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Citadel Reinsurance Company Limited 

Financial Condition Report 
For year ending December 31, 2017 

 
Executive Summary 
 
The purpose of this Financial Condition Report is to satisfy the public disclosure requirements of the Insurance 
(Public Disclosure) Rules 2015 and Section 30 of Insurance (Group Supervision) Rules 2011 (collectively, the 

Rules) in respect of Citadel Reinsurance Company Limited (“Citadel” or “the Company”), a reinsurance 
company registered in Bermuda.  The elements of the disclosure relate to business performance, governance, 
risk profile, solvency and capital management. 
 
Both the Company, as a standalone entity, and the Citadel group of companies (“Group”), performed well 

during the year ended 31 December 2017.  The Company and Group’s recorded profits after tax for the year, 
per the audited Consolidated financial statements prepared in accordance with US generally accepted 
accounting principles (GAAP), are $23k (2016 loss $1,587k) and $3,571k (2016 loss $3,425k) respectively.  
Profits were derived primarily from strong underwriting performance and the sale of the renewal rights to 
future business from the Group’s workers compensation insurer, Great Falls Insurance Company.  

 
As at 31 December 2017, the Company has Statutory economic capital and surplus of $23,258k (2016: 
$20,408k) compared to the Enhanced Capital Requirements and Target Capital Levels of $10,100k (2016: 
$10,447k) and $12,120k (2016 $12,536k) respectively. The final amount of the solvency capital requirement 

remains subject to supervisory assessment.  The Company intends to maintain the substantial buffer over the 
solvency capital requirements over the coming 12 months to 31 December 2018 via retained profits, with 
strong focus on underwriting discipline and expense control. As such, the Company continues to seek 

opportunities which offer a good return on solvency capital. 
 

The governance and risk frameworks of the Company are detailed further in this report. There have 
been no significant changes in the reporting period.  
 

The Company 

Citadel Reinsurance Company Limited was incorporated in Bermuda on January 4, 1984, and licensed as a Class 
3A Insurer by the Bermuda Monetary Authority (“BMA”) on January 1, 2009, to write all classes of general 
business insurance and reinsurance.   The Company shall not write “long-term business” without obtaining the 
prior approval of the BMA. 

1. BUSINESS AND PERFORMANCE 

a. Name of Insurer 
Citadel Reinsurance Company Limited 

b. Supervisors 

Insurance Supervisor  
Bermuda Monetary Authority  
BMA House  
43 Victoria Street, Hamilton  
Bermuda 
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c. Group Supervisor 

The US insurance affiliates owned by the Company or its affiliates are supervised by USA State insurance 
regulators as determined by the State in which the US affiliate is domiciled.  The UK affiliate, CRS UK 
Limited, is regulated by the UK insurance regulator. 
 

d. Approved Auditor 

Statutory and GAAP Reporting  
KPMG Audit Limited 
Crown House 
4 Par-la-Ville Road 
Hamilton HM 08 

 

e. Bermuda Ownership Details 
The Company’s ultimate parent company is Sirius International Limited, a company domiciled in Bermuda. 
 

Group Structure 

The organisation chart below provides details of the Company in the Group structure. 

 

f. Insurance Business Written by Business Segment and by Geographical Region 
 

The Company carries on treaty and excess of loss reinsurance property and casualty liability business, 
assuming risks from a number of international insurance markets.   
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The business written by the two main general insurance affiliates within the Group is: 

i. American Millennium Insurance Company (“AMIC”) writes US Commercial Automobile Liability 
business principally in New Jersey and by Texas based producers, and  
 

ii. Great Falls Insurance Company (“GFIC”) wrote US Workers Compensation and Employers 
Liability business in Maine and New Hampshire until 18 September 2017.   GFIC sold the rights to 
write new and renewed business from 18 September 2017 to Eastern Insurance Alliance 
Company and effectively entered run-off from this date. 

(reported in thousand US dollars) 

Group Premium Written by Business Segment for the Reporting Period   

 Gross Premium Written  Net Premium Written 
Line of Business 2017 2016  2017 2016 
Property 299 95  299 95 
Credit / Surety 1,128 849  1,128 849 
US Casualty 66,666 70,805  22,235 20,667 
International Motor 243 250  243 250 
International Casualty Non-Motor 133 11  134 11 

 68,469 72,010  24,039 21,872 
 

Group Net Premium Written by Geographical Region for the Reporting Period   

 Net Premium Written   
Region 2017 2016    
Europe 1,559 814    
Central America / Caribbean 243 300    
USA 22,237 20,758    

 24,039 21,872    
 

g. Performance of Group Investments & Material Income & Expenses for the Reporting Period 
 

 Balance1 
($000’s) 

% Return  Balance1 
 ($000’s) 

% Return 

Investment Type 2017 2017  2016 2016 
Equities : Common Stocks 1,853 7.0%  2,187 6.3% 
Equities : Preferred Stocks 3,030 7.1%  7,267 6.4% 
Bonds and Debentures 21,991 4.5%  19,628 4.5% 
US Government Agency Mortgage-
backed securities 

2,590 2.7% 
 

4,364 3.2% 

 29,464 4.8%  33,446 4.8% 
 

1   Investments are valued at Market Value and consistent with the EBS valuations 
 
Performance of Investments for the Reporting Period 
 
The Group primarily invests in quoted equities, high investment grade government and corporate 
bonds, and cash funds.  The Mortgage-backed securities are securities with Government National 
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Mortgage Association, Federal Home Loan Mortgage Corporation and Federal National Mortgage 
Association.   Approximately 16 % (2016: 20%) of funds allocated for investment purposes were held in 
cash funds throughout 2017 and these are included within Cash and cash equivalents in the Group’s 
Financial Statements.   

The Group covers it technical provisions with investment grade fixed income securities or cash 
equivalents, and includes a conservative buffer in the event of a material adverse development of 
technical provisions.   The balance of the portfolio includes more speculative investments to maximize 
returns while preserving sufficient capital to take advantage of growth opportunities.    Investment 
returns have continued to be volatile in 2017 and interest rates remain at depressed levels.  
Nevertheless the Group was able to generate an overall return of between 4.0% and 5.0% throughout 
the year on investments which was within the Group’s target range. 
 
Material income and expenses for the Reporting Period 
 

The Group’s main revenue source is premiums and although insurance and reinsurance rates continue 
to be under pressure, overall premiums written in 2017 were maintained at similar levels to the 
previous year.    AMIC consolidated the successful expansion of its business into the southern US states, 
primarily Texas, following the introduction of three managing general agents in 2016.  GFIC had 
continued to successfully expand its core Maine workers compensation business into New Hampshire, 
until September 2017, at which point it sold all future renewal rights to Eastern Alliance Insurance 
Company. 

The acquisition of AMIC in 2011 was a strategic investment as the Company sought to transition from 
its dependence on London market reinsurance operations towards being a balanced insurance and 
reinsurance operation.   AMIC was making significant net operating losses in 2011 and the business 
required significant re-engineering and growth of its then New Jersey-based business to turn around its 
fortunes.   Whilst the Group’s retention of most of AMIC’s written premium in the initial turnaround 
years meant that it bore much of the brunt of the underwriting losses during this period, the benefits of 
the substantial efforts of the management team are now clearly being realized.   The expansion into 
new US states during 2016 and introduction of 80% reinsurance of all new business to non-affiliates 
including Lloyds syndicates, represents an exciting but controlled new chapter in AMIC’s development.  

Since commencing operations in 2011, GFIC has grown consistently to the point where the operation 
has sufficient premium volume to achieve consistent profits.  2017 was GFIC’s third consecutive 
profitable year and the second in which it had been able to achieve profits in each quarter.  With the 
commencement of operations in New Hampshire, GFIC was well positioned for the future and it came 
as no surprise that it had become an attractive acquisition proposition.    

The Group continues to grow its revenue from providing insurance fronting, administration and support 
services, and this remains a key element of the strategy going forward, offering a risk- free income 
platform to offset general and administration expenses.   Other Income was maintained at $4.55m 
(excluding GFIC sale of renewal rights) in 2017 from $4.59m in 2016.   

The Group’s 2016 acquisitions of controlling interests in affiliates Citadel Management Bermuda 
Limited and Cedar Consulting, LLC has strengthened the Group’s capabilities for captive management 
and niche service offerings and both entities had productive years.  Revenues increased and the 
groundwork laid for the commencement of operations of the Group’s new affiliate, Citadel Tennessee 
Captive Insurance Company. 



5 

 

The substantial $10.04m turnaround in the Group’s result in 2017 – Profit before tax $6.72m (2016 Loss 
before tax - $3.28m) is largely due to the profitability of new and renewed business written across the 
Group over the past three years and the significantly reduced impact of the legacy of the US 
commercial auto liability business.    The outworking and deterioration of AMIC’s 2012 to mid-2014 
underwriting years and a USA commercial trucking automobile liability quota share reinsurance written 
by Citadel Reinsurance Company Limited between August 2012 and May 2014 continues to be felt but 
on a much reduced scale. The tangible benefits achieved from all the positive steps taken over the past 
four years are clear to see and provide considerable optimism for the Group’s future.    

Where applicable, the offsetting benefit from sliding scale commissions is recognised in the financial 
statements.   The Group’s claims provisions are reviewed by professional and independent external 
actuaries, and are consistent with the mid-range of ultimate loss ratios as determined by them. 

 
(reported in thousand US dollars) 
 

     

Expense Type 2017 2016    
Claims expense 18,841 20,888    
Net commissions and other acquisition (income) expenses (2,043) (3,873)    
General & Administrative expenses 12,081 12,446    
Foreign exchange (gains) losses (175) 82    

Total expenses1 28,704 29,543    
 

1  per Consolidated financial statements prepared in accordance with US GAAP. 

h. Any Other Material Information 
No other material information to report. 

2. GOVERNANCE STRUCTURE 
The Company has established the governance structure as outlined below taking into consideration the 
principle of proportionality and other such factors including the relationship between the Company, its 
ceding insurers and the parties insured, as well as the characteristics and volume of business written.  

The governance structure is commensurate with the nature, scale and low level of complexity of the 
Company, but is established to: 

• Ensure the enterprise risk management is maintained at high standards 

• Ensure the business is operating in an efficient and effective manner; and  

• Align control procedures for affiliates within the organisation based on the risk they carry. 

a. Board and Senior Executive 

i. Board and Senior Executive Structure, role, responsibilities and segregation of responsibilities 
The Board is responsible for providing strategic direction and ensuring appropriate governance practices 
are in place to represent the interests of the shareholders.  The Chief Executive Officer and other Officers 
of the Company are responsible for day-to-day management and executing the strategic direction.   The 
Board has approved the Delegation of Authority policy which articulates the respective roles and extent of 
delegated responsibilities. 
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ii. Remuneration Policy 
The Company has no direct employees.  The Company has engaged Citadel Management Bermuda 
Limited as its insurance manager to provide management services.  The Directors remuneration for 2017 
was $0 (2016 $0).  

iii. Pension or Early Retirement Schemes for Members, Board and Senior Employees 
None. 

iv. Shareholder Controllers, Persons who Exercise Significant Influence, the Board or Senior Executive 
Material Transactions 

None 

b. Fitness and Proprietary Requirements 

i. Fit and Proper Process in assessing the Board and Senior Executive 
The Company appoints members of the Board based on the individual’s expertise and work experiences 
as well as professional judgement and recommendations from third parties.   The parent’s representative 
on the Board plays an active role in the affairs of the Company and is able to assess the fitness and 
propriety of fellow board members, controllers, officers and third party service providers.  Due to the 
specific nature and scale of the Company’s operations, formal documentation of this process is not 
considered necessary. 

ii. Board and Senior Executives Professional Qualifications, Skills and Expertise 
Each Board member and senior executive has significant experience in the insurance industry, as well as 
in their respective fields, to provide the level of knowledge and expertise required to carry out their roles 
and responsibilities. 

Below are details of the Company’s Board and Senior Executives' qualifications, skills and expertise: 

Board 
 
Anthony B. Weller 
Anthony (Tony) Weller is a Director, President and Chief Executive Officer of the Company.  He is a 
Chartered Accountant of the Institute of Chartered Accountants in Australia and New Zealand,  and 
worked for Coopers & Lybrand (now PwC) in both Sydney and Perth, and then as a partner in Fogarty 
Weller Chartered Accountants in Perth, West Australia.   Tony joined the Citadel Reinsurance group in 
2001 and has played an instrumental role in guiding the strategy and operations of the parent and 
international affiliates within the group.   He is also Chairman of GAGA, Goodwill and Growth in Africa, a 
charity registered in the United Kingdom. 
 
Michael Frith 
Michael Frith is director in the corporate department in the Bermuda office of Conyers Dill & Pearman. 
His practice includes all aspects of Bermuda corporate law, with a particular focus on insurance regulatory 
and transactional matters. His experience encompasses all aspects of the insurance/reinsurance and ILS 
industry in Bermuda, including: new insurance incorporations (captives, commercial insurers, special 
purpose insurers), equity and debt financings of insurers and insurance groups, including private 
placements, listed debt offerings, IPOs.  Michael trained as a solicitor in London before being admitted to 
the Bar in Bermuda in 2003.   He is a standing member of the Insurance Advisory Committee, advising the 
Bermuda Ministry of Finance on matters relating to the Bermuda insurance industry, and serves on the 
Bermuda Employment Tribunal.  
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Thomas R McMahon  
Thomas (Tom) R McMahon is President of Citadel Management Bermuda Limited (”CMB”) (formerly 
Cedar Management Limited), which acts as Citadel’s Principal Representative and Insurance Manager.  
Tom graduated with Honours as a Bachelor of Commerce from University College Galway, Ireland in 1983 
and is a Fellow of the Institute of Chartered Accountants in Ireland. He worked for Coopers & Lybrand and 
ACE Limited in Bermuda before joining CNA Risk Services Ltd (CRS) in 1994.   Tom was part of 
management buy-out of CRS in 2005. Tom has considerable experience of the Bermuda insurance market, 
with particular expertise in the establishment and management of single parent, group and Segregated 
Account Company captives. He is also a past President of the Bermuda Insurance Management 
Association. 
 
Michael Larkin  
Michael (Mick) Larkin is a Director of Citadel Reinsurance Company Limited and Vice President of CMB, 
which acts as Citadel’s Principal Representative and Insurance Manager in Bermuda. Mick is a Fellow of 
the Institute of Chartered Accountants in Ireland and holder of a Bermuda Insurance Institute Diploma. 
He moved to Bermuda in 1988 and worked for Ernst & Young and Highland Fidelity Limited before joining 
Cedar in 1999. He has 27 years’ experience of accounting, audit, financial and management in Bermuda 
with particular focus on rent-a-captives, single parents and Segregated Account companies. 
 

V       Senior Executives 
 

Richard Wilkins   Chief Financial Officer 
Richard is primarily responsible for managing the financial risks of the Citadel Risk group. His current 
responsibilities include economic strategy and forecasting, treasury duties, presentation and reporting of 
the Group’s financial information, enterprise risk management and liaison with regulators and rating 
agencies.   Richard qualified as a Chartered Accountant with the Institute of Chartered Accountants in 
England and Wales in 1987, and worked in PwC’s specialist insurance and risk management practices in 
London, Sydney and South-East Asia before joining the Citadel Reinsurance Group in 2013.   Richard has 
been involved with the insurance and reinsurance industry in the London and worldwide markets for over 
30 years. He has an extensive assurance and consulting background, working with many successful and 
distressed multi-nationals and small to medium insurers.  
 
Conyers Corporate Services (Bermuda) Limited  - Company Secretary 
 
Consultants  
The Company contracts with CRS UK Limited to provide underwriting, claims management, risk 
management and business development services. 
 
Committees 
There are no formal Committees of the Board, with all Directors participating in the Board’s 
considerations. 
 

c. Risk Management and Solvency Self-Assessment 
The Company Risk Management and Solvency Self-Assessment process as outlined below takes into 
consideration the principle of proportionality and the volume of business written. The Risk Management 
and Solvency Self-Assessment processes are commensurate with the nature, scale and low level of 
complexity of the Company. 
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i. Risk Management Process & Procedures to Identify, Measure, Manage and Report on Risk Exposures 
The assessment of risks is a key component of the Group’s Enterprise Risk Management Policy.  The 
policy, the Group’s 2017 to 2019 business vision and strategy, the supporting Group Enterprise Risk 
Management Handbook, Risk Appetite and Risk Tolerance statements were prepared and approved by 
the Board in April 2018.  

The Company’s risk management framework establishes a seven stage continuous and systematic 
approach to assessing risk exposures: 

Stage 1: Preparation – Determine context  :  focused on defining the business environment within which 
the entity undertaking the risk assessment operates, providing context for the assessment and the criteria 
against which risks will be assessed later in the process. 

Stage 2: Risk identification :  uncovering the material risks that could affect the financial position or 
objectives of the organisation.  The Board and senior management consider categories of risks that align 
to those risk categories considered in the Bermuda regulatory capital model, and collectively identify risks 
to the overall business.  

Stage 3: Risk analysis :   understanding the root causes and factors that contribute to the occurrence of 
risks and making an evaluation of the likelihood of occurrence and financial and non-financial impacts of 
risks, and the overall risk rating.  It relies on assessment tools developed to provide a consistent way to 
evaluate and rate risks across specified dimensions (eg solvency, liquidity etc). Only risks considered 
material to the business are collected in the Risk Register. 

Stage 4: Risk evaluation :  evaluating the residual risk (the risk remaining after the existing controls 
implemented by management to mitigate the risk) to determine whether further actions are required to 
mitigate the risk further and the desired tolerance (target) level of risk. 

Stage 5: Risk treatment :  determining risk treatment strategies that can be applied to mitigate risks.  

Stage 6: Risk monitoring  : focused on monitoring risks to ensure that they remain within tolerable levels.  

Stage 7: Risk reporting : risk events are reported by management as and when they occur, and are 
considered at the appropriate level of management and to the Board.   The risk profile of the organisation 
as a whole is reported annually. 

ii. Risk Management and Solvency Self-Assessment Systems Implementation 
In accordance with the Group’s Enterprise Risk Management Policy and the Insurance Code of Conduct 
(“Code”) requirements, a complete assessment of the Company’s material risks was completed during 
2018 by the Board of Directors.   The plan to roll out the risk management strategy was formally 
approved by the Board in April 2018.   

 
iii. Relationship Between Solvency Self-Assessment, Solvency Needs & Capital, and Risk Management 

Due to the nature, scale and limited complexity of the Company’s operations, the Board relies upon the 
Bermuda Regulatory capital model for purposes of determining its Solvency Self-Assessment capital 
requirements. 

iv. Solvency Self-Assessment Approval Process  
The Company’s Solvency Self-Assessment Report is prepared through a collaborative effort between the 
Chief Executive Officer, the Chief Financial Officer and CMB. 
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d. Internal Controls 

i. Internal Control System 
The Company has systems, processes and procedures to ensure that data and reporting is reliable, 
organizational policies are adhered to and adequate security measures are implemented.    The Company 
has engaged CMB to manage the affairs of the Company and places reliance upon the internal control 
system operating at CMB. 

ii. Compliance Function 
The compliance function is executed under the direction of the Board of Directors of the Company. 
Compliance directives are applied to the Company as appropriate after considering the concept of 
proportionality. 

e. Internal Audit 
Due to the nature and scale of the Company’s current operations, the Company relies upon the external 
auditors to fulfill the role of the internal audit function.   Officers of the company and its affiliates 
periodically form targeted reviews on key risk areas across the Group. 

f. Actuarial Function 
The Company has engaged Epsilon Actuarial Solutions, LLC as the actuary and Loss Reserve Specialist for 
the Company, AMIC and GFIC.    Senior management across the Group initially determine the insurance 
technical provisions (including premium and loss and loss expenses best estimates, and the risk margin), 
which the actuary and Loss Reserve Specialist independently reviews, monitors and makes 
recommendations on. 

g. Outsourcing 

i. Outsourcing Policy and Key Functions that have been Outsourced 
As the Company has no direct employees, the key functions are overseen by the Directors, and by Mr 
Tony Weller in his duel capacity as Director and Chief Executive Officer, but are performed by affiliates 
and third parties. 

The Company has contracted with CMB, an affiliate and Bermuda insurance management company 
specializing in the management of insurance companies. CMB is licensed and approved by the Bermuda 
Monetary Authority (“the Authority”) to provide management services to the Company and to act as the 
Company’s Principal Representative. 
 
The Company has contracted with Epsilon Actuarial Solutions, LLC to provide actuarial services to the 
Company and to act as the Company’s Loss Reserve Specialist.   Epsilon Actuarial Solutions, LLC is 
approved by the Bermuda Monetary Authority (“the Authority”).    
 

ii. Material Intra-Group Outsourcing  
See (i) above. 

h. Other Material Information 
No other material information to report. 

3. RISK PROFILE 

a. Material Risks the Insurer is Exposed to During the Reporting Period 

The Company’s main risk categories are as follows: 
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• Insurance Risk – the risk of loss arising from inadequate pricing or of adverse change in the value 
of insurance liabilities due to inadequate reserve setting assumptions. 

• Market Risk – the risk of loss or of adverse change in the financial situation resulting, directly or 
indirectly, from fluctuations in the level and volatility of market prices of financial instruments. 

• Credit Risk – the risk of loss or of adverse change in the financial situation, resulting from the 
deterioration of the credit quality of an issuer of a financial instrument or a counterparty in a 
reinsurance contract. 

• Operational Risk – the risk of loss arising from inadequate or failed internal processes, personnel 
or systems, or from external events. 

• Liquidity Risk – the risk of not been able to meet obligations when obligations come due, due to a 
lack of sufficient liquid assets or the inability of selling assets without incurring significant losses 
or the difficulty of raising capital when needed. 

• Strategic Risk – the risk of loss arising from the adverse effect of management decisions on both 
business strategies and their execution, as well as from unexpected changes in environmental 
trends that damages the operating economics of the business. 

There was no significant increase in these risks during 2017. 

b. Risk Mitigation in the Organization 
The Company controls risk through a variety of means but ultimately risks are reported and monitored by 
the senior executive and officers of the Company and affiliates,   with which the Board of Directors is 
closely involved with.  Adherence to the Company’s underwriting and investment guidelines are closely 
monitored by the Chief Executive Officer, Chief Financial Officer and Board of Directors. 

c. Material Risk Concentrations 
The Company’s investment guidelines address concentrations within the investment portfolio. 

The Group is conscious of the concentration of its underwriting programs and focus on commercial 
automobile liability insurance.  The diversification of the geographic sourcing of this line of business into 
different US States, increased reinsurance of this line and the expansion of non- underwriting risk 
business has been considered when establishing where additional capital is to be deployed. 

d. Investment in Assets in Accordance With the Prudent Person Principles of the Code of Conduct 
The Company’s investment portfolio is managed internally by the Chief Executive Officer and Chief 
Financial Officer in accordance with the Company’s investment guidelines and following advice sought 
from professional, third party investment managers.  The Investment Adviser reports monthly on market 
trends and the performance of the Company’s investment portfolios for which they are responsible. 

The primary use of the Company’s cash is to pay policyholder obligations and, thereafter, to meet working 
capital requirements for day-to-day operations. As a result, on an overall basis, investment decisions 
attempt to satisfy the following criteria:  

• Preservation of principal  

• Maintenance of appropriate liquidity reasonably sufficient to meet the known, and 
potentially unanticipated, cash requirements  

• Maximize total return given applicable constraints. 

Portfolios in general are managed on a total return basis within applicable legal, regulatory, and business 
constraints. The portfolio management process includes both business and economic inputs that are 
analyzed as part of the overall investment framework. Duration, yield and the liability cash flow 
characteristics are key evaluation inputs taken into consideration when making investment decisions. 
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Liquidity and marketability of the overall portfolio are important attributes that facilitate timely 
availability of cash to meet business needs. Portfolio liquidity will be maintained such that reasonably 
expected cash flow needs can be satisfied with minimal disruption to the investment portfolio. 

There is no substitute for acting prudently, which requires that investment personnel always act with an 
appropriate amount of care and in the best interests of the Company in the management of its 
investment portfolio.  Consistent and constant awareness of the condition of the marketplace and the 
safety of the Company’s investments is required. 

e. Stress Testing and Sensitivity Analysis to Assess Material Risks 

Interest Rate Risk 

The Company external investment manager monitors sensitivity to interest rate changes by revaluing 
financial assets and liabilities using a variety of different interest rates.  

Active management of market risk is integral to operations. The Company’s manager may change the 
character of future investments purchased or sold to manage exposure to market risk within defined 
tolerance ranges. 

Underwriting Risk Exposures 

The Company monitors sensitivity for events that can lead to material losses across the portfolio. 

Credit Risk 

The Company’s reinsurance receivables and funds held by ceding reinsurers are reviewed to assess the 
likelihood and potential impact of a counterparty’s inability to make payments in accordance with the 
contractual terms. 
 

4. SOLVENCY VALUATION 

a. Valuation Bases, Assumptions and Methods to Derive the Value of Each Asset Class 
The Company has used the valuation principles outlined by the Bermuda Monetary Authority’s “Guidance 
Note for Statutory Reporting Regime” for the reporting period’s statutory filing. 

The fair value principles used for assets are as follows: 

• Cash and cash equivalents – include cash held in banks, money market funds and other short-
term deposits having maturities within three months of the date of purchase. The fair value of 
these holdings is determined by using mark to market principles. 

• Fixed income securities – are valued in accordance with mark to market principles where possible 
or quoted market prices in active markets for similar assets with adjustments to reflect 
differences if mark to market valuation is not possible. 

• Premium receivable and funds held by ceding reinsurers – are recorded at fair value 

b. Valuation Bases, Assumptions and Methods to Derive the Value of Technical Provisions 
Insurance technical provisions are calculated as follows: 

i) Nominal Best Estimate of the Loss Reserves less;  

ii) Discount in the Best Estimate of the Loss Reserves plus;  

iii) The Unearned Premium Reserve plus; 

iv) Bound but Not Incepted Business  plus; 

v) A risk margin 
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The Nominal Best Estimate of the Loss Reserves is calculated using United States Generally Accepted 

Accounting Principles (US GAAP) as a starting point and includes a provision for Events Not in Data (ENID) 

and estimation of future run-off expenses.     

The key areas of uncertainty around technical provisions include - 

• estimation of reported outstanding loss reserves – while information about claims is generally 

available, assessing the cost of settling the claim is subject to some uncertainty. 

• estimation of the losses relating to claims which have been incurred but not reported (“IBNR”) – 

this is generally subject to a greater degree of uncertainty than estimating reserves for reported 

claims since the nature of the claims is not known at the time of reserving.  

• estimating a provision for events not in data (ENID) is subject to uncertainty as the events being 

reserved have not been observed 

• Run-off expenses – the estimation of the change in expense base for run-off of the Company is 

inherently uncertain due to the estimations around the period of the runoff, base costs and 

inflation. 

The Discount in the Best Estimate of the Loss Reserves is calculated based on the best estimate of the 

projected cash flows and a risk free yield curve prescribed by the Bermuda Monetary Authority. 

The Unearned Premium Reserve is the product of the Unearned Premium on a US GAAP basis, the 

expected loss ratio and the expected expense ratio.  The Unearned Premium Reserve is discounted for 

the time value of money based on the expected payout pattern and a risk free yield curve prescribed by 

the Bermuda Monetary Authority. 

The Bound But Not Incepted Premium (“BBNI”) technical provision is the product of premium bound but 

not incepted at December 31, 2017 times the expected ultimate loss and future expense ratios. The BBNI 

is discounted for the time value of money using projected cash flows and the risk free yield curve 

prescribed by the Bermuda Monetary Authority.  The Company has gross BBNI of $3,933,318 at 

December 31, 2017 ($7,220,624 at December 31, 2016).   Claims estimated on the BBNI are uncertain as 

the claims have not yet been incurred, but are expected to be incurred on the business written by the 

Group. 

The risk margin is calculated using a cost of capital approach and a risk free yield curve prescribed by the 

Bermuda Monetary Authority.  The risk margin considers the uncertainty inherent to the estimation of 

the Discounted Nominal Best Estimate of the Loss Reserves (“Reserve Risk”), the risk inherent to the 

collectability of ceded reinsurance (“Default Risk Charge”), the risk inherent to the operations of the 

Company (“Operational Risk Charge”) and the favorable impact of diversification. 

At December 31, 2017, the total Technical Provisions amounted to $29,266,185 (2016: $29,187,907) per 

the EBS accounts and comprised: 

 2017 2016 

Best Estimate Loss and Loss Expense Provision, net of reinsurance  $ 25,449,404 $ 27,659,107 

Best Estimate Premium Provision, net of reinsurance $   2,568,900 $    (998,639) 

Risk Margin  $   1,247,881. $   2,527,439. 
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c. Description of Recoverables from Reinsurance Contracts 
Refer to the Company’s General Purpose Financial Statements for the years ended December 31, 2017 
and 2016.  

d. Valuation Bases, Assumptions and Methods to Derive the Value of Other Liabilities 
Similar to the valuation principles for assets, the Company’s liabilities follow the valuations principles 
outlined by the Bermuda Monetary Authority’s “Guidance Note for Statutory Reporting Regime” which 
values liabilities at a fair value basis. All Other Liabilities are valued in accordance with US GAAP. 

e. Any Other Material Information 
No additional material information to report.  

 

5. CAPITAL MANAGEMENT 

a. Eligible Capital 

i. Capital Management Policy and Process for Capital Needs, How Capital is Managed and Material 
Changes During the Reporting Period 

 
The primary capital management objectives of the Company are to maintain a strong capital base to 
support the development of its business and to meet regulatory requirements at all times. 

However due to the nature, scale and limited complexity of the Company’s operations, the Company’s 
Board does not currently have a formal capital management process in place. The Board has discussed the 
capital and surplus of the Company and considers that the net worth of the Company is adequate for the 
risks currently assumed and the overall strategic goals of the Company. For the purpose of determining 
Commercial Insurer’s Solvency Self-Assessment (CISSA) Capital, the Board relies upon the current 
Bermuda Regulatory capital model. 

Eligible Capital Categorised by Tiers in Accordance with the Eligible Capital Rules. 

All of the Company’s capital at December 31, 2017 was categorized as follows: 

Expressed in $’000   

Tier 1  $23,258 Capital Stock and Contributed Surplus 

 
ii. Eligible Capital Categorized by Tiers in Accordance to the Eligible Capital Rules Used to Meet ECR and 

MSM Requirements of the Insurance Act  
At the end of the reporting period, the Company’s eligible Capital for its Minimum Margin of solvency 
(MSM) and Enhanced Capital Requirements (ECR) was categorized as follows: 

Expressed in $’000 Minimum Margin of 
Solvency 

Enhanced Capital 
Requirement 

Tier 1  23,258 23,258 

iii. Confirmation of Eligible Capital That is Subject to Transitional Arrangements  
Not applicable 
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iv. Identification of Any Factors Affecting Encumbrances on the Availability and Transferability of Capital to 
Meet the ECR  
Not applicable. 

v. Identification of Ancillary Capital Instruments Approved by the Authority  
Not applicable. 

vi. Identification of Differences in Shareholder’s Equity as Stated in the Financial Statements Versus the 
Available Capital and Surplus  
The difference between the Shareholder’s Equity of $22,460,000 at December 31, 2017 ($18,365,000 at 
December 31, 2016)  as shown in the Consolidated financial statements prepared in accordance with US 
generally accepted accounting principles, and the Available Capital of $23,258,000 (2016:  $20,369,000) 
determined in accordance with the Eligible Capital Rules relates to: 

 2017 2016  
 $000 $000  
Valuation of all securities at market value (70) (499)  
Net impact of valuation of General Business Insurance Technical 
Provisions 3,093 4,799 

 

    
Non-allowable assets for Available Capital purposes    
Goodwill (2,180) (2,180)  
Prepayments (45) (77)  
Net of Deposit assets (encumbered) and Deposit liabilities 0 (39)  

Total difference between Shareholder’s Equity (GAAP) and 
Available Capital determined under Eligible Capital Rules 

798 2,004  

 

b. Regulatory capital requirements  

i. ECR and MSM Requirements at the End of the Reporting Period  
At the end of the reporting period, the Company’s regulatory capital requirements were assessed as 
follows: 

 
Expressed in $’000 Minimum Margin of 

Solvency 
Enhanced Capital 

Requirement 

Requirement  2,525 10,100 

 
ii.  Identification of Any Non-Compliance with the MSM and the ECR  

The Company was compliant with the MSM and ECR requirements at the end of the reporting period. 

iii. A Description of the Amount and Circumstances Surrounding the Non-Compliance, the Remedial 
Measures and Their Effectiveness  

Not applicable. 
 

iv. Where the Non-Compliance is not Resolved, a Description of the Amount of the Non-Compliance  

Not applicable. 
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c. Approved Internal Capital Model  

i. Description of the Purpose and Scope of the Business and Risk Areas Where the Internal Model is Used  

The Company has not applied to have an internal capital model approved to determine regulatory 
capital requirements. 
 

ii. Where a Partial Internal Model is Used, Description of the Integration with the BSCR Model 

Not applicable. 

iii. Description of Methods Used in the Internal Model to Calculate the ECR 

Not applicable. 

iv. Description of Aggregation Methodologies and Diversification Effects 

Not applicable. 

v. Description of the Main Differences in the Methods and Assumptions Used for the Risk Areas in the 
Internal Model Versus the BSCR Model 

Not applicable. 

vi. Description of the Nature & Suitability of the Data Used in the Internal Model 

Not applicable. 

vii. Any Other Material Information 

Not applicable.  

6. SUBSEQUENT EVENTS  
 
None. 

 


