the overall
strategy of the Association, determination of the overall investment strategy and decisions
regarding the general level of calls.
The Board considers outsourcing where it believes that there is an advantage to the
Association and its Members by using a service provider. The two primary functions that have
been outsourced by the Association relate to the management of the Association’s
investments and the role of the Chief Actuary.
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6. Risk profile
Underwriting risk
Underwriting risk arises from two sources - adverse claims development (reserve risk) and
inappropriate underwriting (premium risk). Reserve risk is managed by the Association’s
policy of prudent reserving of individual claims (which in most years is evident from the release
of ‘redundant’ reserves noted in the financial statements) and frequent reviews of estimates
by the Senior Claims Director. Prudent contingency (IBNER) reserves are also maintained at
confidence levels consistent with the Association’s risk appetite. Underwriting risk is managed
by having in place a clear underwriting philosophy, procedures and controls in relation to
pricing, rigorous selection criteria for the admission of new Members, and the diversification
of risks.
In common with all insurers there remains uncertainty with regards to the eventual cost of
claims incurred but not settled at each year end date. Sources of uncertainty include changes
in the economic climate, national and international liability regimes, commodity prices and
currency fluctuations amongst many others. The Association’s processes and procedures for
valuing technical provisions reflect the fact that this represents a high risk area for the
Association.
Reinsurance is another important method for the management of underwriting risk. The
Association has market reinsurance cover from reputable reinsurers in the London Market
covering various reinsurance layers between £5.0m and £30.0m.
Market risk
Market risk refers to the risk of losses on the Association’s investment portfolio, arising from
fluctuations in the market value of the underlying investments. The Association has a clear
investment strategy that is reviewed regularly, which has a number of objectives – to match
investments to the Association’s claims liabilities in terms both of currency and duration, to
hold a diversified portfolio of investment types and, within that overall context, to maximise the
return generated at an agreed level of risk.
The underlying strategy is to match insurance liabilities in terms of currency and duration with
high quality fixed-interest government securities and hold appropriate levels of corporate
bonds and equities. Asset allocation is the responsibility of the Board.
Credit risk
Credit risk arises from the possibility of default by one or more counterparties, which include
reinsurers and deposit-takers as well as Members. This risk is managed by carrying out
appropriate due diligence on prospective counterparties: carrying out financial checks on
potential Members, looking at the credit ratings of reinsurers and monitoring these over time
(a minimum rating of ‘A’ is required for any of the Association’s reinsurance programmes),
restricting the exposure to individual deposit takers (currently the limit is 5% of the total
invested portfolio) and having in place a robust credit control system.
Liquidity risk
Liquidity risk refers to the possibility of the Association having insufficient cash available to
settle claims and other liabilities as they fall due. The Association prepares cash-flow
forecasts in order to manage likely cash requirements, based on known liabilities but leaving
a prudent margin for unexpected commitments. Significant cash balances are maintained so
that there are always adequate funds available to pay claims as required. In addition, the
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investment strategy requires substantial holdings in cash funds, which are available at very
short notice and can be used to augment cash balances should the need arise.
Operational risk
Operational risk covers the risks arising from the failure of internal processes, people or
systems, or from external events. The Managers have identified the operational risks of the
Association, which are recorded in the Risk Register. There is a comprehensive procedures
manual which covers every aspect of the management of the Association and the internal
audit function has proved effective in testing the internal control framework to ensure that it
remains appropriate.
Stress and sensitivity tests
The Association has developed a suite of stress and sensitivity tests, including reverse stress
tests, which are used to measure the robustness of the Association’s capital position.
These tests are regularly reviewed and updated as necessary to ensure that they capture the
main risks faced by the Association. All stress and sensitivity tests listed below have been
calculated using the values that have been disclosed in the Association’s UK GAAP financial
statements for the year ended 30 September 2017.
The results of the following material stress and sensitivity tests performed at 30 September
2017 are summarised below:
Underwriting risk
The Association carries out sensitivity testing on its claims reserves. The results of sensitivity
testing are set out below, showing the impact on surplus/deficit before tax, gross and net of
reinsurance. For each sensitivity, the impact of a change in a single factor is shown, with other
assumptions unchanged. The sensitivity analysis assumes that a change in loss ratio is driven
by a change in claims incurred.
Increase in loss ratio by 5 percentage points
£m
0.8
0.3

Gross
Net

A 5 percent decrease in loss ratios would have an equal and opposite effect.
Market risk
Interest rate risk
Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in market rates. Interest rate risk arises primarily from the nature
and term of investments held and is managed through the buying and selling of appropriate
fixed interest securities of different durations.
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The Association uses a number of sensitivity management tools to understand volatility of
surpluses/deficits. The table below shows the effects of a 0.5% increase or decrease in
interest on earnings from debt securities:
£
39,543
(39,543)

0.5% increase in interest rates
0.5% decrease in interest rates
Investment price sensitivity analysis

The Association is exposed to price risk through its holding of equities. The exposure through
equities is limited to a controlled proportion of the overall portfolio.
The table below shows the anticipated change in investment market values from a 5%
increase or decrease in underlying prices:
£m
1.9
(1.9)

5% increase in equity price
5% decrease in equity price
5% increase in corporate bond price
5% decrease in corporate bond price

1.7
(1.7)

5% increase in fixed interest price
5% decrease in fixed interest price

1.2
(1.2)
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7. Valuation of assets and liabilities for solvency purposes
Assets
Table 4 sets out the value of the Association’s assets at 30 September 2017.
Table 4: Valuation of the Association’s assets
Assets per
GAAP
£m
Financial investments

Assets per
Solvency II
£m

Variance
£m

122.7

122.9

(0.2)

-

(0.3)

0.3

Other assets

4.2

4.0

0.2

Total assets

126.9

126.6

0.3

Reinsurance recoverable

In general, the valuation method of assets is aligned with the statutory accounts and therefore
the basis of preparation aligns with the accounting policies outlined in the Association’s Annual
Report and Financial Statements, Note 1. Exceptions to these methods are outlined in the
relevant sections below.
Investments
The difference between GAAP and Solvency II relates to the reclassification of accrued
interest which for the purposes of Solvency II has been included in the financial investments
heading. However, there are classification differences between Solvency II and UK GAAP
where investments are disclosed under different headings on the balance sheet.
Reinsurers’ share of technical provisions
The difference between UK GAAP and Solvency II values for reinsurers’ share of technical
provisions reflects the difference in methodology used to calculate the underlying technical
provisions under the two bases. Please refer to the Technical Provisions section below for
further details on the methodology followed to value reinsurers’ share of technical provisions
under Solvency II.
Other assets
The only difference in the valuation between UK GAAP and Solvency II relates to the
recognition of accrued interest which has been recognised for Solvency II purposes under
Investments and for UK GAAP purposes under Other Assets.
There were no changes to any of the recognition criteria or valuation methods during the year.
Technical provisions
At 30 September 2017, the Association held gross technical provisions (including risk margin),
valued for Solvency II purposes, of £20.4m.
The assessment of the reserves is based on commonly accepted actuarial techniques applied
in a consistent manner. Whilst professional judgment has been exercised in all instances,
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projections of future ultimate losses and loss expenses are inherently uncertain due to the
random nature of claim occurrences. The accuracy of the results is dependent upon the
accuracy of the underlying data and additional information supplied to the actuarial teams.
Table 5 shows the analysis of these provisions between best estimate and risk margin.

Table 5: Analysis of technical provisions at 30 September 2017
Gross
£m
Balance per UK GAAP

RI
£m

Net*
£m

28.7

-

28.7

Prudence Margin (GAAP to BE)

(11.5)

-

(11.5)

Bound but not incepted (“BBNI”)
business

(2.3)

(0.3)

(2.0)

2.1

0.2

1.9

(1.0)

(0.2)

(0.8)

0.3

-

0.3

16.3

(0.3)

16.6

4.1

-

4.1

20.4

(0.3)

20.7

8.3

0.3

8.0

ENID
Discounting
Investment expenses
Balance per Solvency II before
risk margin adjustment
Risk Margin
Balance per SII
Variance between SII and GAAP
variance

* The net amount in table 5 above is calculated as Gross less RI
Since the Solvency II technical provisions figure is a best estimate, the UK GAAP technical
provisions are adjusted for the following items:
• All margins for prudence are removed
• A provision is made for events not in data (“ENID”) to represent a true average of future
outcomes
• Technical provisions are stated both gross and net of reinsurance
• An allowance for business which is ‘bound but not incepted’(BBNI) as at 30 September
2017
• An additional Solvency II risk margin which is intended to represent a notional market
value adjustment.
The Association values technical provisions (TPs) using the methodology prescribed by the
Solvency II Directive and the regulations made under the Directive.
Solvency II Technical Provisions methodology
The TPs are made up of a best estimate of the claims, premiums and expense cashflows that
are discounted to give an estimate of the provisions. Finally, a risk margin is added. The best
estimate cashflows are expected amounts to be paid/received in the future without any margin
of prudence. Each element is described in more detail below.
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Homogeneous risk groups
The Association uses one homogeneous risk group for TPs, as it writes only one type of
business, professional indemnity cover for brokers.
Gross claims cashflows and reinsurance recoveries
Gross claims are projected to ultimate using standard actuarial techniques including
Bornhuetter-Ferguson and chain ladder, with some judgment overlaid. This judgment is
important because the low volume of claims can cause the data to be volatile. The key
assumptions made include the initial expected loss ratio for each policy year, the credibility
assigned to this loss ratio and the projected incurred development pattern.
These methods are considered appropriate given that the data includes years which are fully
run off, the business written has been stable and there have been no material changes in the
way claims are handled.
At the valuation date, 30 September 2017, the Association had no unearned business except
for business that was bound but not incepted (BBNI). This is because all coverage is annual,
renews prior to year end and incepts on the first day of the policy year. For the purposes of
Solvency II, any business that is bound to be written before the beginning of the Association’s
financial year (i.e. from 1 October 2017) is included in the calculation of TPs. However this
concept is not applicable under UK GAAP where only business that has incepted is included
in the TPs at the valuation date. BBNI includes all cash inflows as well as outflows and in the
Association’s case, this includes advance call, acquisition and administration expenses,
reinsurance premiums, projected gross claims and corresponding reinsurance recoveries. The
BBNI cashflow inputs of premiums and associated expenses are obtained from the calls
projections (business plan) and the ultimate gross claims and reinsurance recoveries are
outputs from the Association's premium risk model. This is a stochastic model which projects
future gross claims by applying a statistical distribution (based on historical claims experience)
to the exposure. The gross claims are then subjected to the applicable reinsurance
programme to obtain the expected reinsurance recoveries.
A percentage loading is added to both earned and BBNI business to allow for events not in
data (ENIDs), which allows for severe events to which the Association could be exposed but
which are absent from the historical data. The ENIDs percentage loading has been calculated
using the Lloyd’s Approximation Method 1, which is a simple and pragmatic calculation based
on the assumption that the underlying data is a good fit with the log-normal distribution. The
model uses the estimated coefficient of variation from the underlying data and an estimated
return period to calculate the percentage loading.
Projected cashflows are estimated by applying payment patterns to the estimates of the
ultimate gross claims and recoveries. The assumed payment patterns are derived using a
chain ladder method.
Premiums
There are no further premium cashflows expected relating to prior years.
All of the Association’s policies are coterminous with its financial year. The consequence is
that a full year’s worth of business is recognised as BBNI business. A provision in the
Solvency II balance sheet, known as the premium provision, is thus made for future premiums,
claims and expenses that relate to BBNI business. Gross and reinsurance premiums for the
BBNI business are taken from the business plan.
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Expenses
Acquisition and administrative expenses
There are no acquisition or administrative expenses relating to earned business.
For BBNI business, acquisition costs and internal administrative costs are calculated as a
percentage of the total operating costs from the business plan for the forthcoming policy year.
The operating costs from the business plan are set assuming a percentage increase in
operating costs from 2016/17 plus some specific additional costs. The external administrative
costs are consistent with the business plan.
Claims handling expenses
Allocated claims handling expenses are assumed to be included in the best estimate claims
reserves and therefore no explicit allowance is made for them.
Unallocated claims handling expenses are split between expenses paid in the 2017/18 policy
year and expenses to be paid in subsequent years. The expenses paid in 2017/18 are
calculated as an assumed percentage of the total operating costs for the forthcoming year.
The expenses to be paid beyond 2017/18 are the same as those included in the GAAP
reserves. The unallocated claims handling expenses are allocated between claims and
premium provisions in proportion to claims payments.
Investment management expenses
The investment management expenses are calculated as an assumed percentage of the sum
of the projected and discounted TPs (excluding investment expenses) at each future valuation
date. The assumed percentage is calculated as the annual investment management
expenses divided by funds under management.
Discounting
Claims, premium and expense cashflows have been discounted using the GBP EIOPA yield
curve.
Risk Margin
The method used to calculate the risk margin is to:
•
•

Calculate the SCR for the Association using the standard formula;
Project the future SCRs using different runoff patterns for different elements of the
SCR as follows:
o Non-life underwriting risk and operational risk are combined and run off in
proportion to the square root of the percentage of future gross claims cashflows.
o Counterparty default risk is run off in proportion to the square root of the percentage
of future reinsurance recovery cashflows.
o Discount and sum the projected SCRs and multiply by the cost of capital.

Uncertainty associated with the value of technical provisions
The estimate of the Solvency II technical provisions is considered to be an accurate
assessment of future obligations. However, it remains an approximation. Factors affecting the
level of uncertainty are both internal and external and the nature of these factors is such that
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they are difficult to quantify in both likelihood and magnitude. The issues that affect the
certainty of the technical provisions include:
•
•
•
•
•

The projection of numerous cash-flows, including future premiums, claim payments
and reinsurance recoveries on these payments. None of these will develop exactly as
projected and deviations from these projections are normal and to be expected.
The assumptions used to calculate the Premium Provision are based on the
expectation of an ‘average year’. Actual underwriting performance for that business
may vary significantly from the assumed position at the outset.
The yield curves used to discount future cash-flows can vary from one year to the next
which introduces additional balance sheet volatility that does not exist on a UK GAAP
balance sheet.
There is greater uncertainty associated with more recent policy years as these are still
in an early stage of development.
For certain elements of the technical provisions, for example ENIDs, very little data
exists on which to base the assumptions and hence a high degree of judgement is
required, which could lead to increased uncertainty in the estimates.

Data adjustments and recommendations
No other adjustments have been applied to the technical provisions, such as the matching
adjustment or volatility adjustments. Neither have transitional arrangements been applied, for
example on the risk free interest rate term structures. There were no data deficiencies for
which an adjustment was considered necessary. Further improvements to the data
governance procedures are planned for 2017/18, including the introduction of a data
governance policy and improved data controls. Additional analysis of the data is also planned
for 2017/18, including analysing nil claims and average costs per claim. This will improve the
process for estimating the TPs.
Changes since the last reporting period
During the current year the Association reviewed the treatment of return calls which last year
were included as an element of the future cashflows that make up Solvency II technical
provisions.
Returns of calls from the Association are broadly equivalent to dividends made by corporate
insurance companies, in other words they are a method of distributing excess capital to the
shareholders (who in the case of a mutual are the Members). Returns of call are approved on
a discretionary basis annually at the Association’s Board, based on the surplus (if any) on the
policy year due to be closed, having regard to the overall financial position of the Association.
On occasion, an interim return may also be made from a later policy year. The returns are
made only to the renewing Members of the Association who were Members in the policy
year(s) from which the returns of call are to be made.
On this analysis, it has been agreed that returns of call should not be included in the calculation
of technical provisions and that the funds that are potentially available for future returns of call
should be treated as part of own funds until such time as the Board agrees that they should
be distributed.
There have been no other changes in the TPs methodology since the previous period.
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Other liabilities
Table 6 sets out the value of the Association’s other liabilities at 30 September 2017.
Table 6: Valuation of the Association’s other liabilities
Liabilities per
GAAP
£m

Variance

Liabilities
per
Solvency II
£m

£m

Member creditors

6.1

6.1

-

Other creditors

0.5

0.5

-

-

-

-

6.6

6.6

-

Reinsurance creditors
Other liabilities

The Association’s other liabilities are recognised and valued for Solvency II purposes on the
same basis as the annual financial statements, which are based on UK GAAP and there are
no difference between the two.
Alternative methods of valuation
The Association does not use any alternative valuation methods.
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8. Capital management
The comparatives set out below at 30 September 2016 and the movements between this date
and 30 September 2017 have not been audited as the requirements to audit the SFCR only
applied to firms with years ending on or after 15 November 2016.
Own funds
The Association’s Business Plan and ORSA process measure the current and projected
capital and solvency position over a three year time horizon. The core capital management
objective over this time horizon is for the Association to maintain Tier 1 basic own funds at a
level which provides a capital buffer in excess of the higher of its SCR and its ORSA derived
solvency needs (economic capital benchmark).
The Association has a simple capital structure, with balance sheet reserves comprising a
single item: tier 1 capital derived from past underwriting and investment surpluses. There
were no restrictions on the availability of the Association’s own funds to support the SCR and
MCR.
At 30 September 2017, the Association held the following own funds.
Table 7: Solvency II Own funds at 30 September 2017

Income and expenditure account
Investment reserve
General reserve
Reinsurance reserve
Total resources – UK GAAP
Solvency II adjustment (tables 4,
5 and 6)
Total SII Own Funds

30 Sep
30 Sep
Movement
2017
2016
(Audited) (Unaudited) (Unaudited)
£m
£m
£m
42.7
31.6
11.1
18.9
19.4
(0.5)
20.0
20.0
10.0
10.0
91.6
81.0
10.6
8.0
99.6

(17.6)
63.4

25.6
36.2

Analysis of significant changes during the period:
Table 8 shows the movement in own funds between 30 September 2016 and 30 September
2017 which is unaudited:
Table 8: Movement in Own Funds between
30 September 2016 and 30 September 2017

Own funds at 30 September 2016
Decrease in net technical provisions
Increase in investments
Decrease in other assets
Increase in other liabilities
Own funds at 30 September 2017
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£m
63.4
37.1
4.8
(1.1)
(4.6)
99.6

Table 9 shows the reconciliation between UK GAAP net asset value and Solvency II net
asset value at 30 September 2017:
Table 9: Reconciliation between UK GAAP and
Solvency II net asset values
Total resources – UK GAAP
Asset valuation difference
Gross technical provisions valuation difference
Liability valuation difference
Total SII Own Funds

£m
91.6
(0.3)
8.3
99.6

Solvency Capital Requirement (SCR) and comparison with 30 September 2016
Table 10 shows an analysis of the Association’s SCR split by risk modules.
Table 10: The Association’s SCR by risk module
Net capital required
(Solvency II best estimate basis)
30 Sep 2017 30 Sep 2016
Heads of risk
£m
£m
(Audited)
(Unaudited)
Underwriting risk
10.7
19.4
Market risk
16.2
11.6
Counterparty default risk
2.0
1.5
Operational risk
0.5
1.5
Aggregate SCR
29.4
34.0
Correlation credit
(6.4)
(6.7)
Aggregate SCR net of correlations
23.0
27.3
The Association has not used any simplified calculations nor the duration-based equity risk
sub-module as set out in Article 304 of Directive 2009/138/EC in the calculation of the SCR.
The Association has not used undertaking-specific parameters in any of the risk modules
described below.
The main changes in the SCR since 30 September 2016, which are unaudited, reflect the
following factors.
Underwriting risk
SCR underwriting risk capital is made up of three elements, premium risk, reserve risk and
catastrophe (CAT) risk. The calculation for the first two elements is based on, respectively,
the expected value of net premiums over the next 12 months and the valuation of net technical
(claims) provisions.
Reserve risk has decreased significantly since last year as a result of the change in the
treatment of returns of call. Given that future returns of call are no longer treated as a technical
provision, reserve risk is now based solely on the net best estimate claims provision as
opposed to the combination of both the net claims provision and future returns of call. The net
claims provision has also reduced slightly, which further reduces the exposure to reserve risk.
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Premium risk has also decreased slightly because of a reduction in net current year and
prospective year premiums (calls). CAT risk is marginally lower than last year.
As a result of the above changes, overall underwriting risk has decreased by £8.7m since last
year.
Market risk
Market risk is driven by a combination of market risk drivers - interest rate risk, equity risk,
currency risk and spread risk. The overall increase in market risk has been driven primarily
by equity risk closely followed by spread risk.
Since last year there has been a significant development in respect of the investment data
available for calculating market risk, because the Association has been able to obtain ‘look
through’ investment data from each of its individual fund managers. This has allowed a more
in-depth and accurate analysis of the Association’s investment assets to be carried out. All
areas of the market risk calculation have been impacted by this development.
The Association’s spread risk has increased by £2.5m. This is driven by an increase in the
value of the assets that are exposed to spread risk, which is as a result of a change in the
underlying asset allocations of the Association’s investments with M&G, Muzinich and Ruffer
when compared to the prior period.
The value of the Association’s equity holdings has increased by around £3.3m since last year
as a result of an increase in exposure to equities within the assets managed by Ruffer.
Because equities are a higher risk investment than bonds and cash there is a corresponding
£3.2m increase in the equity risk capital due to the increased exposure.
Interest rate risk has increased by £1.0m, whilst currency risk has decreased by £1.0m; these
changes therefore offset each other and do not contribute to the increase in overall market
risk. Furthermore, the correlation credit between the elements of market risk described above
has increased by £1.1m.
Overall, SCR market risk capital has increased by £4.6m.
Counterparty default risk
The counterparty default risk capital requirement has increased by £0.5m in the past 12
months. This is driven by an increase in both the value of cash deposits and the expected
reinsurer’s share of technical provisions for the forthcoming policy year. The increase in the
value of the cash deposits is driven by the use of the ‘look through’ investment data whereas
the increase in the expected reinsurance recoveries is due to a change in the way in which
the expected reinsurance recoveries have been derived.
Operational risk
There has been a decrease of £1.0m in the operational risk charge since last year. Under the
Standard Formula, operational risk is calculated as the higher of either a proportion of the
gross technical provisions (excluding risk margin) or gross earned premium (the greater of the
amounts in the last 12 or 24 months), subject to a minimum of 30% of the calculated basic
SCR. The gross technical provisions have reduced significantly since last year as a result of
future returns of call no longer being included in their calculation. This is the driver of the
operational risk charge decrease.
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Overall movement
Overall, the SCR has decreased by £4.3m year on year, from £27.3m to £23.0m.
Minimum Capital Requirement (MCR)
The MCR calculation is based on the net value of technical provisions and the expected level
of retained premiums over the next 12 months. The result of the calculation is then subject to
a floor and a cap, of 25% and 45% of the SCR respectively. As at both 30 September 2016
and 30 September 2017, the MCR has been set at the minimum level, i.e. equal to 25% of the
SCR. This was £5.7m as at 30 September 2017, compared to £6.8m 12 months ago.
The Association’s overall capital position.
Table 11 shows the Association’s capital position in relation to the SCR and the MCR.
Table 11: Summary of the Association’s capital position at 30 September 2017
SCR
£m
Capital requirement
Own funds available
Headroom
Solvency ratio

23.0
99.6
76.6
4.3

MCR
£m
5.7
99.6
93.9
17.3

By reference to the SCR and MCR, the Solvency II own funds substantially exceed the capital
requirements. By these measures, the Association remains in a satisfactory capital position
and the Board will therefore have considerable flexibility in some of the key decisions to be
made over the next 12 months.
The Association has fully complied with the SCR and MCR requirements during the period
under review. The calculation of the SCR and MCR is subject to supervisory assessment and
may change following the review of the SCR and MCR calculation by the Regulator.
Furthermore, the PRA has made use of an option not to require entities in its jurisdiction to
disclose capital add-on (if any) during a transitional period ending 31 December 2020. No
such capital add-ons have been notified to the Association.
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reviewing the Managers’ remuneration proposals
and making recommendations to the Board;
reviewing the Directors’ remuneration;
considering any other matters as the Board may
require from time to time.

*Notified Non Executive Directors who also sit on a Sub Committee
**Outsourced Function – Oversight responsibility is with the CFO

Responsible for:
•
•
•
•
•
•
•
•
•
•
•

the appointment and re-appointment of the auditors;
the annual review of the audit process;
the review of the audit fee;
the review of the financial statements;
the review of the annual Financial Reports and Regulatory Returns;
any issues arising from the audit;
reviewing the Auditors’ management letter;
reviewing whistleblowing arrangements;
reviewing the Association’s systems of internal financial controls;
reviewing the TOR and scope of the internal audit function;
reviewing internal audit reports.

The Griffin Insurance
Association Limited
Solvency and Financial
Condition Report
Disclosures

30 September

2017

(Monetary amounts in GBP thousands)

General information
Undertaking name

The Griffin Insurance Association Limited

Undertaking identification code

213800HUO1N8T1R5KG21

Type of code of undertaking

LEI

Type of undertaking

Non-life undertakings

Country of authorisation

GB

Language of reporting

en

Reporting reference date

30 September 2017

Currency used for reporting
Accounting standards

GBP
The undertaking is using local GAAP (other than IFRS)

Method of Calculation of the SCR
Matching adjustment
Volatility adjustment
Transitional measure on the risk-free interest rate
Transitional measure on technical provisions

Standard formula
No use of matching adjustment
No use of volatility adjustment
No use of transitional measure on the risk-free interest rate
No use of transitional measure on technical provisions

List of reported templates
S.02.01.02 - Balance sheet
S.05.01.02 - Premiums, claims and expenses by line of business
S.05.02.01 - Premiums, claims and expenses by country
S.17.01.02 - Non-Life Technical Provisions
S.19.01.21 - Non-Life insurance claims
S.23.01.01 - Own Funds
S.25.01.21 - Solvency Capital Requirement - for undertakings on Standard Formula
S.28.01.01 - Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity

S.02.01.02

Balance sheet
Solvency II
value
Assets

C0010

R0030 Intangible assets
R0040 Deferred tax assets
R0050 Pension benefit surplus
R0060 Property, plant & equipment held for own use
R0070 Investments (other than assets held for index-linked and unit-linked contracts)
R0080

Property (other than for own use)

R0090

Holdings in related undertakings, including participations

R0100

Equities

R0110
R0120
R0130

Equities - listed
Equities - unlisted
Bonds

0
122,854
0
0
27,046
27,046
0
33,062

R0140

Government Bonds

R0150

Corporate Bonds

0

R0160

Structured notes

0

R0170

Collateralised securities

R0180

Collective Investments Undertakings

R0190

Derivatives

R0200

Deposits other than cash equivalents

R0210

Other investments

33,062

0
35,042
200
27,504
0

R0220 Assets held for index-linked and unit-linked contracts
R0230 Loans and mortgages

0

R0240

Loans on policies

0

R0250

Loans and mortgages to individuals

R0260

Other loans and mortgages

R0270 Reinsurance recoverables from:

-333

R0280

-333

Non-life and health similar to non-life

R0290

Non-life excluding health

-333

R0300

Health similar to non-life

0

R0310
R0320
R0330
R0340

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

0

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

R0350 Deposits to cedants
R0360 Insurance and intermediaries receivables
R0370 Reinsurance receivables

0
3
21

R0380 Receivables (trade, not insurance)
R0390 Own shares (held directly)

0

R0400 Amounts due in respect of own fund items or initial fund called up but not yet paid in

0

R0410 Cash and cash equivalents
R0420 Any other assets, not elsewhere shown
R0500 Total assets

4,018
0
126,564

S.02.01.02

Balance sheet
Solvency II
value
Liabilities

C0010

R0510 Technical provisions - non-life

20,380

R0520

20,380

Technical provisions - non-life (excluding health)

R0530

TP calculated as a whole

R0540

Best Estimate

R0550

Risk margin

R0560

Technical provisions - health (similar to non-life)

0
16,281
4,099
0

R0570

TP calculated as a whole

0

R0580

Best Estimate

0

R0590

Risk margin

0

R0600 Technical provisions - life (excluding index-linked and unit-linked)

0

R0610

0

Technical provisions - health (similar to life)

R0620

TP calculated as a whole

R0630

Best Estimate

R0640
R0650

Risk margin
Technical provisions - life (excluding health and index-linked and unit-linked)

R0660

TP calculated as a whole

R0670

Best Estimate

R0680

Risk margin

R0690 Technical provisions - index-linked and unit-linked
R0700

TP calculated as a whole

R0710

Best Estimate

R0720

Risk margin

0

0

R0740 Contingent liabilities
R0750 Provisions other than technical provisions
R0760 Pension benefit obligations
R0770 Deposits from reinsurers
R0780 Deferred tax liabilities
R0790 Derivatives

0

R0800 Debts owed to credit institutions
R0810 Financial liabilities other than debts owed to credit institutions
R0820 Insurance & intermediaries payables
R0830 Reinsurance payables
R0840 Payables (trade, not insurance)
R0850 Subordinated liabilities
R0860

Subordinated liabilities not in BOF

R0870

Subordinated liabilities in BOF

6,061
0
553
0
0

R0880 Any other liabilities, not elsewhere shown
R0900 Total liabilities

26,995

R1000 Excess of assets over liabilities

99,569

S.05.01.02

Premiums, claims and expenses by line of business
Non-life
Line of business for: accepted non-proportional
reinsurance

Line of Business for: non-life insurance and reinsurance obligations (direct business and accepted proportional reinsurance)

Total

Medical
expense
insurance

Income
protection
insurance

Workers'
compensation
insurance

Motor vehicle
liability
insurance

Other motor
insurance

Marine,
aviation and
transport
insurance

Fire and
other damage
to property
insurance

General
liability
insurance

Credit and
suretyship
insurance

Legal
expenses
insurance

Assistance

Misc. financial
loss

Health

Casualty

Marine,
aviation and
transport

Property

C0010

C0020

C0030

C0040

C0050

C0060

C0070

C0080

C0090

C0100

C0110

C0120

C0130

C0140

C0150

C0160

C0200

Premiums written
R0110 Gross - Direct Business

9,253

R0120 Gross - Proportional reinsurance accepted

9,253
0

R0130 Gross - Non-proportional reinsurance accepted

0

R0140 Reinsurers' share

2,632

2,632

R0200 Net

6,621

6,621

9,253

9,253

Premiums earned
R0210 Gross - Direct Business
R0220 Gross - Proportional reinsurance accepted

0

R0230 Gross - Non-proportional reinsurance accepted

0

R0240 Reinsurers' share

2,632

2,632

R0300 Net

6,621

6,621

-5,243

-5,243

Claims incurred
R0310 Gross - Direct Business
R0320 Gross - Proportional reinsurance accepted

0

R0330 Gross - Non-proportional reinsurance accepted
R0340 Reinsurers' share
R0400 Net

0
0

0

-5,243

-5,243

Changes in other technical provisions
R0410 Gross - Direct Business

0

R0420 Gross - Proportional reinsurance accepted

0

R0430 Gross - Non-proportional reinsurance accepted

0

R0440 Reinsurers' share
R0500 Net
R0550 Expenses incurred

0
0

0

4,502

4,502

R1200 Other expenses
R1300 Total expenses

4,502

S.05.02.01

Premiums, claims and expenses by country
Non-life
C0010

C0020

C0030

C0040

C0050

Top 5 countries (by amount of gross premiums written) non-life obligations

Home Country

C0060

C0070

Top 5 countries (by amount of gross
premiums written) - non-life
obligations

Total Top 5 and
home country

R0010
C0080

C0090

C0100

C0110

C0120

C0130

C0140

Premiums written
R0110 Gross - Direct Business

9,253

9,253

R0120 Gross - Proportional reinsurance accepted

0

R0130 Gross - Non-proportional reinsurance accepted

0

R0140 Reinsurers' share

2,632

R0200 Net

6,621

2,632
0

0

0

0

0

6,621

Premiums earned
R0210 Gross - Direct Business

9,253

9,253

R0220 Gross - Proportional reinsurance accepted

0

R0230 Gross - Non-proportional reinsurance accepted

0

R0240 Reinsurers' share

2,632

R0300 Net

6,621

2,632
0

0

0

0

0

6,621

Claims incurred
R0310 Gross - Direct Business

-5,243

-5,243

R0320 Gross - Proportional reinsurance accepted

0

R0330 Gross - Non-proportional reinsurance accepted
R0340 Reinsurers' share
R0400 Net

0
0
-5,243

0
0

0

0

0

0

-5,243

Changes in other technical provisions
R0410 Gross - Direct Business

0

R0420 Gross - Proportional reinsurance accepted

0

R0430 Gross - Non-proportional reinsurance accepted

0

R0440 Reinsurers' share
R0500 Net
R0550 Expenses incurred

0
0
4,502

0

0

0

0

0

0
4,502

R1200 Other expenses
R1300 Total expenses

4,502

S.17.01.02

Non-Life Technical Provisions

Direct business and accepted proportional reinsurance

R0010 Technical provisions calculated as a whole

Accepted non-proportional reinsurance

Medical
expense
insurance

Income
protection
insurance

Workers'
compensation
insurance

Motor vehicle
liability
insurance

Other motor
insurance

Marine,
aviation and
transport
insurance

Fire and other
damage to
property
insurance

General
liability
insurance

C0020

C0030

C0040

C0050

C0060

C0070

C0080

C0090
0

Total Recoverables from reinsurance/SPV and Finite Re after the
R0050 adjustment for expected losses due to counterparty default
associated to TP calculated as a whole

Credit and
suretyship
insurance

Legal expenses
insurance

C0100

C0110

Assistance

Miscellaneous
financial loss

Nonproportional
health
reinsurance

Nonproportional
casualty
reinsurance

Nonproportional
marine,
aviation and
transport
reinsurance

Nonproportional
property
reinsurance

Total Non-Life
obligation

C0120

C0130

C0140

C0150

C0160

C0170

C0180
0
0

Technical provisions calculated as a sum of BE and RM
Best estimate
Premium provisions
R0060

Gross

R0140

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

R0150

Net Best Estimate of Premium Provisions

-2,089

-2,089

-333

-333

-1,756

-1,756

18,370

18,370

Claims provisions
R0160
R0240

Gross
Total recoverable from reinsurance/SPV and Finite
Re after the adjustment for expected losses due to
counterparty default
Net Best Estimate of Claims Provisions

0

0

18,370

18,370

R0260 Total best estimate - gross

16,281

16,281

R0270 Total best estimate - net

16,614

16,614

4,099

4,099

R0250

R0280 Risk margin
Amount of the transitional on Technical Provisions
R0290 Technical Provisions calculated as a whole

0

R0300 Best estimate

0

R0310 Risk margin
R0320 Technical provisions - total
Recoverable from reinsurance contract/SPV and
R0330 Finite Re after the adjustment for expected losses due to
counterparty default - total
R0340

Technical provisions minus recoverables from
reinsurance/SPV and Finite Re - total

0
20,380

20,380

-333

-333

20,713

20,713

S.19.01.21

Non-Life insurance claims
Total Non-life business

Z0010

Underwriting Year

Accident year / underwriting year

Gross Claims Paid (non-cumulative)
(absolute amount)
C0010

C0020

C0030

C0040

C0050

C0060

C0070

C0080

C0090

C0100

C0110

C0170

C0180

10 & +

In Current
year

Sum of years
(cumulative)

Development year

Year
0

1

2

3

4

R0100

Prior

R0160

2008

331

402

1,036

3,753

R0170

2009

236

925

5,672

R0180

2010

138

952

570

R0190

2011

101

166

R0200

2012

43

R0210

2013

R0220
R0230

5

6

7

8

9

27
3,950

114

235

2

0

1,597

780

1,364

299

2,346

257

-1,861

2

0

514

66

174

136

23

4

6

551

264

46

0

0

3,600

1,214

419

15

317

2014

39

233

110

48

2015

24

67

228

R0240

2016

6

256

R0250

2017

429

27

27

0

9,823

0

R0260

Total

0

8,715

66

5,143

6

608

0

904

317

5,565

48

430

228

319

256

262

429

429

1,376

32,225

Gross Undiscounted Best Estimate Claims Provisions
(absolute amount)
C0360
C0200

C0210

C0220

C0230

0

1

2

3

C0240

C0250

C0260

C0270

C0280

C0290

C0300

6

7

8

9

10 & +

Development year

Year

4

5

R0100

Prior

R0160

2008

0

0

0

0

0

0

0

0

115

R0170

2009

0

0

0

0

0

0

0

186

0

R0180

2010

0

0

0

0

0

0

3,472

75

R0190

2011

0

0

0

0

0

8,224

502

R0200

2012

0

0

0

0

9,528

420

R0210

2013

0

0

0

7,032

89

R0220

2014

0

0

6,479

1,891

R0230

2015

0

4,826

1,286

R0240

2016

12,509

4,636

R0250

2017

9,214

R0260

Year end
(discounted
data)

868
21

863
21
0
73
484
399
86
1,839
1,249
4,493
8,865

Total

18,370

S.23.01.01

Own Funds

Basic own funds before deduction for participations in other financial sector as foreseen in article 68 of Delegated Regulation 2015/35

Total

Tier 1
unrestricted

Tier 1
restricted

Tier 2

C0010

C0020

C0030

C0040

Tier 3
C0050

R0010 Ordinary share capital (gross of own shares)

0

0

0

R0030 Share premium account related to ordinary share capital

0

0

0

R0040 Initial funds, members' contributions or the equivalent basic own-fund item for mutual and mutual-type undertakings

0

0

R0050 Subordinated mutual member accounts

0

R0070 Surplus funds

0

R0090 Preference shares
R0110 Share premium account related to preference shares
R0130 Reconciliation reserve

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

99,569

0

0

0

0

0

0

99,569

R0140 Subordinated liabilities

0

R0160 An amount equal to the value of net deferred tax assets

0

R0180 Other own fund items approved by the supervisory authority as basic own funds not specified above

0

R0220 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

R0230 Deductions for participations in financial and credit institutions
R0290 Total basic own funds after deductions

0
0

0

99,569
0

0
99,569

Ancillary own funds
R0300 Unpaid and uncalled ordinary share capital callable on demand

0

R0310 Unpaid and uncalled initial funds, members' contributions or the equivalent basic own fund item for mutual and mutual - type undertakings, callable on demand

0

R0320 Unpaid and uncalled preference shares callable on demand

0

R0330 A legally binding commitment to subscribe and pay for subordinated liabilities on demand

0

R0340 Letters of credit and guarantees under Article 96(2) of the Directive 2009/138/EC

0

R0350 Letters of credit and guarantees other than under Article 96(2) of the Directive 2009/138/EC

0

R0360 Supplementary members calls under first subparagraph of Article 96(3) of the Directive 2009/138/EC

0

R0370 Supplementary members calls - other than under first subparagraph of Article 96(3) of the Directive 2009/138/EC

0

R0390 Other ancillary own funds

0

R0400 Total ancillary own funds

0

Available and eligible own funds
R0500 Total available own funds to meet the SCR

99,569

99,569

0

0

R0510 Total available own funds to meet the MCR

99,569

99,569

0

0

R0540 Total eligible own funds to meet the SCR

99,569

99,569

0

0

R0550 Total eligible own funds to meet the MCR

99,569

99,569

0

0

R0580 SCR

23,002

R0600 MCR
R0620 Ratio of Eligible own funds to SCR
R0640 Ratio of Eligible own funds to MCR
Reconcilliation reserve
R0700 Excess of assets over liabilities
R0710 Own shares (held directly and indirectly)

5,751
432.87%
1731.48%
C0060
99,569
0

R0720 Foreseeable dividends, distributions and charges
R0730 Other basic own fund items
R0740 Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced funds
R0760 Reconciliation reserve

0
0
99,569

Expected profits
R0770 Expected profits included in future premiums (EPIFP) - Life business
R0780 Expected profits included in future premiums (EPIFP) - Non- life business
R0790 Total Expected profits included in future premiums (EPIFP)

0

0

S.25.01.21

Solvency Capital Requirement - for undertakings on Standard Formula

Gross solvency capital
requirement

USP

Simplifications

C0110

C0080

C0090

R0010 Market risk

16,221

R0020 Counterparty default risk

2,002

R0030 Life underwriting risk

0

R0040 Health underwriting risk

0

R0050 Non-life underwriting risk

10,726

R0060 Diversification

-6,435

R0070 Intangible asset risk

0
22,514

R0100 Basic Solvency Capital Requirement
Calculation of Solvency Capital Requirement
R0130 Operational risk

C0100
488

R0140 Loss-absorbing capacity of technical provisions

0

R0150 Loss-absorbing capacity of deferred taxes

0

R0160 Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC

0

R0200 Solvency Capital Requirement excluding capital add-on
R0210 Capital add-ons already set
R0220 Solvency capital requirement

23,002
0
23,002

Other information on SCR
R0400 Capital requirement for duration-based equity risk sub-module

0

R0410 Total amount of Notional Solvency Capital Requirements for remaining part

0

R0420 Total amount of Notional Solvency Capital Requirements for ring fenced funds

0

R0430 Total amount of Notional Solvency Capital Requirements for matching adjustment portfolios

0

R0440 Diversification effects due to RFF nSCR aggregation for article 304

0

S.28.01.01

Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity

Linear formula component for non-life insurance and reinsurance obligations

C0010

R0010 MCRNL Result

2,723

Net (of
reinsurance/SPV) best
estimate and TP
calculated as a whole

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

C0020

C0030

R0020 Medical expense insurance and proportional reinsurance

0

R0030 Income protection insurance and proportional reinsurance

0

R0040 Workers' compensation insurance and proportional reinsurance

0

R0050 Motor vehicle liability insurance and proportional reinsurance

0

R0060 Other motor insurance and proportional reinsurance

0

R0070 Marine, aviation and transport insurance and proportional reinsurance

0

R0080 Fire and other damage to property insurance and proportional reinsurance

0

R0090 General liability insurance and proportional reinsurance

16,614

R0100 Credit and suretyship insurance and proportional reinsurance

0

R0110 Legal expenses insurance and proportional reinsurance

0

R0120 Assistance and proportional reinsurance

0

R0130 Miscellaneous financial loss insurance and proportional reinsurance

0

R0140 Non-proportional health reinsurance

0

R0150 Non-proportional casualty reinsurance

0

R0160 Non-proportional marine, aviation and transport reinsurance

0

R0170 Non-proportional property reinsurance

0

Linear formula component for life insurance and reinsurance obligations

C0040

R0200 MCRL Result

0

R0210 Obligations with profit participation - guaranteed benefits
R0220 Obligations with profit participation - future discretionary benefits
R0230 Index-linked and unit-linked insurance obligations
R0240 Other life (re)insurance and health (re)insurance obligations
R0250 Total capital at risk for all life (re)insurance obligations
Overall MCR calculation
R0300 Linear MCR

7,721

C0070
2,723

R0310 SCR

23,002

R0320 MCR cap

10,351

R0330 MCR floor

5,751

R0340 Combined MCR

5,751

R0350 Absolute floor of the MCR

3,332

R0400 Minimum Capital Requirement

5,751

Net (of
reinsurance/SPV) best
estimate and TP
calculated as a whole

Net (of
reinsurance/SPV) total
capital at risk

C0050

C0060

