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Management Summary
In 2017, Sompo Japan Canopius Reinsurance AG (‘SC Re’ or the ‘Company’) was a reinsurance
company 100% owned by Sompo Canopius AG incorporated in Switzerland (“Sompo Canopius
Group”). Sompo Holdings, Inc. (“Sompo”) was the ultimate controlling party owning 100% of Sompo
Canopius Group.
The core of SC Re strategy lied in the formation of an aligned global reinsurance underwriting culture
with key business segments in property, marine, casualty, aviation and retro business from Sompo
Canopius Group.
As of 9 March 2018, the management buyout (MBO) to Centerbridge was completed and the name
was changed from Sompo Japan Canopius Reinsurance AG to Canopius Reinsurance AG. The
Canopius Group, including Canopius Reinsurance AG, will operate as an independent company with
its own management, strategy, underwriting and overall concept.
This report (with exception of chapter 7) was written reflecting the company set-up of 2017, under the
ownership of the Sompo Canopius Group.
The financial result for 2017 is mainly affected by the very high catastrophe losses in the USA,
caused by Hurricanes Harvey, Irma and Maria and California Wildfire shortly before the end of the
year, supplemented by additional claims incurred as a result of the discounting Ogden interest rate
adjustments for lump-sum payments for personal injury claims confirmed by the UK court. While the
losses are high in absolute terms they fell within the modelled range of outcomes. SC Re’s result
reflects the composition of its book which largely consists of high margin but volatile nat cat business.
The company reports an annual loss of CHF 69.2m with a balance sheet total of CHF 757.4m. The
total reported shareholder equity at year-end of CHF 433.2m, representing a percentage of 57.2% of
total assets, is still at a very comfortable level.
The gross written premiums in the amount of CHF 105.0m (USD 107.8m) are mainly attributable to
the Property CHF 90.5m (USD 92.9) and Casualty CHF 18.4m (USD 18.9m) lines of business. The
annual loss can be attributed to the very poor property underwriting result of CHF 142.7m (USD
146.5m), which was affected by the natural catastrophes described above in the USA (More details
can be found in the completed and attached template “Performance Solo RV”).
SC Re’s risk management strategy is aimed at: maintaining SC Re’s financial strength, safeguarding
the reputation of SC Re and Sompo Canopius Group, enabling SC Re to protect and generate
sustainable shareholder value. The primary tool for measuring and quantifying risks at the legal-entity
level is the internal risk modelling framework developed for the Swiss Solvency Test (SST) and based
on the Sompo Canopius Group capital model. In addition, SC Re’s monitors its business through a
number of key risk indicators for insurance-, market-, credit-, liquidity- and operational risk.
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1

A. Business Activities

SC Re is a Financial Market Supervisory Authority of Switzerland (‘FINMA’) regulated Swiss
reinsurance company undertaking global reinsurance business through its Zurich based head office
and branch in Bermuda.

1.1

Group Information

Sompo Japan Canopius Reinsurance AG (‘SC Re’ or the ‘Company’), incorporated and registered in
Switzerland, is a reinsurance company 100% owned by Sompo Canopius AG incorporated in
Switzerland (“Sompo Canopius Group”). Sompo Holdings, Inc. (“Sompo”) is the ultimate controlling
party owning 100% of Sompo Canopius Group.

1.2

Branches

SC Re maintains a branch office in Bermuda. The branch offices in Singapore and US have been
closed before year end 2017.

1.3

External Auditors

Ernst & Young Ltd is the financial and regulatory auditor for 2017.

1.4

Strategy, Objectives, Key Business Segments

The reinsurance market continues to be characterised by wealth of capital and fierce competition.
Reinsurance has been a buyer's market for many years and rate increases – despite the 2017 cat
losses – are very modest and not reversing the soft market. Profitable customer accounts and
business areas are under even greater pressure. Price is the most important distinguishing feature,
leaving little room for expansion. In such an environment, underwriting discipline and cost control are
essential to secure results.
In 2017, the key Business Segments were:
Property, Casualty, Other Speciality Lines and Retro from Sompo Canopius Group.

1.5

Significant Unusual Events

The management buyout to Centerbridge is completed by the 9th March 2018 and the name changes
from Sompo Japan Canopius Reinsurance AG to Canopius Reinsurance AG. The Canopius Group,
including Canopius Reinsurance AG, will operate as an independent company with its own
management, strategy, underwriting and overall concept.
At the end of February 2017, the discount rates for lump-sum payments for personal injury claims in
the United Kingdom (Ogden) were revised by a court from an earlier positive rate of 2.5% to a
negative rate of 0.75%. This change had a significant impact on the provisions for personal injury
claims, which we have under existing internal quota shares with syndicate 958 from previous years.
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The natural catastrophe reinsurance business written by SC Re went through a very eventful year.
The US hurricane season in particular caused very high losses (HIM). Additional damage was caused
by the largest open fire in the history of the state of California, which took place in December.
Funds at Lloyds (FAL) have massively increased the amount of funds required by its members. At the
beginning of December 2017 SC Re contributed CHF 106.9m pledged assets to cover the funds
required by the syndicate.
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2

B. Performance

2.1

Premiums, Costs, Claims

In the past financial year 2017 SC Re was affected by the natural catastrophe events in the US and
thus no longer able to repeat the successful results of last year. The company reports an annual loss
of CHF 69.2m with a balance sheet total of CHF 757.4m. The total reported shareholder equity at
year-end of CHF 433.2m, representing a percentage of 57.2% of total assets, is still at a very
comfortable level.
The costs incurred were higher than planned due to additional one-off start-up and closure costs for
the Singapore and USA branches. While gross written premiums increased by CHF 13.9m, (from CHF
93.6m to CHF 107.5m) net earned premiums decreased by CHF 37.2m (from CHF 131.1m to CHF
93.9m). The underwriting margin dropped by CHF 84.6m, well below the previous year's value (CHF
19.6m in 2016).
The underwriting provisions at year-end amounted to CHF 254.2m. This corresponds to a coverage
ratio of 271% (160% in 2016). The technical result was negative at CHF 79.0m (CHF 1.2m in 2016), a
significant deterioration compared to the previous year.
The administration costs in 2017 amounted to CHF 13.9m, which corresponds to an administrative
cost ratio of 14.8% (13.9% in 2016). The high cost ratio is mainly due to additional one-off set-up and
liquidation costs of the Singapore and US branch and the strategic realignment of the company.

2.2

Comparison with Previous Reporting Period

The financial result for 2017 is mainly affected by the very high catastrophe losses in the USA,
caused by Hurricanes Harvey, Irma and Maria and California Wildfire shortly before the end of the
year, supplemented by additional claims incurred as a result of the discounting Ogden interest rate
adjustments for lump-sum payments for personal injury claims confirmed by the UK court.
For the quantitative comparison we refer to the attached financial statements.

2.3

Quantitative Template “Performance Solo RV”

We refer to the attached completed template “Performance Solo RV”.

2.4

Investment Income and Expenses, Comparison with Previous Reporting
Period and Remarks

For the quantitative disclosure, we refer to the attached financial statements, note 16 and 17.
2.4.1 Income from investments
This position includes interest and dividends received, direct income from fixed income securities,
realized gains on sales of investments and book gains from investments. The decrease of CHF 6.2m
as compared to prior year is mainly due to:



Decrease of interest received on the Weston loan, and interest/dividend received on fixed
income securities, deposits and other investments.
Lower realized gains on sales of investments.

2.4.2 Expenses from investments
This position includes realized losses from foreign currency investments and book losses from fixed
income securities.

2.5 Profits and Losses recognised directly in Equity
There were no profits and losses recognised directly in equity.

2.6 Other Material Income and Expenses during the Reporting Period
There were no other material income or expenses during the reporting period.

SC Re I FCR 2018
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3

C. Corporate Governance and Risk Management

3.1 Composition of Board of Directors and Management
The Board of Directors is composed of the following members:
Chairman

Michael Watson

Directors

Nigel Frudd
David Broome
Hans Künzle
Yoshitaka Abe
Masahiko Saito (until May 2017)

Changes compared to the reporting period 2016 are: New member Yoshitaka Abe and leaving of
Masahiko Saito.
In 2017, the Executive Board was composed of the following members:
Chief Executive Officer
Chief Financial Officer
Chief Underwriting Officer
Chief Operating Officer

Markus Eugster
Patrick Schumacher
Jamie Wakeling
Sylva de Fluiter

Yoshitaka Abe changed from the Executive Board to the Board of Directors. No other changes in the
Executive Board compared to the reporting period 2016.

3.2 Risk Management System, Risk Strategies, Methods, Processes
The careful selection and underwriting of insurance risks is at the core of SC Re’s business model.
The Company deploys a variety of risk management tools, processes and functions to manage its
operational and financial risks, and seeks to optimize the balance between risks taken and earnings
opportunities.
SC Re’s risk management strategy is aimed at:




Maintaining SC Re’s financial strength
Safeguarding the reputation of SC Re and the Group
Enabling SC Re to protect and generate sustainable shareholder value

The two main elements of SC Re’s risk management approach are:



A system of internal controls aimed at avoiding and reducing undesired risk
Regular analysis and measurement (quantification) of risks

The primary tool for measuring and quantifying risks at the legal-entity level is the internal risk
modelling framework developed for the Swiss Solvency Test (SST) and based on the Group capital
model. Furthermore, an ORSA is being performed at least on a yearly basis.
Risks are identified and classified according to their potential exposure to one or to a combination of
the following risk types: insurance, market, credit, operational, liquidity, reputational and strategic
risks.
3.2.1 Risk evaluation and measurement
The evaluation and quantitative measurement of the risks are documented in the quarterly Internal
Risk Report and in the ORSA report.
Risk is defined as the possibility of a future deviation from a predefined goal, which can, individually or
cumulatively; significantly affect the financial situation of SC Re.
SC Re determines the economic capital required to absorb losses from risks crystallising by using the
stochastic internal risk model as developed for the SST. The economic risk capital corresponds to the
99% tail value at risk (TVaR) over a one-year time horizon. This represents an estimate of the
expected annual loss likely to occur with a frequency of less than once in one hundred years.

3.3 Risk Management, Internal Audit and Compliance Function
Risk management, internal audit and compliance function are outsourced to Canopius Service Ltd.,
London (part of Sompo Canopius Group).
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The internal audit is subordinated to the Board of Directors of SC Re. In accordance with the
instructions issued by the SC Re Board, it reports directly to it.
The risk management and compliance functions are members of the Group Risk Committee with
direct reporting line to the SC Re CEO.
The risk management, compliance and internal audit functions are important elements of SC Re’s
governance and control framework which relies to the three line of defence model. Each function is
led by an experienced and knowledgeable individual who is deemed by SC Re to be fit and proper
and SC Re has ensured appropriate resources are in place.

3.4 Material Changes
In 2017, there were no material changes to the Risk Management, Internal Audit and Compliance
function.

3.5 Internal Control System
SC Re has a holistic approach to the Internal Control System (ICS) and its application is a continuous
process, mainly based on the segregation of duties. The ICS is adjusted periodically to reflect
changes in the business and control environment.
SC Re adheres to the Group framework of regulations and policies.

SC Re I FCR 2018
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4

D. Risk Profile

4.1 Qualitative and Quantitative Information by Risk Categories
Top Risks are reviewed quarterly, together with any current or planned management action to
mitigate exposure where appropriate. The chart below shows the Top Risks reported to the Group
Risk Committee and the Board in November 2017.

The management buyout announcement was generally regarded as positive but there remained some
uncertainty, particularly in relation to future strategy and leadership of SC Re. Given that SC Re’s
strategic mandate has been challenged and changed in 2017 there is a risk that staff are tired of
continuous change and uncertainty. As a consequence of this potential risk, management has
addressed the issue with the Board and a retention plan was agreed for SC Re’s key financial, claims
and compliance functions.
The rating environment has previously been challenging due to the excess capital and capacity in the
reinsurance and insurance capital markets. Whilst a small increase in reinsurance rates have been
seen at the 1 January 2018 renewals, this is no longer directly relevant due to the change in strategy.
Economic and geopolitical uncertainty remains high. The investment portfolio performed well in 2017
but market conditions remain difficult and the outlook is subject to multiple risks. Market and
investment risks will continue to be monitored closely.
SC Re’s risk profile and any changes between 1 January 2017 and 31 December 2017 have been
analysed by risk category as per the ERM Framework. Details relating to the management of each
risk category are described in detail in the associated risk policies.

4.2

Insurance Risk

Insurance risk is defined as risk of loss arising from inherent uncertainties as to the occurrence,
amount and timing of insurance liabilities and premiums. This is further broken down into three main
sub categories; Premium, Reserving and Catastrophe risk.
For the quantitative information we refer to chapter 7.2 Target Capital.

SC Re I FCR 2018
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4.2.1 Premium risk
Premium risk relates to future claims, and originates from claims sizes being greater than expected,
differences in timing of claims payments from expected, and differences in claims frequency from
those expected.
During 2017, the underwriting environment remained challenging and premium income was below
plan. SC Re stopped writing any third party business during Q4 as per the strategy for 2018 to only
write Group internal quota share business.
4.2.2 Reserving risk
Reserve risk relates to incurred claims i.e. existing claims (including IBNR and IBNER), and originates
from claim sizes being greater than expected, differences in timing of claims payments from expected,
and differences in claims frequency from those expected.
4.2.3 Catastrophe risk
Catastrophe risk relates to a single or series of events, of major magnitude, usually over a short
period, leading to significant deviation in actual claims from the total expected claims.
SC Re benefits from sophisticated catastrophe modelling and aggregate management services
provided by the Group Catastrophe Management team. Catastrophe risk is calculated using RMS
RiskLink adjusted to reflect the Group view of risk for North Atlantic Hurricane, US Earthquake and
European Extra Tropical Cyclone Perils.
Detailed catastrophe risk exposures are prepared and reported on a quarterly basis. The chart below
provides an overview of SC Re’s catastrophe risk exposures during 2017.

As the chart shows, North Atlantic Windstorm (‘NA WS’) was the primary driver of the catastrophe
exposure with European Windstorm (‘EU WS’) and US Earthquake (‘US EQ’) the other contributing
perils. Catastrophe risk exposures have been reducing during 2017.

SC Re I FCR 2018
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In addition to the probabilistic measures of catastrophe risk, SC Re has also considered exposures to
certain deterministic scenarios. These are used as part of the Group’s exposure monitoring and
aggregate management activities. The table above sets out exposures to these scenarios, which are
based on Lloyd’s Realistic Disaster Scenarios (2017 specification).

4.3

Credit Risk

Credit risk is defined as the financial loss, if counterparty fails to perform its financial obligations or
fails to perform them in a timely fashion. Counterparties include reinsurers, brokers, coverholders,
reinsured clients, and investment counterparties.
For the quantitative information we refer to chapter 7.2 Target Capital.
4.3.1 Investment credit risk
Credit risk within the investment portfolio is managed through research performed by outsourced
investment managers whose activities are monitored by the internal investment team and the Group
Investment Committee. Investment guidelines are established which are designed to mitigate risk by
ensuring appropriate diversification of holdings.
Portfolio breakdown as at 31 December 2017:

4.3.2 Reinsurance credit risk
Reinsurance credit risk emanates from the use of reinsurance, which can increase risk-bearing
capacity and protect against severe catastrophe exposures. SC Re retains most of the written
business so its reinsurance credit risk is not material. There is no SC Re specific reinsurance
programmes, however for some classes SC Re is endorsed onto the Group programmes.
The Group Reinsurance Security Committee criteria specify a range of benchmarks and limits that
include credit risk related aspects namely a minimum S&P rating of ’A-‘and a minimum of £100million
of shareholders’ funds, unless otherwise approved. The Group Finance Committee regularly reviews
reinsurance debtors by reference to the age of the debt.
4.3.3 Other credit risk
Credit risk in respect of other intermediaries is managed by the credit management function. To
transact business with SC Re intermediaries must first comply with internal guidelines that include
having a satisfactory credit rating and to have in place a terms of business agreement. The position is
monitored through on-going review of the amount of debt outstanding to terms.
The Group Finance Committee regularly reviews inwards premiums debtors by reference to the age
of the debt.

4.4

Market Risk

Market risk is defined as a risk of loss resulting, directly or indirectly, from fluctuations in the level and
in the volatility of market prices of assets, liabilities and financial instruments. This is further broken
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down into five subcategories namely; interest rate risk, spread risk, concentration risk, currency risk
and equity and other asset risk.
The portfolio breakdown below illustrates the split of all SC Re holdings by asset class as at end of
Q4.

Market risk indicators are monitored regularly and reported to the Group Risk Committee on a
quarterly basis. There were no breaches of risk tolerances during 2017 as shown in the table below.

For the quantitative information we refer to chapter 7.2 Target Capital.
4.4.1 Investment credit risk
Credit risk within the investment portfolio is managed through research performed by outsourced
investment managers whose activities are monitored by the internal investment team and the Group
Investment Committee. Investment guidelines are designed to mitigate risk by ensuring appropriate
diversification of holdings.

The graph above illustrates the high credit quality of the investment portfolio with 50% or more credit
is held in ‘A’ or above rated assets. This ratio has increased throughout 2016. Not rated assets mainly
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relate to Hedge Fund strategies (c. 6% of total assets), other unrated funds (c. 5%) and very small
equity holdings (<2%).
4.4.2 Reinsurance credit risk
Reinsurance credit risk emanates from the use of reinsurance which can increase risk-bearing
capacity and protect against severe catastrophe exposures. SC Re retains most of the written
business so the reinsurance credit risk is not material. There is no SC Re specific reinsurance
programmes, however for some classes SC Re is endorsed onto the Group programmes.
The Group Reinsurance Security Committee criteria specify a range of benchmarks and limits that
include credit risk related aspects namely a minimum S&P rating of ’A-‘and a minimum of £100million
of shareholders’ funds, unless otherwise approved.
The Group Finance Committee regularly reviews reinsurance debtors by reference to the age of the
debt.
4.4.3 Other credit risk
Credit risk in respect of other intermediaries is managed by the credit management function. To
transact business with SC Re intermediaries must first comply with internal guidelines that include
having a satisfactory credit rating and to have in place a terms of business agreement. The position is
monitored through on-going review of the amount of debt outstanding to terms. The Group Finance
Committee regularly reviews inwards premiums debtors by reference to the age of the debt.

4.5

Liquidity Risk

Liquidity risk is defined as the risk of being unable to realise investments and other assets in order to
settle financial obligations as they fall due. In order to avoid this risk, SC Re ensures that sufficient
financial resources are available to meet liabilities as they fall due.
SC Re ensures through various sources that liquidity constraints do not affect their clients or creditors,
as this would have significant regulatory and reputational impact.
The liquidity profile for SC Re remained very strong during 2017 with over 95% of assets maintained
throughout the year and available within 7 days.
Whilst SC Re continues to maintain a strong liquidity position, liquidity risk has temporarily been
prudently assessed as ‘Amber’ until all Group contractual agreements are agreed and in place.

4.6

Operational Risk

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes,
people and systems, or from external events. SC Re also considers risks relating to losses, of any
nature, arising in or from membership of a corporate group.
Operational risk is not modelled or quantified within the Internal Model and therefore this section is
analysed on a qualitative basis. The overall risk profile for operational risk was considered to be
‘amber’ during 2017. This assessment was primarily based on the continued uncertainty regarding the
future of the company and its staff
4.6.1 People risk
People risk was heightened following the Endurance acquisition and the announcement of the MBO
of Canopius Group. SC Re and Group management have worked out a retention plan for key
financial, claims and compliance staff. Due to SC Re’s change of strategy for 2018 and onwards, both
the CEO and COO have decided to resign from their functions as of 31 January 2018. The Board has
approved the respective agreements.
As of 1 February 2018, the former CFO assumed the dual responsibility of the COO and CEO roles,
with the CFO role being allocated to the incumbent Chief Actuary (Europe). The Zurich based
underwriting team transferred to Canopius Europe Limited and writes any third party business through
Lloyd’s Syndicate 4444. The Bermuda based senior underwriter has been promoted to CUO and will
focus on intra-group retrocession business.
4.6.2 Process risk
SC Re has adopted the group approach for a number of group processes. Whilst this has been
appropriate and successfully implemented in most cases, SC Re’s COO continues to liaise with
Group counterparties to remediate certain issues identified. Outsourcing of key functions and
processes remains a high risk due to the level of change and uncertainty within the wider Group.

SC Re I FCR 2018
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Due to changes in the personnel of the Group Finance team during 2017, documentation, including
entity specific process maps, need reviewing and updating to ensure there are clear accountabilities
and responsibilities between the entity and Group.
4.6.3 Systems risk
‘Navigator’ is the underwriting system, which was developed specifically for SC Re. This is a different
system to that used by other Group entities. Since its implementation in 2015, a number of
improvements have been rolled out and certain technical issues have been resolved. The
underwriting system is not directly linked to the cashflow system and therefore manual workarounds
are required, which increase the risk of human error. This is being closely monitored to avoid errors
and will be reviewed in the future as part of any group system review.
With the announcement of the MBO, the Group has decided to put on hold planned systems
investments. Current processes in place are sufficient to appropriately administer the current
business. This will be reviewed as part of the MBO.
4.6.4 Physical risk
The Business Continuity Plan is up to date and has been tested during 2017 with no material
concerns. As per FINMA requirements, there is an additional local data server located in Zurich,
which mirrors the main server located in London.
4.6.5 Regulatory risk
Regulatory risk is managed through regular monitoring and reviewing of regulatory requirements with
local in-house and third party support in all territories and regular contact with regulators. Specifically
this includes FINMA and the Bermuda Monetary Authority (‘BMA’) for the Bermuda branch. SC Re
Executive Management has established close and professional contacts with both FINMA and the
BMA allowing them to pro-actively address company and market related issues.
During 2017, a gap analysis for Risk Management was submitted for the BMA equivalent ORSA
requirements.
4.6.6 Risk events
There were no material risk events during 2017.

4.7

Strategic Risk

Strategic risk is defined as making inappropriate business decisions, implementing decisions poorly,
or being unable to adapt to changes in the operating model. This includes risks associated with the
appropriateness of business strategy in the face of current and future political, commercial, legislative
and economic environments.
Similarly to Operational risk, Strategic risk is not modelled or quantified within the Internal Model.
From a qualitative perspective, the risk profile for SC Re is prudently rated ‘amber’ due to the
substantial Group organisational and management changes in 2016 and 2017.
Strategic risk has reduced following the Board’s decision in September 2017 that SC Re will focus on
intra-group business only. SLAs have been established between SC Re and the Group to establish
clear lines of responsibility, to allow continuous monitoring of this risk. Following the sale of Sompo
Canopius Group, the SLA’s will be reviewed with respect to content and scope, given the new
strategic focus.
There is a risk of rating agency downgrade for SC Re as evidenced by the fact that both A.M. Best
and S&P have put SC Re’s rating on watch with negative outlook. The negative outlook is driven by
the lowered strategic importance of SC Re within the Canopius Group and the end of the continued
parental support from Sompo at closing of the MBO transaction.
4.7.1 Emerging risk
SC Re operates within an ever-changing business environment, which is influenced by many factors.
This environment may affect the current and future risk profile of SC Re and certain issues may be
significant but may not yet be fully understood. Emerging risks currently being monitored for SC Re
include:
IFRS 17 – Changes to international accounting standards effective for balance sheets opening as
early as 1 January 2020. Changes in regulation are considered to be significant and will require a
complex implementation project. A cross functional working group has been established to ensure
appropriate application across the group.
Climate Change – Links have been identified between rising temperatures and the frequency and
intensity of extreme weather. This could have implications for the accuracy of Catastrophe Risk
SC Re I FCR 2018
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models. We continue to review external vender models and the latest scientific research to inform our
own Canopius view of risk.
Cloud Risk Accumulation – Increased reliance on cloud services potentially poses a threat from an
underwriting standpoint. It is possible that a single event could lead to considerable losses in business
interruption and liability policies. This is being actively monitored by the Exposure Management team
and “Cloud Service Provider Hack” has been added to the 2018 list of scenarios.
GDPR – General Data Protection Regulation will apply in the EU from 25 May 2018. The regulation
places an increased number of requirements to organisations to demonstrate data protection
compliance and high fines for non-compliance could apply. Given the nature of SC Re’s business and
future strategy, GDPR is considered a low risk but the Group Data Protection Officer is leading a
project across the whole Group to implement all new regulatory requirements, where applicable.
Marine Aggregation – Value concentrations in marine insurance are at an all-time high due to
increased foreign trade volumes and vessel sizes. Explosions in the port of Tianjin highlight how
difficult it is to calculate aggregations in this market. There is an opportunity to make use of
technology to understand the tail risk. Lloyd’s Realistic Disaster Scenarios were updated in 2016 to
include two new marine scenarios. Cambridge Centre for Risk Studies partnered with Lloyd’s
Innovation to review these scenarios and found that they were appropriate given the marine
landscape. We will continue to monitor potential exposures.

5 E. Valuation
5.1

Assets

5.1.1 Value of Assets by Asset Class
The value of assets by asset class as at 31/12/2017 is:
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*The Total Assets on the Statutory Balance Sheet is $765.9m. Following the encumbering of $349.6m of assets at FAL, the
total amount is brought to $416.3m
** The DAC is removed from the market consistent balance sheet

Summary assets movements:

.

5.1.2 Valuation Basis, Methods and Key Assumptions
All SC Re assets are measured at their fair value. All cash and short-term deposits with an original
maturity of three months or less are considered as cash equivalents and valued at cost which
approximates their fair value.
Market Value of SC Re Investment assets is CHF 572.6m (USD 587.6m) which is 76.7% of Total
Assets Market Value. 39.7% of investments are held in Fixed income Bonds, 32.7% invested in
various Funds and 25.2% in securitized assets:
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Market Value ($ '000s) Market Value (%)

Loans
Governement Bonds
Corporate Bonds
Investment Funds
Structured products
Instruments
Asset-backed securities (ABS)
Total Investments

13,734
155,903
77,496
192,302
70,009
0
78,170
587,614

2.3%
26.5%
13.2%
32.7%
11.9%
0.0%
13.3%
100.0%

5.1.3 Quantitative and Qualitative Explanatory Notes
Investment assets are measured under SCO (Swiss Code of Obligations) for statutory accounts on an
amortised cost basis and therefore for the Mark to Market balance sheet adjustments have been
made to the value of Investment assets removing the effect of amortisation and adding Unrealised
Gains, the balancing entry was made to the value of the Retained Earnings.
Deferred Acquisition Costs were removed from market consistent balance sheet in line with SST
guidelines. A 10% margin was added to the market consistent claims provision to allow for Risk
Margin and Liability Adequacy Test.

5.2 Value of Provisions for Insurance Obligations
Provisions for insurance obligations of SC Re consist of intra-group run-off business and open market
business. As at 01/01/2018 the reinsurance contracts covering the reserves of Syndicate 4444 and
CUS were commuted and so have been excluded from these Provisions. The reinsurance contracts
covering the reserves of Syndicate 958 are due to be commuted during Q2 and therefore included
within these Provisions. The overview of the claims provisions as of 01/01/2018 per business is as
follows:
Claims Provisions
Intra-group Lloyd's quote share (958)
Intra-group Quota share from Canopius US
CRL Direct
Direct business reserves
Total

Gross
46.4
3.4
134.2
184.0

RI

Net
0.2
0.2

46.4
3.4
134.1
183.9

The gross and net of outward reinsurance estimates of the reserves per line of business as at
01/01/2018 are summarised below.
Net Provisions
Property
General Liability
Marine, Aviation and Transport
Motor
Financial Loss
Income Protection and Medical Expenses
Total

Intra-group
Canopius US
(CUS)
-

Intra - group
CRL direct
3.4
3.4

Intra-group
Lloyds
Direct Business
(958)
5.0
120.7
36.2
4.1
3.0
1.6
9.2
0.4
0.2
134.1
46.4

Total
129.1
40.3
3.0
10.8
0.4
0.2
183.9

5.2.1 Unearned Premium Reserves

Unearned Premium Reserves
Intra-group Lloyd's quote share (958)
Intra-group Canopius US
Direct business
Total

Gross
0.1
17.8
17.9

RI

Net
-

0.1
17.8
17.9

As at 01/01/2018 (excludes Syndicate 4444)

There is CHF 17.4m (USD 17.8m) of unearned premium from open market direct business written
during 2017 and a small amount from the intra group contracts.
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5.2.2 Other technical provisions
There are no other technical provisions being held for SC Re.

5.3

Valuation Basis, Methods and Key Assumptions

The gross ultimate claims can be split into four main categories: non-event claims, event claims,
catastrophe load in respect of unearned exposures (catastrophe load) and specific IBNR, which could
be in respect of known large losses or known un-entered reserves. The non-event claims have been
projected using chain ladder projections on both paid and incurred figures. In some cases, for more
developed years, we have used the current attritional incurred claims to date (ITD) as the ultimate.
For less developed years, an Incurred Bornhuetter-Ferguson (IBF) method has been used; the initial
expected ultimate loss ratio (IEULR) is selected by giving consideration to the ultimate loss ratios
(ULR) for prior years of account (YOA) and to the trends in both premium rates and claims inflation.
Specific IBNRs are provided by the claims department. These are discussed with the relevant
underwriters, actuarial reserving team and SC Re’s responsible actuary.
The outward reinsurance premiums and recoveries as estimated are then subtracted from gross to
derive the net premiums and claims respectively.

5.4

Quantitative and Qualitative Explanatory Notes

The basis of the calculation of the technical provisions is best estimate. This means there is no
margin or additional reserves being held in association with the SC Re business. The calculation is
derived according to SC Re’s best view at the time of reserves estimation. To arrive at the market
consistent value of the reserves, the best estimate reserves are discounted using unpaid loss
reserves projected cash flows (payment patterns) and appropriate zero-coupon bond yield curves
from the FINMA.
The technical provisions are calculated on a gross and net of outward reinsurance basis.
The total initial reserves modelled are CHF 179.2m (USD 183.9m) undiscounted and CHF 167.6m
(USD 172m) on a discounted basis (vs CHF 174.7m and CHF 169.4m in 2017).
For the Market Value Margin SC Re uses the FINMA standard model with the following equation:
𝑀𝑀𝑎𝑎𝑟𝑟𝑘𝑘𝑒𝑒𝑡𝑡 𝑉𝑉𝑎𝑎𝑙𝑙𝑢𝑢𝑒𝑒 𝑀𝑀𝑎𝑎𝑟𝑟𝑔𝑔𝑖𝑖𝑛𝑛=𝐶𝐶𝑜𝑜𝑠𝑠𝑡𝑡 𝑜𝑜𝑓𝑓 𝐶𝐶𝑎𝑎𝑝𝑝𝑖𝑖𝑡𝑡𝑎𝑎𝑙𝑙 𝑥𝑥Σ[𝑇𝑇𝑎𝑎𝑟𝑟𝑔𝑔𝑒𝑒𝑡𝑡𝐶𝐶𝑎𝑎𝑝𝑝𝑖𝑖𝑡𝑡𝑎𝑎𝑙𝑙(𝑡𝑡)𝑟𝑟𝑢𝑢𝑛𝑛𝑜𝑜𝑓𝑓𝑓𝑓 𝑥𝑥 1(1+𝑟𝑟𝑡𝑡)𝑡𝑡]𝑇𝑇𝑡𝑡=1
Where Target Capital(t)runoff is the 1-year SST Target Capital for year t, which captures the run-off
risk. The 𝑟𝑟𝑡𝑡 term is the risk free yield at time t.
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6 F. Capital Management
6.1

Goals, Strategy and Time Horizon for Capital Planning

SC Re maintains a high level of capital adequacy, which fully satisfies its regulatory and rating capital
requirements. The capital structure has been designed to deliver a strong investment return whilst
maintaining liquidity and financial flexibility in order to achieve management’s underwriting,
investment and strategic plans.
SC Re is domiciled in Switzerland and regulated by FINMA. As such, at least once a year SC Re is
required to provide FINMA with SST calculation to demonstrate its capital strength. The SST
calculation measures a (re)insurance company’s risks in order to define the minimum amount of
capital, which must be maintained. The ratio of available capital (‘Risk Bearing Capital’) to the capital
requirement (‘Target Capital’) must at all times be equal to or greater than 100%. SC Re’s SST Ratio
is 134.6% (123.4% restated 1 December 2017). The current information about solvency (RBC, TC) is
identical to the information which it was submitted to FINMA and is still subject to regulatory audit.
SC Re currently maintains a branch office in Bermuda. The branch offices in Singapore and US have
been closed before year end 2017. These branch offices were not considered separate legal entities
for regulatory purposes. The SST calculation and ratio set out above are inclusive of the risks and
capital of this branch. There are no applicable local capital requirements in Bermuda. However, the
Bermudan branch maintains the majority of the surplus assets of SC Re and, as a result, is highly
solvent.
SC Re, both by itself and through its parent company, continually monitors the level of capital
adequacy of the Swiss company and its branch. If at any time management, believe there will be
deterioration in SC Re’s capital which would negatively affect its capital adequacy or ability to meet its
regulatory and rating capital requirements, they will reduce the level of risk in their underwriting,
investment and strategic plans.

6.2 Structure, Level and Quality of the Equity Capital
The equity is composed by the share capital, legal capital reserves, legal retained earnings, voluntary
retained earnings and organisational fund. The shareholders equity of CHF 100’000’000 is composed
by 100’000’000 at a nominal value of CHF 1.

6.3 Material Changes
The main changes in the equity are:
1) Recognition of the loss
2) Compensation of the conversion difference
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6.4 Quantitative and Qualitative Explanatory Notes
The total discrepancy between the equity capital reported in the annual report and the difference
between the assets and liabilities based on a market-consistent valuation, as used for solvency
purposes amounts to CHF 20.8m (USD 21.4m):
Investment assets are measured under SCO for statutory accounts on an amortised cost basis and
therefore for the Mark to Market balance sheet adjustments have been made to the value of
Investment assets removing the effect of amortisation and adding Unrealised Gains, the balancing
entry was made to the value of the Retained Earnings. The net result is not significant.
Deferred Acquisition Costs (CHF -4.0m) were removed from market consistent balance sheet in line
with SST guidelines. A 10% margin CHF 18.3m (USD 18.8m) was added to the market consistent
claims provision to allow for Risk Margin and Liability Adequacy Test.
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7 G. Solvency
The 2018 SST ratio for CRe has been calculated at 134.6%.
As can been seen in the table below this is the result of 2 offsetting movements. Firstly, further CRe
assets were placed at Funds at Lloyds (FAL) for S4444 which reduced the RBC down to $108.8m and
the TC for 2018 was recalculated for 2018 and reduced considerably from $300.8m to $83.4m. Given
the 2017 Target Capital (TC) remained unchanged the SST ratio reduced to 123.4% (as notified to
FINMA). Then further SC Re assets were placed at FAL for S4444 which reduced the RBC down to
CHF 106.0m (USD 108.8m) and the TC for 2018 was calculated and reduced considerably from CHF
293.1m (USD 300.8m) to CHF 81.3m (USD 83.4m).

Risk-Bearing Capital, Target Capital and SST ratios (RBC-RM)/(TC-RM), ($m)

Despite the considerable reduction the SST ratio is still at a comfortable level. The high SST ratio of
333.9% for 2016 was due to the first year of operation where excess capital had been provided to
allow flexibility to achieve a best case plan.
The outcome of 2018 SST ratio is the result of the agreed sale of Canopius Group, management has
determined that the strategic purpose of SC Re has changed and that the entity will cease
underwriting open market reinsurance business at the end of 2017 and commence underwriting
reinsurance of other Canopius Group entities, specifically Flectat. The group reinsurance
arrangement is a 60% quota share of Flectat with a maximum exposure equal to a 60% share of the
Flectat undiversified Lloyd’s ECA requirement This has been accounted for in the SST by reducing
the RBC by the maximum exposure. The TC is unaffected by this reinsurance arrangement.
The current information about solvency (RBC, TC) is identical to the information which it was
submitted to FINMA and is still subject to regulatory audit.

7.1 Solvency Model
SC Re uses FINMA’s standard model for Reinsurance, StandRe, for the calculation of the Insurance
risk element of the target capital for the SST in 2018. The StandRe model for SC Re only captures the
reserving risk as all modelled business was written in previous underwriting years.
A standard model is used for aggregation of Insurance risk with other risk elements.
The FINMA standard model methodology and parameterisation is used to quantify Market Risk for SC
Re’s SST Target Capital. This is appropriate because the asset and liability portfolios held by SC Re
are fairly simple and their risk drivers are straightforward. With the SST standard model approach, SC
Re’s Market Risk is estimated by applying the various shocks specified by FINMA to each of the
securities held in the portfolio.

7.2 Target Capital
The TC is comprised of an insurance risk expected shortfall of CHF 61.3m (USD 62.9m), driven by
Treaty Property Reserve Risk, a standalone Market Risk element of CHF 12.6m (USD 12.9m), mostly
driven by sensitivities to USD interest rates and spread risk, an expected profit of CHF 0.8m (USD
0.8m), only from investment income as no written business, non-RI Credit Risk of CHF 9.7m (USD
9.9m) and a Market Value Margin of CHF 9.8m (USD 10.1m).
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Break down of TC ($m)

The TC decrease of CHF 211.8m (USD 217.3m) is due to the decrease in insurance risk of CHF
209.4m (USD 214.9m) driven by massively reduced catastrophe exposure as no new business was
written in 2018.
Other notable changes include:
•
•
•

reduced Market Risk (as assets reduced to cover FAL)
a reduction in the expected result of CHF 6.4m (USD 6.6m)
o CHF 5.1m (USD 5.2m) of technical result as no business written in 2018
Market Value Margin decreased CHF 1.9m (USD 2.0m)

7.2.1 Market Risk and Insurance Risk
On a standalone basis reserving risk has an expected shortfall of CHF 59.5m (USD 61.1m) which is
driven by Treaty Property reserves on the 2017 US wind season. IE2 scenarios add another CHF
24.7m (USD 25.3m) of expected shortfall but this mostly diversifies with reserve risk which gives an
expected shortfall for insurance risk (reserving risk + IE2 scenarios) of CHF 61.3m (USD 62.9m).
Market risk has a standalone expected shortfall of CHF 12.6m (USD 12.9m) which diversifies away
with Insurance risk at a rate of 15% giving a combined Insurance and Market Risk of CHF 62.6m
(USD 64.2m). The financial results from underwriting and investments offset the shortfall by a mere
CHF 0.8m (USD 0.8m). The aggregation with the scenarios is not included as part of the StandRe
calculation. Non RI Credit Risk and the MVM increase the target capital by an additional CHF 19.7m
(USD 20.1m) which results in a target capital of CHF 81.2m (USD 83.4m).
Looking at the diversified components of the TC it can be seen that Insurance risk makes up 74% of
the total with Other Credit Risk making up most of the remaining.
On a diversified basis insurance risk has an expected shortfall of CHF 60.2m (USD 61.8m) which is
93% Reserve risk and 7% IE2 scenarios. Market risk makes up CHF 2.3m (USD 2.4m) of the TC
which is a 2.9%. The other elements of the TC are non-diversifying and are as above.

7.3 Risk-bearing capital
The RBC for SC Re as at 31/12/2017 is CHF 106.0m (USD 108.8m) (vs CHF 496.7m at 31/12/2016).
This is made up of total assets of CHF 401.7m (USD 412.2m), less total liabilities of CHF 293.8m
(USD 301.5m), less a further CHF 1.3m (USD 1.4m) of deductions for intangible assets.
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Overview of the Economic Balance sheet
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0
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Investments
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Cash

Accruals and deferrals

Tangible fixed assets

The RBC has reduced by CHF 390.6m (USD 400.9m) due to a CHF 85.6 (USD 87.8m) increase in
liabilities mostly following the 2017 US windstorm season as well as a CHF 306m (USD 314m)
reduction in assets mostly due to placements to FAL.
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Appendix
A. Auditor Report and Financial Statements
B. Performance Solo RV 2017
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Financial situation report: quantitative template "Performance
Solo Reinsurance"
Currency: USD
Amounts stated in millions

Personal
accident

Total

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

Gross premiums
Reinsurers' share of gross premiums
Premiums for own account (1 + 2)
Change in unearned premium reserves
Reinsurers' share of change in unearned premium reserves
Premiums earned for own account (3 + 4 + 5)
Other income from insurance business
Total income from underwriting business (6 + 7)
Payments for insurance claims (gross)
Reinsurers' share of payments for insurance claims
Change in technical provisions
Reinsurers' share of change in technical provisions
Change in technical provisions for unit-linked life insurance
Expenses for insurance claims for own account (9 + 10 + 11 + 12 + 13)
Acquisition and administration expenses
Reinsurers' share of acquisition and administration expenses
Acquisition and administration expenses for own account (15 + 16)
Other underwriting expenses for own account
Total expenses from underwriting business (14 + 17 + 18) (non-life
insurance only)
Investment income
Investment expenses
Net investment income (20 + 21)
Capital and interest income from unit-linked life insurance
Other financial income
Other financial expenses
Operating result (8 + 14 + 17 + 18 + 22 + 23 + 24 + 25)
Interest expenses for interest-bearing liabilities
Other income
Other expenses
Extraordinary income/expenses
Profit / loss before taxes (26 + 27 + 28 + 29 + 30)
Direct taxes
Profit / loss (31 + 32)
(As the amounts are stated in USD, currency translation amount loss in CHF
is missing)

Reporting
year
107.8
10.7
97.1
2.9
94.2
94.2
62.1
78.9
0.1
- 140.9
18.5
-

-

-

Health

Motor

Reporting Reporting Reporting
year
year
year
2.6
1.7
1.7
2.6
0.3
0.1
2.3
1.8
2.3
1.8
0.9
3.2
1.2
0.1
1.0
4.4
0.1
0.1

Marine,
aviation,
transport
Reporting
year
0.2
0.2
1.6
1.4
1.4
8.1
6.6
0.1
1.4
0.8

Property
Reporting
year
92.9
10.6
82.3
6.5
75.8
75.8
30.2
- 101.9
0.1
- 132.0
14.5

Casualty Miscellaneous
Reporting
year
18.9
0.1
18.8
0.7
19.5
19.5
18.6
16.9
0.1
1.8
3.5

-

-

-

Reporting
year
2.9
2.9
0.9
2.0
2.0
1.1
0.8
0.3
0.5

-

0.1
-

-

-

0.1 -

0.8 -

14.5 -

3.5
-

0.5
-

159.4 20.0
7.6
12.4
0.2
0.2
52.8
1.8
13.9
69.1
0.4
69.5

1.1

-

-

4.5 -

2.2 -

146.5 -

5.3

0.2

Financial situation report: quantitative template "Market-consistent Balance Sheet Solo"

Currency: USD
Amounts stated in
millions
Ref. date
previous period

Market-consistent value of
investments

Market-consistent value of
other assets

Real estate
Shareholdings
Fixed-income securities
Loans
Mortgages
Equities
Other investments
Collective investment schemes
Alternative investments
Other investments
Total investments
Financial investments from unit-linked life insurance
Receivables from derivative financial instruments
Cash and cash equivalents
Receivables from insurance business
Other receivables
Other assets
Total other assets

Total market-consistent value
Total market-consistent value of assets
of assets

Adjustments
Ref. date
previous period reporting year

0
0
273.7
13.7
0
0
276.3
142.4
0
133.9
563.7
0
0.8
56.1
98.2
1.5
5.6
7.1

0.0
0.0
-40.3
0.0
0.0
15.7
48.4
34.1
0.0
14.3
23.8
0.0
-0.8
-21.8
31.6
0.0
0.1
0.1

0
0
233.4
13.7
0
15.7
324.7
176.5
0
148.2
587.5
0
0
34.3
129.8
1.5
5.7
7.2

725.9

32.9

758.8

0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

0.0
-196.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
-17.7

0.0
-43.4
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
-51.6

0.0
-239.4
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
-69.3

-213.7

-95.0

-308.7

512.2

-62.1

450.1

Best estimate of provisions for insurance liabilities

Best estimate liabilities (BEL)

Direct insurance: life insurance business (excluding ALV)
Direct insurance: non-life insurance business
Direct insurance: health insurance business
Direct insurance: unit-linked life insurance business
Direct insurance: other business
Outward reinsurance: life insurance business (excluding ALV)
Outward reinsurance: non-life insurance business
Outward reinsurance: health insurance business
Outward reinsurance: unit-linked life insurance business
Outward reinsurance: other business
Reinsurers' share of best estimate of provisions for insurance liabilities

Market-consistent value of
other liabilities

Total BEL plus marketconsistent value of other
liabilities

Direct insurance: life insurance business (excluding ALV)
Direct insurance: non-life insurance business
Direct insurance: health insurance business
Direct insurance: unit-linked life insurance business
Direct insurance: other business
Outward reinsurance: life insurance business (excluding ALV)
Outward reinsurance: non-life insurance business
Outward reinsurance: health insurance business
Outward reinsurance: unit-linked life insurance business
Outward reinsurance: other business
Non-technical provisions
Interest-bearing liabilities
Liabilities from derivative financial instruments
Deposits retained on ceded reinsurance
Liabilities from insurance business
Other liabilities
Total BEL plus market-consistent value of other liabilities

Market-consistent value of assets minus total from BEL plus marketconsistent value of other liabilities

Financial situation report: quantitative template
"Solvency Solo"

Currency: USD
Amounts stated in
millions
Ref. date previous
period
in USD millions

Derivation of
RBC

Derivation of
target capital

SST ratio

Market-consistent value of assets minus total
from best estimate liabilities plus marketconsistent value of other liabilities
Deductions
Core capital
Supplementary capital
RBC

509.7
0.0
509.7
0.0
509.7

Adjustments previous
period
in USD millions

-400.9

Ref. date reporting
year
in USD millions

108.8
108.8
108.8

Underwriting risk
Market risk
Diversification effects
Credit risk
Risk margin and other effects on target capital
Target capital

Ref. date previous Adjustments previous
Ref. date reporting
period
period
year
in USD millions
in USD millions
in USD millions
302.9
62.9
31.6
12.9
-54.9
11.6
15.6
9.9
5.6
9.3
300.8 217.4
83.4

RBC-RM / TC-RM

Ref. date previous Adjustments previous
period
period
in %
in %
172.4 37.8

Ref. date reporting
year
in %
134.6

