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About this document  

The purpose of the Solvency and Financial Condition Report1 (“SFCR”) is to provide qualitative 
and quantitative information on StarStone Insurance SE’s  (“the Company”, “SISE” or 
“StarStone”) business and performance, system of governance, risk profile, valuation for 
solvency purposes and capital management together with standardised Quantitative 
Reporting Templates (“QRTs”).  The SFCR has been prepared based on the requirements and 
principles of Article 35 of the Directive 2009/138/EC of the European Parliament and of the 
Council of 25 November 2009 on the taking-up and pursuit of the business of Insurance and 
Reinsurance commonly referred to as the Solvency II (“SII”) Directive as implemented in 
Liechtenstein and the Solvency II Regulations and Guidelines.  The SFCR provides stakeholders 
with additional information over and above that contained in the annual financial 
statements. 
 
The 2019 SFCR was initially due to be published on 7 April 2020. Due to the outbreak of the 
coronavirus pandemic (“Covid-19”), European Insurance and Occupational Pensions 
Authority (“EIOPA”) issued recommendations to the supervisory authorities to extend the 
deadlines for Solvency II annual reporting in their “Recommendations on Supervisory Flexibility 
Regarding the Deadline of Supervisory Reporting and Public Disclosure – Coronavirus/Covid-
19” publication on 20 March 2020. The Financial Market Authority of Liechtenstein (“FMA”) 
has adopted the recommendation and split the annual Solvency II reporting into two parts. 
 
Part 1 were submitted on 21 April 2020 
The following QRTs and Covid-19 Impact Statement were published and submitted by the 
Company on 21 April 2020. 
 

 S.01.01 – Content of the Submission  
 S.01.02 – Basic Information 
 S.02.01 – Balance Sheet 
 S.23.01 – Own Funds 
 S.25.01 – Solvency Capital Requirement (“SCR”) Calculations 

 
Part 2 due on 2 June 2020 
Part 2 of the submission comprises of a Board approved SFCR and the full set of QRTs. 
 
The quantitative data presented in this report is presented in United States Dollars (“USD”) 
which is the Company’s functional and reporting currency. 
 
This report is unaudited. However, the Company’s Solvency II balance sheet included in this 
report is audited.  

 

 
1 The numbers presented in this document may contain rounding differences to the quantitative reporting 
templates submitted to the regulator 
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Company Information 

Registered Office 
Zollstrasse 82 
9494 Schaan 
Liechtenstein 
 
Company Registered Number 
FL-0002.546.357-6 
 
Company Regulator 
Financial Market Authority  
Landstrasse 109, 9490 Vaduz,  
Liechtenstein 
 
Group Supervisor 
Bermuda Monetary Authority  
43 Victoria Street 
Hamilton, PO Box 2447  
Bermuda 
 
External Auditors 
KPMG (Liechtenstein) AG 
Aeulestrasse 2 
9490 Vaduz 
Liechtentein  
 

  



  

SISE Solvency Financial Condition Report  5 

Statement of Directors’ Responsibility 
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Summary  

Background 
SISE is authorised by the FMA to underwrite non-life insurance classes in Liechtenstein and 
through its branches in the United Kingdom, Italy, France, Germany, Switzerland and 
Netherlands. The Company is owned by two companies: StarStone Insurance Bermuda 
Limited (“SIBL”) with 73.74% of the total share capital (ordinary and preference shares) and 
StarStone Finance Limited (“SFL”) with 26.26% of the total share capital. SIBL owns 100% of the 
ordinary share capital. The shares owned by SFL are non-voting preference shares and 
therefore SIBL has 100% of the voting rights. SFL is a wholly owned subsidiary of SIBL. SIBL is a 
wholly owned subsidiary of StarStone Specialty Holdings Limited ("SSHL") which is, in turn, wholly 
owned by North Bay Holdings Limited ("North Bay"). Enstar Group Limited ("Enstar") has a 
58.98% equity interest, Trident V funds ("Trident V") managed by Stone Point Capital LLC 
("Stone Point") and also a shareholder of Enstar has a 39.32% equity interest and Dowling 
Capital Partners ("Dowling") has a 1.70% equity interest in North Bay. SISE is consolidated into 
Enstar.  
 
Covid-19 Pandemic 
EIOPA-BoS-20/236 states that insurance undertakings should consider the Covid-19 
coronavirus pandemic as a “major development” as referred to in article 54(1) in the 
Solvency II Directive and publish any appropriate information on the effect of Covid-19 in the 
published information, at the same time of publication of the information referring to the year-
end occurring on 31 December 2019 or after. The disclosure below sets out this information in 
respect of SISE as at the date of approval of the SFCR. 
 
As the implications of Covid-19 are indicative of conditions that arose after the reporting 
period end, it is a subsequent event that does not give rise to any adjustments in either the 
2019 financial performance or the capital position as at 31 December 2019. 
 
Covid-19 socio-economic impact  
On 11 March 2020, the World Health Organization declared Covid-19 a pandemic, due to its 
rapid spread throughout the world. Most governments are taking restrictive measures to 
contain the spread of the virus and the situation is also significantly affecting the global 
economy, due to the interruption or slowdown of supply chains and the substantial increase 
in economic impact and uncertainty, evidenced by an increase in the volatility of asset 
prices, exchange rates and a decrease in long-term interest rates. 
 
Covid-19 impact on the Company  
In response to the outbreak of Covid-19 the Company has successfully implemented its 
Business Continuity Plan (“BCP”) with all staff working from home with minimal disruption to its 
day-to-day operations for customers. The Covid-19 is a pandemic event that is not clearly 
timebound nor limited to direct consequences that are easily quantifiable due to the 
unprecedented nature. As a result, the exposure estimates continue to be assessed on an 
ongoing basis and remains judgemental. The impact on the Company’s financial and capital 
position to date has been limited due to the Whole Account intragroup reinsurance 
arrangement with SIBL and the conservative investment strategy. The impact on the Solvency 
II ratio is limited and the solvency position remained within the target operating zone, as 
specified by our Capital Management Framework. 
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Business and Performance 
The principal activity of the Company is the underwriting of specialty insurance and 
reinsurance business. The Company offers a broad range of insurance products from large 
multi-national through to small and middle-market clients around the world through its 
European branch network.  
 
The Company has generated a net profit for the year of $2.8m (2018: Loss $11.1m) which is 
primarily driven by the Company’s favourable investment performance.  
 
The Company’s gross written premiums have reduced by 12% from prior year, as expected, 
to $222.6m (2018: $251.8m), mainly due to underwriting actions to remediate and discontinue 
certain lines of business mainly impacting the Fire and other damage to property. This is a 
result of the focus on underwriting discipline, pricing adequacy and pricing for profitability 
rather than scale. 
 
Despite the decline in gross written premium, there was a favourable increase in net earned 
premium from the prior year. This is driven by the run-off of the Whole Account quota share 
with Kayla Re Ltd (“KaylaRe”) and also a change in the Company’s internal reinsurance 
programme with its parent company, SIBL in which the ceding rate reduced from 90% to 80% 
with effect from 1 January 2019.  
 
Section A sets out further details about the Company’s business structure, key operations and 
financial performance over the reporting period. 
 
Systems of Governance 
The Company is a specialty insurance provider and the system of governance operates and 
is maintained to meet the requirements of the nature, scale and complexity of these activities.  
 
The Board of Directors (“Verwaltungsrat”) and the Management Board (“Geschäftsleitung”) 
of the Company comprises a combination of executives, non-executives and independent 
non-executives. All executives are selected on the basis of their skills, competence and 
experience.  
 
The company has identified the following Key Functions in accordance with Solvency II 
requirements and Liechtenstein law: Risk Management, Compliance, Internal Audit and 
Actuarial Functions. The respective Key Function Holders are all approved by the regulator in 
their function and have been assessed to be Fit and Proper (F&P). 

 
It is the responsibility of the key function owners to maintain the appropriate policy and 
procedures documentation which incorporate the function’s responsibilities for operations, 
risk management, internal control, internal audit, outsourcing (where relevant) and reporting.  
All governance documentation is reviewed regularly by either an executive committee or 
the Board according to its nature.  
 
Section B provides a more detailed overview of the Company’s systems of governance. The 
Company’s IT infrastructure supports all of its key functions. 
 
There have been no significant changes to the Company’s systems of governance during the 
year. Changes in the directors of the business are outlined in Section A.1.4.  
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Risk Profile 
The Company operates an Enterprise Risk Management (“ERM”) Framework which explicitly 
aligns risk measurement with capital in order to provide a consistent approach for the 
separate risks and allows the risk profile to be the driver of the solvency and any own 
economic capital requirement.   
 
The Company’s business model and risk profile has not materially changed over the reporting 
period. The distribution of the Company’s quantifiable risks, as reflected in the SCR, is as 
follows:  
 
Standard Formula Risk Categories 2019 2018 
$000 % % 
Market risk 19% 39% 
Counterparty default risk 32% 20% 
Non-life underwriting risk 29% 24% 
Health underwriting risk 2% 0% 
Operational Risk 18% 17% 
Total 100% 100% 

 
The Company considers that the key risk and uncertainties relate to underwriting, market and 
credit risk.   
 
Section C provides further details of the risks which the Company is exposed and how we 
measure, monitor, manage and mitigate these risks, including any changes in the year to our 
risk exposures.  
 
Valuation for solvency purposes  
Solvency II requires a market- consistent approach to the valuation of assets and liabilities. A 
number of assets and liabilities require different valuation methods to those used in the 
financial statements which are prepared in conformity with the Liechtenstein Generally 
Accepted Accounting Principles (“LIE GAAP"). 
 
The valuation differences are summarised as follows: 
 
Valuation Differences 

2019 2018 
$000 

Assets   

Investments 2,577 16 

Reinsurance recoverable (48,982) (70,004) 
   

Liabilities   

Technical provisions (16,410) (54,913) 

Any other liabilities - 468 
   

Total Valuation Differences (29,995) (15,543) 
 
There have been no material changes in the recognition and valuation bases for assets and 
liabilities under Solvency II over the reporting period. 
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Section D includes information on the valuation basis adopted for each class of assets and 
liabilities and also provides an explanation of valuation differences arising when moving from 
the valuation basis used in the Company’s financial statements to the Solvency II valuation 
basis. 
 
Capital Management 
The Company currently uses the standard formula as prescribed by the Solvency II Delegated 
Acts to assess its ability to meet its regulatory capital obligations under normal and stressed 
conditions.  
 
The Company’s solvency position as at 31 December 2019 and the prior year is as follows: 
 
SISE Solvency Position 

2019 2018 
$000 

Eligible Own Funds to meet the SCR 191,950 203,635 

SCR 78,269 78,765 
   

Solvency Surplus  113,681 124,870 

Ratio of Own funds to SCR 245% 259% 

 
The SCR has decreased by $0.5m since 31 December 2018. While this is materially unchanged, 
there have been movement in underlying sub-risk categories. In particular, insurance risk and 
credit risk have increased which is offset by a decrease in market risk.  
 
The Company’s Own Funds eligible to meet the SCR measured on a Solvency II valuation 
basis decreased to $191.9m (2018: $203.6m). The main reason for the decrease is movements 
in the technical provisions offset by the net profit for the year after tax. 
 
The Company maintains sufficient capital to exceed both the SCR and the Minimum Capital 
Requirement (“MCR”). 
 
There have been no material changes to the Company’s capital management approach 
during the reporting period and there were no instances of non-compliance with the SCR or 
MCR. 
 
Section E includes further details of the Company’s Own Funds and SCR. 
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Section A Business and Performance 

A.1 Business 

A.1.1 Company Information 

SISE is a European public company incorporated in Liechtenstein. SISE has two shareholders:  
StarStone Insurance Bermuda Limited (“SIBL”) with 73.74% of the total share capital (ordinary 
and preference shares) and StarStone Finance Limited (“SFL”) with 26.26% of the total share 
capital. SIBL owns 100% of the ordinary share capital. The shares owned by SFL are non-voting 
preference shares and therefore SIBL has 100% of the voting rights. SFL is a wholly owned 
subsidiary of SIBL. The smallest higher group of companies of which group accounts are drawn 
up and of which this Company is a member of is SIBL.  
 
The StarStone group of companies which comprises of SIBL and its subsidiaries including the 
Company (“the Group”) is consolidated into Enstar (majority shareholder). Enstar has three 
main reportable segments (i) Non-life Run-off, (ii) Atrium, and (iii) StarStone. Further details of 
the Enstar Group and its operations and entities are available at www.enstargroup.com. 
 
The Company supervisor is the Financial Market Authority (“FMA”), Landstrasse 109, 9490 
Vaduz, Liechtenstein. 
 
The Company’s immediate parent (SIBL) and ultimate parent (Enstar) Supervisor is the 
Bermudan Monetary Authority (“BMA”), BMA House, 43 Victoria Street, Hamilton, Bermuda.  
 
The Company’s external auditor is KPMG (Liechtenstein) AG, Aeulestrasse 2, 9490 Vaduz, 
Liechtenstein.  
 
The Company’s financial statements and SFCR are available on the StarStone website: 
www.starstone.com/financial-reports 
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A.1.2 Legal Structure 

The Company’s ownership structure and the Company’s position within the overall StarStone 
group structure2 is as follows: 

  

A.1.3 Business 
The principal activity of the Company is the underwriting of specialty insurance and 
reinsurance business. The main lines of business written are: Marine (Hull, Cargo and Liability), 
Property (Construction and Offshore Energy), Casualty (Directors and Officers, Professional 
Indemnity and Accident and Health) and Aviation (Airlines and Aviation Products). The 
Company writes insurance and reinsurance business on a licensed and non-admitted basis 
in a number of countries both outside of the European Economic Area (“EEA”) and through 
Freedom of Services in the EEA. 

 

 
2 StarStone US Services, Inc: This Company was merged with StarStone US Intermediaries, Inc. in 2020 and StarStone 
US Intermediaries, Inc. is the surviving company. 
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The Company is licensed to underwrite the following classes: 

Class 1: Accident 
Class 2  Sickness/Health 
Class 3:  Land Vehicles (other than rolling stock) 
Class 4: Railway rolling stock 
Class 5: Aircraft 
Class 6:  Ships (sea, lake, river and canal vessels)  
Class 7:  Goods in Transit 
Class 8:  Fire and Natural forces 
Class 9: Other damage to property 
Class 11: Aircraft Liability 
Class 12: Marine/Vessel Liability 
Class 13: General Liability 
Class14: Credit 
Class 15: Suretyship 
Class 16: Miscellaneous Financial Loss 
Class 17: Legal Expenses 
 
The Company is part of StarStone group of companies. StarStone Group has 17 underwriting 
hubs world-wide spanning the Lloyd’s and London markets, Continental Europe and the U.S., 
StarStone Group delivers a diversified range of specialty insurance solutions across four 
segment groups:  
 

 Marine; 
 Aviation and Transport;  
 Specialty Lines; and  
 Casualty and Workers’ Compensation.   

StarStone Group draws on significant strategic and operational support from majority 
shareholders: Enstar Group, a global insurance organisation with more than $15 billion in 
assets, and Stone Point Capital LLC, a leading private equity firm, with more than $19 billion 
in aggregate committed capital. 
 

A.1.4 Key developments during the year 
Internal Reinsurance Arrangements 
Effective 1 January 2019, the intragroup reinsurance agreement has been signed with the 
Company’s immediate parent company, SIBL, at a cession rate of 80% for all continuing lines 
of business for the 2019 underwriting year (2018 underwriting year: 90%). 
 
Effective 1 October 2019, the Company’s immediate parent company entered an adverse 
development cover with a subsidiary of its ultimate parent company. Effective 1 October 
2019, the same parties entered into a separate reinsurance agreement that provides 100% 
reinsurance for the construction line of business subject to a combined aggregate limit. 
 
Effective 1 October 2019, the quota share agreement with SIBL has been endorsed to extend 
the economic benefits of this agreement to the Company.  
 
The Company has ceded 100% of its reserves for all its business and the unearned premium 
provision as at 30 September 2019 for the construction line of business to SIBL. 
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Brexit 
Following the EU Referendum in June 2016, pursuant to the exit process triggered under Article 
50 of the Treaty on European Union in March 2017 and the ratification of the withdrawal 
agreement by the UK government and the EU (through the Council of Ministers), the UK 
ceased to be a member of the EU and the EEA on 31 January 2020 (‘Brexit’) and entered a 
transition period, currently due to expire on 31 December 2020. During this transition period, 
the UK retains the benefits of membership of the EU’s internal market and the customs union 
but loses its representation in the EU’s institutions and its role in EU decision-making. 
 
The UK and EU are currently seeking to determine the terms of their future relationship by the 
end of the transition period, and the resulting economic, trading and legal relationships with 
both the EU and other counterparties currently remain unclear and subject to significant 
uncertainty. If the UK and EU do not agree a new comprehensive trade agreement by the 
end of the transition period and the transition period is not extended, then, subject to 
separate agreements being made with third countries, the UK would be expected to operate 
on basic World Trade Organization terms, the outcome of which for the Company would be 
similar in certain respects to a ‘no-deal’ Brexit, and which may result in, amongst others, loss 
of access to the EU single market for goods and services, the imposition of import duties and 
controls on trade between the UK and the EU and related trade disruption.  
 
The Company has worked on contingency arrangements to ensure that it will continue to be 
able to offer insurance to EU and UK customers through its network of branches in Continental 
Europe and London, in addition to authorise its UK branch as a Third Country Branch.  During 
2018, the Prudential Regulation Authority (“PRA”) announced a temporary permissions regime 
(“TPR”), that will apply in the absence of any Brexit agreement or extension. This TPR will allow 
EEA insurers to continue insurance business in the UK without an authorised branch, with 
permission until 31 December 2020. Permission will automatically be granted upon the receipt 
of the application for authorisation, which the Company submitted to the PRA in November 
2018.  The Company will continue to discuss these arrangements with the FMA and the PRA 
in the UK and awaits feedback on the third country branch application in due course.  As a 
result of the steps taken, the Company is confident that its future performance will not be 
materially impacted by Brexit. 
 
Organisational changes  
Chris Rash was appointed as a Director of the Board of Directors of the Company with effect 
from 14 January 2020 following receipt of regulatory approval.  
 
Richard Cowling, Gordon Walters, Jeroen Claesen and Jörg Raschke were appointed as 
Directors of the Management Board of the Company with effect from 31 March 2020. 
 
Disposals 
The Company entered into an agreement with underwriting platform elesco Limited to sell 
the renewal rights of its Zurich-based airlines and products portfolio. The Company continues 
to provide underwriting capacity to the airlines & products book, with $30.0m written during 
2019. 
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A.2 Underwriting Performance 

A.2.1 Underwriting performance by line of business 

The summary of underwriting performance below is presented in accordance with the 
Solvency II QRT S.05.01 Premiums, claims and expenses by line business. The numbers reported 
below are in accordance with LIE GAAP.  A more detailed analysis is provided in Appendix 1 
(QRT S.05.01). 
 

2019 
$000 

Medical 
expense 

Other 
motor 

Marine, 
aviation & 

transport 

Fire & other 
damage to 

property 

General 
liability 

Non-
prop. 

Property 
Total 

Gross Written Premium 5,542 19,427 98,150 50,863 45,663 2,983 222,629 
Net Written Premium 1,043 1,114 11,912 (8,314) 8,712 233 14,701 
Net Earned Premium 803 1,540 10,455 3,300 6,037 490 22,624 
Net Claims Incurred (441) 938 6,350 5,187 1,448 (178) 13,304 
Expenses (238) 407 6,833 (2,692) 7,662 (1,092) 10,880 
Underwriting profit/(loss) 1,483 194 (2,729) 805 (3,073) 1,760 (1,561) 
Investment Income       7,420 
Other income and expenses 
reported in the financial 
statements  

            (1,952) 

Total profit before tax for the 
period as reported in the Financial 
Statements  

            3,908 

                
Net Claims Ratio (55%) 61% 61% 157% 24% (36%) 59% 
Net Combined Ratio (85%) 87% 126% 76% 151% (259%) 108% 

 

2018 
$000 

Medical 
expense 

Other 
motor 

Marine, 
aviation & 
transport 

Fire & other 
damage to 

property 

General 
liability 

Non-
prop. 

Property 
Total 

Gross Written Premium 14,703 38,949 88,372 86,458 15,685 7,604 251,772 
Net Written Premium 1,265 3,350 7,601 7,436 1,349 654 21,655 
Net Earned Premium 1,105 2,392 6,947 6,962 1,552 490 19,447 
Net Claims Incurred 422 1,463 4,698 13,531 1,094 13 21,220 
Expenses 373 877 2,606 3,740 588 143 8,327 
Underwriting profit/(loss) 310 52 (357) (10,309) (130) 335 (10,100) 
Investment Income       781 
Other income and expenses 
reported in the financial statements  

            456 

Total profit/(loss) before tax for the 
period as reported in the Financial 
Statements  

            (8,863) 

                
Net Claims Ratio 38% 61% 68% 194% 71% 3% 109% 
Net Combined Ratio 72% 98% 105% 248% 108% 32% 152% 

 
Claims handling costs are included within expenses on the QRTs and the table above, in 
compliance with Solvency II reporting requirements, but are recognised in claims incurred in 
the financial statements.  
 
The underwriting result of the Company for the year was a net loss of $1.6m (2018: loss of 
$10.1m). This is mainly driven by claims incurred during the year, together with adverse prior 
year claim development for exited classes of business, notably within the  Fire and other 
damage to property insurance class (Construction Line of business) and the Marine, Aviation 
and Transport insurance class (particularly the Aviation lines of business). 
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The net combined ratio improved to 107% (2018: 152%) following a strategic review of the 
business.  The Company has undertaken a significant re-positioning of its underwriting portfolio 
to reflect market opportunities and achieve consistent underwriting profitability from its core 
lines of business, taking action to remediate certain lines and exiting non-performing lines of 
business. 
 
Gross written premiums decreased, as expected, to $222.6m (2018: $251.8m) due to exiting 
certain lines of business (Construction and Portfolio Solution classes of Fire and Other Damage 
to Property).   

A.2.2 Underwriting performance by geographical area 

The following information is presented in accordance with the QRT S.05.02 Premiums, claims 
and expenses by country which reports the home country and the top 5 geographical 
locations based on gross written premiums. ‘Others’ underwriting profit includes all other 
geographic locations not disclosed within the QRT S.05.02.  
 

2019 ($000) Liechtenstein UK 
United 
States 

Germany Netherlands France Other Total 

Gross Written Premium 15,559 79,852 27,053 23,716 19,533 18,613 38,303 222,629 
Net Written Premium 1,118 3,890 (9,432) 4,080 4,236 3,598 7,210 14,701 
Net Earned Premium 960 4,969 3,687 2,715 3,520 2,416 4,357 22,624 
Net Claims Incurred 76 724 1,505 5,051 (727) 1,940 4,736 13,304 
Expenses 690 3,352 1,851 840 839 664 2,644 10,880          

Underwriting profit/(loss) 195 893 330 (3,176) 3,409 (189) (3,023) (1,561) 

 

2018 ($000) Liechtenstein UK 
United 
States 

Germany Belgium France Other Total 

Gross Written Premium 634 33,779 79,229 15,249 19,018 11,105 92,757 251,772 
Net Written Premium 55 2,905 6,814 1,312 1,636 955 7,978 21,655 
Net Earned Premium 56 2,404 6,460 1,325 1,551 900 6,752 19,447 
Net Claims Incurred 0 5,062 1,927 645 987 654 11,946 21,220 
Expenses 24 1,029 2,766 567 664 386 2,891 8,327 
         
Underwriting profit/(loss) 32 (3,687) 1,767 112 (100) (139) (8,085) (10,100) 

 
The geographic composition of the portfolio from 2018 to 2019 in part reflects the impact of 
remediation action taken to exit certain branches and lines of business and the new internal 
reinsurance arrangement with SIBL.  
 
Notable action includes ceasing to write new business through the Milan and Zurich branches, 
which would have both contributed to the reduction in ‘Other’. In addition, 2018 was 
adversely impacted by the Ituango Dam loss within the Fire and other damage to property 
line of business.  
 
The growth in European Financial Lines business, primarily through branches in Cologne, 
Rotterdam and Paris, has driven the increase in Germany, the Netherlands and France 
respectively. 
 
As noted in Section 1.4, the Company entered into an internal reinsurance arrangement with 
SIBL to cede 100% of the construction line of business, including unearned premiums provision 
as at 30 September 2019. As a result, the ceded written premiums for certain geographical 
areas and lines of business are higher than gross written premium. Ceded premiums were 
recognised in 2019 with respect to gross written premiums recognised in the prior periods.  
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In addition, the mapping of the Company’s homogenous groups to Solvency II lines of 
business was refined for the period ended 31 December 2019 leading to some 
reclassifications between Solvency II lines of business and disclosures by geographical 
location. 

A.3 Investment Performance 

A.3.1 Investment income by asset class 

The Company’s investment income by Solvency II asset class3 is presented in the table below.  
 

Investment Income - 2019 
$000  

Interest 
Realised 

gains/losses 
Unrealised 

gains/losses 
Total 

Government Bonds 874 170 (265) 780 
Corporate Bonds 1,624 64 (1,202) 486 
Collateralised securities 769 (131) (613) 25 
Collective Investment Undertakings 314 2,329 1,303 3,946 
Cash and Cash equivalents 68 0 0 68 
Total 3,650 2,433 (777) 5,306 

 

Investment Income - 2018 
$000  

Interest 
Realised 

gains/losses 
Unrealised 

gains/losses 
Total 

Government Bonds 575 (654) 136  57 
Corporate Bonds 1,565 (383) (632) 550 
Collateralised securities 491 (250) (132) 110 
Collective Investment Undertakings 42 0  0 42 
Cash and Cash equivalents 29 0  0  29 
Total 2,703 (1,288) (627) 788 

 
There was an increase in investment income during the year compared to the prior year 
which was mainly driven by an increase in realised gains as a result of tightening credit 
spreads and a decrease in interest rates which reverse 2018 losses.  
 
The Company holds the majority of its investments in USD (64%), GBP (19%) and EUR (17%) 
denominated instruments and in the following proportions.  

 

 

 

 

 

 

 
3 The figures in the tables above are presented in accordance with the Solvency II QRT S.09.01 Income gains and 
losses in period. These are different to the figure presented in Section A2.1 due to the SII fair value adjusments.  
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Financial Investments 
$000 

2019 
SII Fair 
Value 

2019 
Proportion 

2018 
SII Fair 
Value 

2018 
Proportion 

Government bonds 55,026  27% 24,126  13% 
Corporate bonds 63,510  31% 45,429  24% 
Collateralised securities 24,702  12% 12,663  7% 
Collective Investments Undertakings 52,448  25% 69,557  37% 
Deposits other than cash equivalents - - 32  0%      
Total Investments 195,687  95% 151,807  82%      
Cash and Cash equivalents 10,801  5% 33,699  18%      
Total Cash and Investments 206,488  100% 185,506  100% 

 
The Company holds 27% of its investment in Government Bonds, 31% in Corporate Bonds and 
12% in securitised securities that are predominantly US Agency mortgaged-backed securities 
(issued by Federal National Mortgage Association (Fannie Mae), Government National 
Mortgage Association (Ginnie Mae), and (Freddie Mac). During the year the company 
decreased its investment in Collective Investment Undertakings which represents 25% of the 
total investment portfolio.  
 
Financial investments increased $43.9m during the year driven by increase in fixed maturity 
investments in government and corporate bonds. Cash balances reduced by $22.9m due to 
better cash management which was invested into Bonds.  

A.3.2 Gains and losses recognised directly in equity 

There were no investment gains or losses recognised directly in the Company’s equity. 

A.3.3 Securitised investments 

Securitised Investments 
$000 

2019 2019 2018 2018 
SII Fair 
Value 

Proportion 
SII Fair 
Value 

Proportion 

Fannie Mae 10,578 43% 4,739 37% 
Freddie Mac 6,473 26% 4,182 33% 
Ginnie Mae 7,316 30% 3,741 30% 
Other 335 1% -                              - 
Total Securitised Investments 24,702  100% 12,663  100% 

 
The majority of securitised investments are issued by US Government Sponsored Entities (GSEs), 
including Fannie Mae, Freddie Mac and Ginnie Mae. These securities hold a rating of AAA. 
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A.4 Performance of other activities 

A.4.1 Other material income and expenses incurred over the reporting period 

The Company reported a foreign exchange loss of $1.9m (2018: gain of $0.5m) due to 
changes in the value of the US dollar against other currencies. 

A.4.2 Leasing arrangements 

The Company leases various offices under non-cancellable operating lease agreements 
across Europe. The leases have varying terms, escalation clauses and renewal rights. The 
rental cost associated with operating leases is charged to the profit and loss account on a 
straight-line basis over the life of the lease. 
 
The operating lease payments recognised as an expense during the year are $0.4m. The 
Company has no significant lease agreements that include contingent rent. The Company 
has no material finance leases.  

A.5 Any other information 

There is no other material information to be disclosed.  
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Section B System of Governance 

B.1 General information on the System of Governance 

The Company’s system of governance is proportionate to the nature, scale and complexity 
of the company’s activities. The Company has a Board of Directors and Management Board 
comprised of a combination of executives, non-executives and independent non-
executives. All executives are selected on the basis of their skills, competence and 
experience.   
 
The SISE Board is ultimately responsible for the oversight of SISE’s performance and risk 
management. There is an established system of governance with defined segregation of 
duties and delegation of responsibilities to various committees reporting to the Board. 
 
The Board holds quarterly meetings and operates within established Terms of Reference. It is 
provided with appropriate and timely information to enable it to review business strategy, 
trading performance, business risks and opportunities, solvency and regulatory compliance. 
In the current Covid-19 environment, the Board meetings are held by 
videoconference/phone as permitted by the Articles of Association in exceptional 
circumstances and in line with EIOPA guidance as published by the FMA. 
 
The Board retains ultimate responsibility for all aspects of the operation of SISE. A number of 
matters are reserved specifically for decision by the Board. Other matters are delegated to 
the Management Board which reports directly to the Board and which is responsible for the 
day to day operation of the company. 

B.1.1 Governance Structure 

The StarStone International entities including the Company, delegate authority to the Group 
Executive Committee, which further delegates authority to the International Executive 
Leadership Team and the StarStone International Senior Management Team to focus on 
International operational matters. The StarStone Group Executive Committee delegates to 
Group Committees established to focus on particular areas with appropriate expertise (e.g. 
underwriting, claims and reserving). The Company also has a Management Group that 
reviews reporting, compliance matters for the Company.   
 
The Company delegates authority to the following Group Management Committees: 
 
StarStone Claims Committee: The Committee has delegated responsibility for claims oversight 
and management and establishes the claims philosophy, policies, procedures within the 
Company’s agreed risk appetite and risk tolerances, supported by the Risk Management and 
Compliance functions. 
 
StarStone Investment Committee: Has delegated responsibility for the oversight and 
management of investment strategy across the Group.  The Committee establishes the 
investment strategy, policies and procedures, and monitors these according to the 
Company’s agreed risk appetite and risk tolerances supported by the Risk Management and 
Compliance functions.  
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StarStone Reinsurer Broker Security Committee: Responsible for managing and monitoring 
Credit Risk across the Group. This includes monitoring against reinsurer credit exposure against 
defined risk appetites and approving and monitoring reinsurers and brokers in accordance 
with internal guidelines. 
 
StarStone Reserving Committee: Ensure the Reserve Risk framework is embedded in the 
business, consistently applied and ensures that all significant risks have been adequately 
considered and managed within the parameters of agreed appetite and tolerances. 
 
StarStone Risk Appetite, Capital and Exposure (“RACE”) Committee: Assist the Company in 
reviewing and evaluating the risks to which the Company as well as the Group is exposed, 
which includes monitoring risk appetite positions, ensuring a robust ERM Framework is in place 
and considering any emerging risk issues that may affect the Company.  
 
StarStone International Underwriting Committee: The purpose of the Committee is to review 
the strategy and provide oversight of the active underwriting operations of the Company by 
reviewing and evaluating the risks to which the Company is exposed, as well as monitoring 
and overseeing the guidelines and policies that govern the processes by which the Company 
identifies, assesses and manages its exposure to risk.   
 
StarStone International Operations Committee: Has delegated responsibility for 
oversight/management in ensuring the Company’s end to end processes, data integrity, 
data governance and controls, operational risk, Sarbanes-Oxley (“SOX”) compliance, 
financial reporting and all associated MI are fit for purpose to support the Company’s 
activities. 
 
StarStone Finance Committee: Assist the Group and its subsidiaries in reviewing and 
evaluating the risks relating to solvency and capital management, business planning and 
forecasting, financial Performance management and statutory and regulatory reporting. 
 
Functional business units report directly to the respective Board (i.e. each entity Board retains 
oversight and responsibility for the respective Company’s activities), via an Executive Director. 
The structure of Committees and their reporting lines are shown in the Risk Governance 
diagram in Appendix 2. 
 
Each Committee is operationally responsible for their respective risk categories as detailed in 
their terms of reference. Group risk, strategic risk, reward and remuneration are retained by 
the Board. It is the responsibility of the relevant Committee to maintain the appropriate policy 
and procedures documentation.  
 
The governance structure provides for effective decision making by allocation of segregated 
responsibilities and accountability which provides for operational independence between 
functional responsibilities. 
 
The only notable change to the governance structure during the reporting period was the 
dissolution of the EU Senior Management Team and London Market Senior Management 
Team which have been replaced by an International Executive Leadership Team and 
StarStone International Senior Management. 
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B.1.2 Key Function Responsibilities  

All key functions are adequately resourced and suitably independent from the business to 
fully execute their responsibilities. 
 
The Company’s key functions are: 

 Risk management function – dealing with the risk management and internal 
control systems 

 Compliance function – dealing with legal, regulatory, administration and 
supervisory compliance 

 Internal Audit function – dealing with the evaluation of the adequacy and 
effectiveness of the internal control system and other elements of the system of 
governance 

 Actuarial function – dealing with reserving & capital modelling and data 
 
The Company ensures that all persons who effectively run the Company or have other Key 
Functions (KFHs) are fit to provide sound and prudent management through their professional 
qualifications, knowledge and experience, and are proper by being of good repute and 
integrity (see Section B.2).  
 
All key functions maintain organisational charts which describe the reporting lines and the 
level of resources and independence between key functions. 

B.1.3 Remuneration 

In 2019, the Company did not have any employees as services are provided by Enstar EU 
Limited and StarStone Insurance Services Limited (“SISL”). This service arrangement includes 
the provision of all staff to the Company for which compensation arrangements are detailed 
below. Since 1 January 2020, employees at the Schaan head office are employed by the 
Company. 
 
The Company’s Remuneration policy has the following objectives: 
 

 To attract, develop and retain the appropriate caliber of staff necessary to deliver the 
Company’s key business strategies; 

 To provide employees with a competitive and market-aligned remuneration 
package which includes remuneration made up of an appropriate balance of fixed 
and variable components; 

 To create a strong positive performance ethic within a risk aware environment; 
 To reward achievement of meaningful goals and objectives that are aligned with the 

Company’s business and risk management strategy over both the short and long term 
whilst taking into account the performance of the Company as a whole; and 

 To reflect the Company’s objectives for sound corporate governance and risk 
management including not to encourage excessive risk-taking and to avoid conflicts 
of interest 

 
Executive Compensation 
The Company’s executive compensation program currently consists of three principal 
elements: base salaries, annual incentive compensation and long-term incentive 
compensation. Executives also receive other benefits, including those pursuant to their 
employment agreements. The table below describes the elements of our executive 
compensation. 
 



  

SISE Solvency Financial Condition Report  22 

Principle Element 
 

Description Key Features 

Base Salary Provides the fixed portion of an 
executive’s compensation that 
reflects scope of skills, 
experience and performance 

Provides a base component of 
total compensation 
Established largely based on 
scope of responsibilities, market 
conditions and individual and 
Company performance in the 
preceding year 

Annual Incentive 
Compensation 

Provides "at risk" pay that reflects 
annual Company performance 
and individual performance 

Aligns executive and shareholder 
interests  
Designed to reward 
performance consistent with 
financial and individual 
operational performance 
objectives 
Since 2016 the Company has 
used defined performance 
objectives, following the 
Company’s previous use of a fully 
discretionary program 

Long-Term 
Incentive 
Compensation 
 

Provides equity-based pay, 
aimed at incentivizing long-term 
performance  
Performance stock unit ("PSUs"), 
restricted stock unit ("RSUs") and 
cash awards are used with our 
senior management team, 
including executives 

Aligns executive and shareholder 
interests 
Drives long-term performance 
and promotes retention 
Shareholder dilution issues are 
considered when making equity 
awards 

Other Benefits and 
Perquisites 

Reflects the Bermuda location of 
our corporate headquarters, as 
well as specific local market and 
competitive practices such as 
retirement benefits, payroll and 
social insurance tax contributions 
and administrative assistance 

Provides benefits consistent with 
certain local market practices in 
our Bermuda location in order to 
remain competitive in the 
marketplace for industry talent  
Promotes retention of executive 
leadership team 

Employment 
Agreements 

Provides certain protections for 
executives and their families in 
the event of death or long-term 
disability, termination, or change 
in control 
Change in control contractual 
benefits are payable only in a 
"double trigger" situation where 
employment is terminated 
following a change of control 

Provides Company with 
protections such as restrictive 
covenants (non-competition, 
non-solicitation, confidentiality, 
etc.) 
Promotes retention over a multi-
year term and a sense of security 
among the leadership team 
Consistent with competitive 
conditions in Bermuda and legal 
requirements in Bermuda and 
the UK 

 
The independent annual remuneration review for the Company’s compensation will be 
performed by the SISE Board of Directors with final ratification by the Enstar Compensation 
Committee. 
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The Enstar Compensation Committee is comprised entirely of non-executive directors each 
of whom are independent as defined in Nasdaq Marketplace Rule 5605(a)(2) and meets the 
enhanced independence standards applicable to compensation committee members in 
Nasdaq Marketplace Rule 5605(d)(2) and the Exchange Act. 
 
The primary responsibilities of the SISE Board of Directors will include: 

 Establishing the Company’s compensation philosophy, 
 Overseeing the development and implementation of the Company’s compensation 

programs, including incentive plans and equity plans, 
 Overseeing the risks associated with the design and operation of the Company’s 

compensation programs, policies and practices, and 
 Reviewing the compensation of Executive Directors and Solvency II Persons and make 

recommendations to the Enstar Compensation Committee. 
 
Annually, the Enstar Compensation Committee conducts a review of the compensation 
policies and practices. 
 
The review analyses compensation governance processes, situations where compensation 
programs may have the potential to raise material risks to the Company, internal controls that 
mitigate the risk of incentive compensation having an adverse effect and program elements 
that further mitigate these risks. 
 
Through this review, the Committee has concluded that the compensation program does not 
create risks that are likely to have a material adverse effect on the Company. 
 
Employee Compensation 
Employees receive a fixed base salary (commensurate with their role, experience, annual 
performance in the prior year and prevailing market conditions), an annual performance-
based bonus. Executives/ senior level employees are eligible to receive equity/ deferred cash 
awards designed to incentivise and reward long term performance aligned with shareholder 
interests and retain and attract new qualified employees. In addition, employees (in 
accordance with local employment law) may benefit from various benefit plans, including 
medical and dental insurance, long-term disability insurance and life insurance.  All employee 
equity awards are subject to a Clawback Policy, which allows for the recoupment of excess 
incentive compensation in the event of a financial restatement. 

B.1.4 Material Transactions 

There have been no material transactions with shareholders during the reporting period apart 
from the reinsurance arrangements discussed in Section A.1.2. 

B.2 Fit and Proper Requirements 

The Company ensures that all persons who effectively run the Company or have Key 
Functions are fit to provide sound and prudent management through their professional 
qualifications, knowledge and experience, and are proper by being of good repute and 
integrity.  
 
The Company performs an annual assessment of all KFH’s whereby each KFH is required to 
compete an annual declaration of compliance with Fit and Proper requirements.  
In accordance with the Fit and Proper Policy, the Board of Directors the Management Board, 
the KFH and the appointed Actuary (“Key Individuals”), are assessed against criteria set forth 
in the Fit and Proper Policy in order to be deemed to have the necessary qualities, 
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competencies and experience to perform their duties and carry out the responsibilities 
required of their position in an effective manner. All Key Individuals also require regulatory 
approval prior to performing their role. 
 
The F&P criteria require them to: 

 Possess the necessary competencies, skills, experience, knowledge, expertise, 
diligence and soundness of judgment to undertake and fulfil the particular duties and 
responsibilities of the role. 

 Demonstrate the appropriate character, competence, honesty and integrity in 
fulfilling occupational, managerial or professional responsibilities previously and/or in 
the conduct of their current duties. 

 Demonstrate sufficient knowledge of and a willingness to comply with legal 
obligations, regulatory requirements, professional standards and fiduciary obligations. 

 Be aware of and be able to effectively ensure implementation and compliance with 
the underlying principles of laws, regulatory requirements and license obligations 
applying to the relevant entity; and 

 Be able to identify and appropriately manage any conflicts of interest, in accordance 
with our Conflict of Interest Policy. 
 

The Fit and Proper Policy criteria also require that no Key Individual shall: 
 Have (or have been involved with an entity that has) been refused admission, 

reprimanded, disqualified or removed by a professional or regulatory body due to 
matters relating to such Covered Person’s honesty, integrity or business conduct. 

 Have been terminated, resigned or asked to resign from a position as a director or 
manager or professional service provider to an entity in circumstances which 
reflected adversely on their honesty or integrity in discharging their responsibilities in 
that role. 

 Have been the subject of civil or criminal proceedings or enforcement action, in 
which such Covered Person was determined in a final judgment to lack honesty or 
integrity; or 

 Have intentionally hindered, obstructed or misled, or failed to be truthful with a 
regulatory agency. 

 
The Company takes all reasonable steps to ensure that all Key Individuals are aware of and 
understand, the Company’s Fit and Proper Policy as well as their obligation to continue to 
meet the requirements on an on-going basis. 
 
Candidates for Key Individuals positions will be pre-assessed prior to joining the Company 
using the following process: 

 The individuals must be assessed with the assistance of the Human Resources (“HR”) 
function against the criteria set forth in the Fit and Proper Policy as detailed above, in 
addition to any local criteria, if relevant. 

 References and proofs of industry/professional qualifications are sought and retained; 
and 

 Background checks including a check of criminal records are also sought and 
retained. 

 
The Company’s Human Resources (“HR”) and Compliance functions continuously monitor 
any staff changes or business activities that could have an impact upon roles and ensure that 
processes are in place to confirm ongoing fitness and propriety e.g. relevant individuals 
providing an annual attestation of their continued fitness and propriety for their position and 
confirmation of continued compliance with the fitness and proper criteria. 
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Notification of failure to meet ongoing Fit and Proper Requirements 
Key Individuals must immediately inform the Compliance Department of any event that may 
result in them no longer being able to meet the Fitness and Propriety criteria.  
 
Where it has been assessed that a Director or Senior Manager is no longer fit and proper for 
a position, the Board of Directors shall take reasonable steps to remove the person from such 
position as soon as practicable and in the interim, institute necessary measures to mitigate 
risks associated with the person continuing to hold the position.  

B.3 Risk management system including the Own Risk and Solvency 
Assessment (“ORSA”) 

As noted in Section B.1, Risk Management is one of the key functions. The main responsibilities 
of the Risk Management Function are: 

 Facilitating comprehension of the Company's risk management strategy together 
with annual objectives and plan ensuring that all material risks are identified, 
measured, managed and properly reported 

 Maintenance and implementation of the ERM Framework 
 Facilitating articulation and monitoring of risk appetite for the Company 
 Establishing of proactive risk culture within the Company and providing the required 

risk management training 
 Assisting the Board and all functions within the Company in the effective 

implementation and operation of the Risk Management system, including adequate 
guidelines encompassing identifying and assessing risks, mitigation and management 
of both the risks and mitigating controls 

 Involvement in all material risk management decisions, thus enabling delivery of a 
complete view of the whole range of risks to the Company 

 Calculating the SCR and demonstrating the link to the risk profile and interactions 
between different risk categories providing the board of the Company with reports 
and analysis of the aggregate risk appetite, risk profile and capital adequacy as part 
of the ORSA where required 

 
Effective risk oversight is a priority for the Company Board and there is a strong emphasis in 
place on ensuring we operate a robust ERM Framework to identify, measure, manage, report 
and monitor risks that affect the achievement of all strategic, operational and financial 
objectives. 
 
The overall objective of the ERM Framework is to: 

 Set and work within an appropriate risk appetite 
 Implement effective risk identification and monitoring 
 Ensure governance of management and reporting of risk 
 Set risk culture and consistent approach to risk 

 
The Company uses its risk management capabilities in a strategic context to support the 
following three activities related to the Company’s operations: 

 Identify, assess and measure risks to understand value creating and value destroying 
risks and their associated risk levels for the purpose of capital allocation and business 
planning 

 Establish a risk appetite and underlying risk tolerances for key risks undertaken for the 
purpose of maintaining and controlling risk levels to be aligned with the Groups’ 
business strategy 
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 Monitor and report risk levels to evaluate the Group’s performance and 
appropriateness of the business strategy 

 
The overarching principle of the ERM Framework is to balance value creation and 
protection of the Company’s shareholder capital. The Company approaches this through a 
lens of continual improvement and through integration into the day to day underwriting, 
reserving, financial and operational activities.   
 
The key components of the ERM Framework are as follows: 
 

 
 
Risk Strategy 
Risk Management Strategy is to: 

 Assume underwriting risks across a balanced range of select specialty lines where the 
expected margins compensate for the risk and/ or the costs of risk mitigation e.g. 
reinsurance 

 Maintain reserving risk at moderate levels  
 Seek investment risk where it is adequately rewarded; and ensure capital, liquidity, 

credit, operational and regulatory risks remain low  
 
These strategies are pursued through the use of appropriate controls, governance 
structures, effective capital management and highly skilled teams effectively working 
together.  The Company’s Risk Strategy and objectives are embedded in the organization 
by promoting and strengthening a culture of risk awareness and clear accountability for 
managing risk.  
 
Risk Appetite 
The primary objective of the Company’s Risk Appetite Framework is to monitor and protect 
the Company from an unacceptable level of loss, compliance or operational failures and 
adverse reputational impact. Risk appetite and tolerance is set by Risk Management working 
in conjunction with first line Risk Owners. Risk appetite is aligned to the business plan and 
approved by the Risk Appetite, Capital and Exposure (“RACE”) Committee in the first 
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instance, and subsequently by the Company Board. The Framework is reviewed on an annual 
basis or more frequently if changes are required. The Risk Appetite Framework considers 
material risks in the business relating to, among other things, strategic risk, insurance risk, 
investment/market risk, finance and liquidity risk, reinsurance credit/counterparty risk, 
operational risk, tax risk and regulatory risk. The Risk Appetite Framework outlines the amount 
of risk that we are willing to accept via risk metrics based on our shareholders' equity, capital 
resources, potential financial loss and other risk-specific measures. 
 
Accountability for the implementation, monitoring and oversight of risk appetite is aligned 
with individual corporate executives and monitored and maintained by the Risk 
Management function. Risk tolerance levels are monitored and any deviations from pre-
established levels are reported to the Board via the quarterly risk report in order to facilitate 
responsive action or acceptance of the evolving risk profile. 
 
Risk Management Policy 
The Company maintains a number of specific Risk Management Policies. It is the policy of the 
Company and each of its subsidiaries to: 

 Be proactive and consistent in their approach to the identification, assessment and 
management of risks across operations 

 To manage risks within the limits of its prescribed risk appetite and as directed through 
defined corporate policies 

 To notify the relevant entity Board, Management Committee and the Risk 
Management Function where events may have, or are likely to, breach risk appetite 

 
Risk Governance 
The Company uses the "three lines of defence (“3-LoD”) model as illustrated below: 

Board (oversight) 

1st Line 2nd Line 3rd Line 
Management 
Committee(s) 
Risk Owners 
Control Owners 

Risk Appetite Capital and 
Exposure Committee 
Risk Management Function 
Compliance Function 
Actuarial function 

Internal Audit 
External Audit 

Responsibilities 

Board(s) Business & Risk Strategy 
Overall Risk Appetite(s) 
Approves Business Plan(s) 

1st Line Control & Risk owners – those managing risk on a day to day 
basis 
Management Committees (Risk Dashboard, Minimum 
standards, Policy and process review) 

2nd Line Risk management risk overview 
Scenario setting 
Risk reports and ORSA’s 
Compliance monitoring activities 

3rd Line StarStone entity audit committees  
Enstar Group Limited Audit Committee 
Internal Audit/External Audit reports 
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The first line consists of senior corporate executives and their function as leaders and risk 
owners. They are accountable for executing the risk management strategy. They are 
responsible for the appropriate management of the activities and conduct of the business 
functions and for ensuring that staff understand the business strategy, risk mitigating policies 
and procedures and have in place personal objectives focused on achieving these. 
 
The second line comprises risk and compliance. The Risk Management function reports to the 
Board via the Group Executive Committee and focuses primarily on facilitating an efficient, 
effective and consistent approach to risk management. The management assurance is 
further complemented by the Compliance function which seeks to mitigate legal and 
regulatory compliance risks and ensures that appropriate, effective and responsive 
compliance services are available to the business units across the Company.  
 
The third line comprises internal audit which independently reviews the effectiveness of the 
ERM Framework. The results of audits are monitored by the Board.  Independent assurance 
from external third parties (e.g. independent actuarial services) also sits within our third line of 
defence. Adopting this framework ensures appropriate ownership of the risk from the business 
and allows for sufficient challenge from the second and third lines.  
 
Risk Management System 
The Company’s risk and control registers are maintained and managed in the risk 
management software system.   
 
The Risk Management System serves as an interface between the business functions (with risk 
and control owners), the Risk Management Function, Board and Senior Managers. The Risk 
Management System is aligned with the key processes from which risk may arise, therefore 
the design of the system allows the Company to effectively identify, measure, monitor, 
manage and report, on a continuous basis, the risks on an individual and aggregated level. 
 
 
A feedback loop operates such that conclusions and actions arising from the risk and control 
assessments (which are all recorded and shared through the ORSA and risk reporting) ensure 
that Risk Management attention can be directed to areas of the business where 
improvements or remediation activity is required. 
 
The system therefore allows the Risk Management Function: 

 To be proactive and consistent in their approach to the identification, assessment and 
management of risks across operations 

 To ensure risks are managed within the limits of the Company’s prescribed risk appetite 
 To notify the relevant governance body where events may have, or are likely to, 

breach risk appetite 
 
On a quarterly basis the Board receives a risk report which is presented by the Risk 
Management function.   
 
Emerging Risk Management 
Emerging risks are defined as ‘Risks which may develop, or which already exist that are difficult 
to quantify, may not be fully understood and may have a high future loss potential.  They are 
marked by a high degree of uncertainty’.   
Although such risks are associated with a high degree of uncertainty, they are monitored by 
the relevant risk owner(s) via the standard risk assessment process.   
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A four-step process is in place for managing emerging risks: 
 

1. Identify: All employees within the Company, the Risk Management Function and Risk 
Committees have responsibility for the initial identification of Emerging Risks which have 
the potential to have a financial, reputational and/or regulatory impact.  

2. Analysis: Emerging risk owners are responsible for ensuring the Emerging Risk is analysed. 
The analysis may be performed by the risk owner or in conjunction with internal/external 
subject matter expert(s).  Emerging Risks are to be assessed based on impact (financial, 
reputational, regulatory) and the time it takes for an Emerging Risk event to manifest itself. 

3. Evaluation: Emerging Risks once evaluated can be added to either the Emerging Risk 
Register or the Watch List. Outputs from emerging risk assessments are included within the 
quarterly risk report. 

4. Treatment: Treatment plans are developed for emerging risks where required with a 
project lead assigned for completing    

 
ORSA 
In order to demonstrate appropriate solvency and sound risk management strategies the 
ORSA framework incorporates assessment of the following: 
 
Annual Business Processes Ongoing Business Processes 

Strategy Setting & Business Planning Strategy Setting & Business Plan Risk 
Monitoring 

Risk Appetite/Tolerance Setting Risk Appetite/Tolerance Monitoring 
Risk Identification & KRIs Risk Identification, Assessment & Monitoring 
Stress & Scenario Analysis Emerging Risk Identification, Assessment and 

Management 
Reverse Stress Testing Internal Control Assessment & Monitoring 
Technical Provisions Calculation Stress and Scenario Assessment 
Own Fund Projections Own Fund and Solvency Assessments   
Capital Management/Liquidity 
Contingency Plans 

Review of compliance with relevant 
Regulatory Capital Requirements 

Comparison of relevant Regulatory, Rating 
Agency and Economic Capital measures 
to determine risk coverage 
appropriateness and solvency  

Technical Provisions Assessment & 
Monitoring, including compliance with 
requirements 

Review of overall annual exceedance 
and/or adherence to stated strategic risk 
profile  

Data Quality Assessments 

 
Through an iterative process of information gathering, output and use, the Company seeks 
to develop the ORSA to support its strategic plans and objectives within the context of a 
consistent and company-wide view of the potential risks and solvency impacts and the 
Company’s appetite and tolerance to assuming such risks. 
   
The ORSA process and report are an integral part of the business planning cycle providing an 
assessment of the risk associated with elements of the plan and corresponding solvency 
capital required for the short and long term using different scenarios and relative to the 
company’s appetite for risk. The ORSA contributes further to the business planning cycle by 
facilitating understanding of the company’s risk profile as planned into the future, identifying 
risk drivers and their relationship with the company’s risk appetite and the capital resources 
required to support current and emerging risks. 
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The ORSA process is the combination of the processes by which the Board satisfies itself that 
it has appropriate capital (or plans for managing capital) in order to support the business and 
its risks on a forward-looking long-term basis and credible processes for managing risks.  The 
ORSA is the means by which management demonstrates to the Board that the risk profile and 
risk-based capital position of the company is clearly reflected and understood, and the results 
have been validated. 
 
The ORSA policy sets out the process for determining its capital needs linked to its risk profile.  
The company’s significant risk exposures are discussed in Section C (Risk Profile).  The risk profile 
is determined by the Company with the assistance of the Risk Management function and is 
recorded in the Risk Management system.  The Company uses the Standard Formula 
according to the requirements the results of which are included in the ORSA. An analysis of 
the Standard Formula SCR by risk category as at the year-end is shown in Section E An 
appropriateness exercise is performed on the main capital drivers which ensures that risks are 
considered alongside, capital and the appropriateness assessments.  A forward-looking 
assessment of both the capital measures is made and actual performance is compared with 
forecast over time. 
 
The ORSA process operates continuously throughout the course of the business year and 
ORSA reports are produced on an annual and ad hoc basis: 

 A full annual ORSA is produced in line with the annual business planning process and 
the setting of regulatory capital. The ORSA report will be provided to the entity Board 
on at least an annual basis 

 Continual ad hoc ORSA reporting – following the occurrence of a trigger event (a 
major loss event or significant change to the risk profile). The ORSA processes are 
performed to assess the impact of the event on the risk profile and capital and 
solvency position. The ORSA processes performed will be proportionate to the 
significance of the trigger event and may result in an ad hoc ORSA report.  
 

The annual ORSA is approved by the Board for submission to the FMA and is not a public 
document. 
 
Standard Formula Appropriateness 
Standard Formula appropriateness is reviewed annually in conjunction with the ORSA 
production. To ensure sufficient focus is given to the process of verifying appropriateness of 
the Standard Formula for use by the Company, a working group of the RACE Committee is 
formed to oversee the work performed and the documentation of the detailed results. The 
working group consists of Subject Matter Experts (“SME’s”) for the risk areas under review, 
along with Risk Management and Compliance.  
 
To ensure each risk area is considered equally, meetings and detailed reports are produced 
for each risk area (i.e. Insurance Risk, Counterparty Default Risk, Investment Risk and 
Operational Risk). A separate report has also been produced for risks explicitly not covered 
by the Standard Formula (e.g. Liquidity Risk). 
 
The analysis of each area includes qualitative comparison of the risks on the Company’s risk 
register and those explicitly included in the Standard Formula assumptions. 
 
The Company has not identified any material risks that it considers are not fully included in 
the Standard Formula SCR calculation.   
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B.4 Internal Control System       

The Company’s internal control framework is designed to ensure processes are performed in 
accordance with company standards and that risk is both monitored and managed within 
the approved risk appetite. Forming part of the Company’s group control environment, such 
internal controls are assessed by control owners on a quarterly basis in terms of design and 
operational effectiveness. 
 
The Company’s Internal Control Policy follows the Committee of Sponsoring Organizations of 
the Treadway Commission (“COSO”) Framework 2017.  
 
In addition, the Company has a adopted the standards of Enstar, its majority shareholder, 
and this includes a comprehensive SOX framework of financial controls for external financial 
reporting. The responsibility for ensuring SOX compliance is assumed by the Company’s Chief 
Financial Officer. Where control failings are noted they are considered within the subsequent 
quarterly risk assessment as facilitated by the Risk Management Function.  
  
On an annual basis, Management attests to both the design and operation effectiveness for 
all controls tested as part of the annual SOX 404 assessment program. This also follows the 
objectives and components set out within the COSO Framework 2017. The Board receives 
quarterly reports outlining all control deficiencies noted as part of the controls testing program 
and where relevant an assessment of the aggregated impact these deficiencies could have 
on the Financial Statements. 

B.4.1 Compliance function 

The Company has developed a comprehensive set of policies, procedures and guidelines to 
support both employees and management in the implementation of the local regulatory 
requirements. 
 
These documents are aligned with the current regulatory requirements under the Solvency II 
regime.  
 
The Compliance function, headed by the Head of Compliance and General Counsel Europe, 
is responsible for promoting good governance and ensuring that the highest standards of 
integrity are embedded throughout the Company in accordance with best practice and key 
stakeholder expectations, including those of regulators.  

In carrying out its responsibilities, the Compliance Function works closely with all of the business 
divisions including underwriting, claims, investment, finance, internal audit, human resources 
and other parts of the risk management function.   

The Compliance Function assists the Board in ensuring the Company meets regulatory 
requirements to which they are subject. Compliance procedures can be broken down into 
the following areas:  

 Compliance risk assessment  
 Compliance advice  
 Compliance monitoring  
 Compliance training  
 Managing regulatory relations  
 Policies and procedures  
 Compliance reporting  
 Timely submission of regulatory returns 
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The Compliance Framework comprises:  
 The Compliance plan, which sets out the principles that underpin the Company’s 

approach to regulatory compliance as well as detailing the roles and responsibilities 
of those involved in ensuring the Compliance Framework is implemented and 
operating effectively.  

 The Compliance Policy/Charter supports the Board and delegated fora in discharging 
their responsibilities for identifying, monitoring and managing risks to their strategic and 
operational objectives and continue to develop and improve the level of professional 
standards. 
 

The Compliance Plan is reviewed on an annual basis by the Compliance Function to 
ascertain whether any updates are required and whether the Plan has been adhered to 
during the year. Any proposed changes are then presented to the Board or relevant Board 
Committee for approval.  

B.5 Internal Audit function 

StarStone Internal Audit is undertaken by StarStone Group’s Internal Audit function which 
provides independent and impartial assurance on the adequacy and effectiveness of the 
Company’s system of risk management and the overall internal control environment. The 
StarStone Group Internal Audit function was established in Q1 2019 as a dedicated function 
for StarStone. An SLA is in place with the Enstar Group Internal Audit function for assurance 
over the shared services through Enstar (mainly Tax, Investments and IT). 
 
Internal Audit reviews take place according to a risk-based annual Internal Audit Plan, drawn 
up by Internal Audit and agreed with the Board. Internal Audit reviews of shared services are 
drawn up by the Enstar Internal Audit team and agreed by the Enstar Group Audit 
Committee. 
 
To further support the Internal Audit function in the execution of their role the StarStone Group 
Head of Internal Audit (also SISE´s Internal Audit KFH) has a direct reporting line to the Board 
while the function also has the complete and unrestricted right to obtain information (via both 
Company records and/or direct communication with staff), including the whistle-blower 
hotline, as necessary, to discharge its responsibilities.  To further ensure the independence of 
the Internal Audit function, Internal Audit staff members have no direct operational 
responsibility or authority over any activities across the Company that they review. In addition, 
they neither develop nor install systems or procedures, prepare records or engage in any 
other activity which would normally be audited. The StarStone Group Head of Internal Audit 
confirms annually to the Company Board, the organisational independence of the Internal 
Audit function. 
 
Internal Audit liaises with the external auditors and internal assurance functions to foster a 
collaborative and professional working relationship and optimise assurance coverage while 
as far as possible avoiding the duplication of assurance efforts.  Internal Audit shares 
information with the external auditors and internal assurance functions such as internal audit 
plans and reports produced. It is ensured that Internal Audit’s independence is maintained 
at all times. 
 
Internal Audit assists in enabling the Chief Finance Officer in discharging his SOX responsibilities 
through review and testing of key control activities. This is also supported through the SLA with 
Enstar Group Internal Audit function for SOX review and testing of the shared service activities.  
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A written report is prepared and issued by the Internal Audit Function following the conclusion 
of each audit and appropriately distributed. Following the completion of each audit, 
management actions are agreed with those directly responsible for controls and then with 
those with overall responsibility for a process. Management's responses include a timetable 
for completion of actions to be taken and an explanation for any risks or issues not addressed.  
Each audit report and summary are then shared with the Senior Leadership Team and the 
Board. 
 
Internal Audit is responsible for appropriate follow-up on audit findings and management 
actions. All significant findings remain open until management provides evidence to Internal 
Audit that the action can be closed. The StarStone Group Head of Internal Audit/Key Function 
Holder Internal Audit periodically reports to the Board on Internal Audit’s performance relative 
to its plan. Reporting also includes significant risk exposures and control issues, including fraud 
risks, governance issues and other matters needed or requested by senior management and 
the Board. 

B.6 Actuarial Function  

The actuarial function comprises of three core teams: ‘Reserving’, ‘Capital Modelling’ and 
‘Pricing’ and coordinated by the Actuarial Function Holder and external reviews are 
conducted as required. 
 
The actuaries that comprise the actuarial function are fellows/ students of the Institute & 
Faculty of Actuaries (or equivalent) and operate under the standards set out by the Institute 
& Faculty of Actuaries and the Financial Reporting Council (or equivalent).  
 
The key activities undertaken by the actuarial functions are as follows: 

 Set the reserves and perform regular reserve reviews (on both a LIE GAAP and 
Solvency II basis) 

 Assess the appropriateness of technical provisions methodology and assumptions 
used 

 Setting methodologies and ensure consistency of use. 
 Ensuring that data quality and information technology systems meet the required 

standards. 
 Undertake the standard formula calculation and validation of the standard formula 

appropriateness.  
 Provide an opinion on the effectiveness of the risk-selection, rating and exposure 

management processes in place in the context of SISE’s premium income being 
sufficient to meet the ongoing costs of claims and expenses. 

 Provide an opinion on the reinsurance policy of SISE based on existing cover 
purchased and plans for future purchases as detailed in the business plan 

 
An actuarial function report containing the Actuarial Function Holder’s opinions, 
recommendations and key activities is prepared and provided to the Board of Directors and 
the Management Board annually.  

 B.7 Outsourcing 
The Company has established an Outsourcing Policy whereby it supports its business activities 
by outsourcing certain functions to other group companies or third parties rather than 
employing teams of experts to carry them out in-house. For a smaller sized company this is 
considered a more cost-effective means of delivering high quality support operations to the 
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Company’s activities and allows management to focus to a greater extent on the business’ 
core activities. The outsourcing of certain functions is a central feature of the business’ 
operating model. The business recognises the increased operational risk inherent in 
outsourcing and seeks to mitigate this risk by implementing strong management oversight 
over each individual outsourced arrangement, and a greater concentration of oversight for 
those arrangements which are considered material because of their size, the risks associated 
with their failure or because of their nature (i.e. the outsourcer is performing a regulated 
activity). 
 
The Outsourcing Policy embeds risk management processes (including composite risk 
assessments) into the methodology by which suppliers and outsourced service providers are 
initially identified, assessed and ultimately selected.  Once a provider is selected, the risk 
assessment performed during the selection process determines the extent of the on-going 
monitoring program performed by the business and overseen by the dedicated Procurement 
Function as well as the implementation of other risk mitigation techniques as appropriate (for 
example establishing alternate suppliers and contingency plans in the event of the supplier 
or outsourced service provider failing to deliver their contractual obligations). 
 
The Outsourcing Policy establishes the due diligence, approval and on-going monitoring 
requirements which arise when the Company outsources, or proposes to outsource, on an 
on-going basis, a material business activity to another party (including a related Group 
company).  
 
The Outsourcing Policy contains procedures to be followed in relation to:  

 Outsourcing proposals;  
 Selection of outsourcing providers;  
 Contents of the Outsourcing Contract;  
 Monitoring and relationship management;  
 Contingency arrangements;  
 Recording;  
 Reporting requirements; 
 Regulatory specific considerations; and  
 Risk categories. 

 
There are also review and approval processes in place to perform oversight and due 
diligence over the delegation of underwriting and claims handling. 
 
The main outsourcing agreements are with Enstar EU Limited (“EEUL”) and SISL, both UK based 
associated entities, providing staff to the company´s branches and services like IT services. 
EEUL also provide the following services: 

 Treasury                             
 Investments        
 Tax                                          
 Actuarial Reserving         
 Vendor Operations          
 Human Resources 

Further outsourcing agreements include: 
 Catastrophe and Exposure Modelling to Risk Management Solutions, Inc.  
 Investment Management activities to Goldman Sachs  
 Underwriting for specific products and in specific markets to various Managing 

General Agents (“MGAs”) 
 Binding Authorities/Coverholder Agreements 
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 Claims management for specific countries / claims to various Third-Party Agent’s 
(“TPA’s”) 

 
In accordance with local laws and FMA requirements, all outsourcing agreements relating to 
SISE have to be approved by the FMA prior to inception of the contract. 

B.8 Any other information 

Adequacy of the System of Governance 
The Board is responsible for establishing an appropriate System of Governance.  This has been 
carried out through discussions with internal and external parties (including the 
regulator/supervisor).  The current system of governance arrangements is considered 
proportionate to the nature and complexity of the business. 
 
A Board Effectiveness Review is conducted on an annual basis. This review focusses on the 
following areas: 

 Structure, composition and leadership of the Board; 
 Formal oversight arrangement, records and responsibilities – including performance 

management; 
 The development of business strategy; 
 Culture and values; 
 Board and Committee decision-making; 
 Risk management, conflicts management and regulatory principles; 
 Quality, purpose and distribution of Management Information; 
 The overall effectiveness of the Board in terms of its involvement in decision-making, 

development evaluation and process for appointments to the Board; and 
 Board supervision of key functions. 

 
Recommendations are documented following the review and an action plan implemented 
with actions being labelled as high, medium or low priority.  
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Section C Risk Profile 

The Company operates an ERM Framework which explicitly aligns risk measurement with 
capital in order to provide a consistent approach for the separate risks and allows the risk 
profile to be the driver of the solvency and any own economic capital requirement.  Where 
risk is considered to be excessive the Company may mitigate that risk.  A key mitigating factor 
is the purchase of reinsurance which is used to reduce exposure to Underwriting risk. 

The Company’s business model and risk profile has not materially changed over the reporting 
period. The risk profile is grouped into the SII risk types. Due to the Company’s business the 
concentration profile is dominated by market, credit and underwriting risk. See Section E.2 
and QRT S.25.01 for an analysis of the SCR by SII risk category. 

EIOPA correlation matrices from the Standard Formula are used for determining and 
calculating existing dependencies between the risk modules to calculate the SCR. 

C.1 Underwriting Risk 

C.1.1 Risk description 
Underwriting risk is the risk that insurance premiums and/or reserves are ultimately 
insufficient to fully settle claims and associated expenses.  
 
Underwriting risk spans many aspects of the insurance operations, including premium risk and 
risk associated with our reserving assumptions. Underwriting risk relates to the inherent 
uncertainty as to the occurrence, amount and timing of insurance liabilities we assume 
through the underwriting process. Exposure levels are monitored across all risk categories in 
line with the approved risk appetite thresholds. Underwriting risk management strategies may 
differ depending on the line of business involved and the type of account being insured or 
reinsured. 
 
Premium Risk is the risk that policy terms, premiums and RI protection will not be sufficient to 
cover ultimate loss and expense costs and achieve target rates of return. 
 
Reserving risk is the risk that a Company’s reserves are not sufficient to cover its unpaid loss 
and loss adjustment expense costs. The estimation of reserves is subject to uncertainty 
because the ultimate cost of settling claims is dependent upon future events and loss 
development trends that can vary with the impact of economic, social, and legal and 
regulatory matters. 

C.1.2 Risk management / mitigation  
The Company strives to mitigate underwriting risk through controls and strategies, including 
the underwriting risk selection diversification of underwriting portfolios by class and 
geography, not writing business in risk high countries, purchasing reinsurance, establishing a 
business plan and associated parameters, underwriting peer review, authority limits, 
underwriting guidelines that provide detailed underwriting criteria and a framework for 
pricing, along with the use of specialised underwriting teams supported by actuarial, 
catastrophe modelling, claims, risk management, legal, finance, and other technical 
personnel. 
 
The Company utilises internally developed pricing models to evaluate individual underwriting 
decisions within the context of business plans and risk appetites.  
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Appropriate controls and procedures are in place and monitored for on-going operational 
effectiveness to ensure that residual risk is maintained within approved risk appetite.  
 
The purchase of reinsurance plays a pivotal role in the mitigation of Underwriting risk. Details 
of internal reinsurance arrangements entered during the year are included in Section A.1.4. 
 
No material changes have been made to the underwriting risk management process during 
the financial year. 

C.1.3 Risk exposure / concentration 
In some business lines, the Company is exposed to multiple insured losses arising out of a single 
peril, such as a natural catastrophe event (for example, a hurricane, windstorm, tornado, 
flood or earthquake) or a man-made event (for example, war, terrorism, airplane crashes and 
other transportation-related accidents, or building fires). The Company models and manages 
its individual and aggregate exposures to these events and other material correlated 
exposures in accordance with its risk appetite. The modelling process utilises a major 
commercial vendor model to measure these exposures. The incidence, timing and severity 
of catastrophes and other event types are inherently unpredictable, and it is difficult to 
estimate the amount of loss any given occurrence will generate. Accordingly, there is 
material uncertainty around the Company’s ability to measure exposures, which can cause 
actual exposures and losses to deviate from initial estimates. As noted in Section C.1.2 above 
reinsurance plays a pivotal role in mitigating this risk. 
 
To monitor catastrophe risk, the Company reviews exceedance probability curves together 
with aggregated realistic disaster scenarios. The Company considers occurrence 
exceedance probability and aggregate exceedance probability which reflect losses 
resulting from single or multiple events, from individual perils and in the aggregate. 
Underwriting exposure is also managed through monitoring realistic disaster scenarios for 
man-made events and certain natural catastrophe risks and applying absolute maximum 
limits by line of business. 
 
The Company records premium income by both underwriting class of business and risk 
location. An analysis of premiums by geographical area shown in Section A.2.2.  
 
There were no material changes during the financial year in the Company’s underwriting risk 
exposures. 

C.1.4 Stress and sensitivity analysis 
The liabilities established could be significantly lower or higher than the ultimate cost of settling 
the claims arising. This level of uncertainty varies between the classes of business and the 
nature of the risk being underwritten and can arise from developments in case reserving for 
large losses and catastrophes, or from changes in estimates of claims incurred but not 
reported (“IBNR”). A five percent increase or decrease in the ultimate cost of settling claims 
arising is considered to be reasonably possible at the reporting date. 
 
A five percent increase or decrease in total net best estimate technical provisions (before risk 
margin) would have the following effect on the Company’s own funds: 
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Underwriting Risk Sensitivity - 2019 
5% increase 5% decrease 

$000 

Medical Expense 70 (70) 

Other Motor  304 (304) 

Marine, aviation and transport 2,735 (2,735) 

Fire and other damage to property 2,350 (2,350) 

General liability 806 (806) 

Property 178 (178) 

Total 6,442 (6,442) 

 
A description of the stress and scenario testing performed by the Company around key 
strategic and business plan assumptions is included in Section C.7.1.  

C.2 Investment/Market Risk 

C.2.1 Risk description  
Investment / Market risk is the risk of loss resulting from under-performing investment returns, 
dilution of investment capital, or adverse financial market movements (such as interest rates 
or exchange rates). 
 
Investment / Market risk can be broken down into the following sub-risks which may threaten 
the Company’s ability to effectively manage the investment portfolio: interest rate risk, credit 
spread risk, public equity risk, alternative investment risk and concentration risk.  

C.2.2 Risk management / mitigation 
The Company manages Investment / Market risk in a number of ways, including use of 
investment guidelines; regular reviews of investment opportunities; market conditions; 
portfolio duration; oversight of the selection and performance of external asset managers; 
regular stress testing of the portfolio against known and hypothetical scenarios; established 
tolerance levels; and, where possible, foreign currency asset/liability matching. Investments 
are primarily managed by the Investment function, which is overseen by the Investment 
Committee.  
 
The Prudent Person Principle is embedded in Solvency II and is used to guide the Company 
to invest in assets and instruments that can be properly identified, measured, monitored, 
managed, controlled and reported on. They are invested in a manner to ensure the security, 
quality, liquidity and profitability of the portfolio, and such that they are available to the 
company in the relevant currency as required. Assets held to cover technical provisions are 
also invested in a manner appropriate to the nature and duration of the Company’s liabilities. 
They are invested in the best interest of all stakeholders, taking particular account of the 
Company’s customers. Assets are diversified in such a way that there is no over reliance on, 
or concentration of risk in, any particular asset, issuer, group of undertaking, geography, asset 
class or other risk attribute. 
 
Risk treatment and mitigation strategies are driven by established risk appetite approved by 
the Board. Risk treatment/mitigation (e.g. establishing controls, procedures and the 
implementation of modified strategic activities designed to for example rebalance the 
portfolio into or away from specific asset classes given the underlying risk profile) or accepting 
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risks to the extent at par with Board approved risk appetite is the responsibility of risk owners 
and oversight by senior management. 
 
Appropriate controls and procedures are in place and monitored for on-going operational 
effectiveness to ensure that residual risk is maintained within approved risk appetite.  
 
The company did not invest in derivatives or other risk mitigation techniques during the 
financial year. 
 
No material changes have been made to the investment risk management process during 
the financial year. 

C.2.3 Risk exposure / concentration 

Investments presented in the financial statements are shown in the table below. 
 
Investments in the 2019 Solvency II balance sheet in shown in Section D of $195.7m (2018 
$151.8m) also include also include reclassifications of cash and cash equivalents of $24.1m 
(2018: $11.2m) and accrued income of $0.9m (2018: $0.5m) from non-investment captions in 
the financial statements. 
 
Financial Investments by Category - 2019 

 Cost Fair Value 
$000 
Long Term   

Corporate Securities 53,343 54,492 
US Government Securities 33,462 33,898 
Non-U.S. Government 18,495 19,276 
Mortgage Backed Securities 24,204 24,623 
Municipals   

Short Term   

US Government Securities 8,691 8,484 
Other   

Collective Investment Scheme 29,939 29,939 
Total 168,134 170,712 

 
Financial Investments by Maturity - 2019 

Cost Fair Value 
$000 
Due in one year or less 73,070 73,241 
Due after one through five years 69,957 71,908 
Due after five through ten years 2,020 2,071 
Due after ten years 23,087 23,492 
Total 168,134 170,712 
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Financial Investments by Category - 2018 
Cost Fair Value 

$000 
Long Term   

Corporate Securities 45,226 43,910 
US Government Securities 16,557 16,559 
Non-U.S. Government 7,372 7,070 
Mortgage Backed Securities 12,798 12,621 
Municipals 550 549 
Short Term   

US Government Securities 987 987 
Other   

Collective Investment Scheme 58,405 58,421 
Total 141,896 140,116 

 
Financial Investments by Maturity - 2018 Amortised 

Cost 
Fair Value 

$000 
Due in one year or less 70,669 70,176 
Due after one through five years 48,913 47,917 
Due after five through ten years 10,375 10,303 
Due after ten years 11,939 11,720 
Total 141,896 140,116 

 
Investments in securities are stated at the lower of cost or market value in the LIE GAAP 
balance sheet and at market consistent value in the SII balance sheet.  
 
Deposits with banks and cash at bank and on hand include assets of $0.9m (2018: $3.4m) that 
were pledged as collateral for letters of credit issued in relation to insurance business written 
and $1.6m (2018: $5.0m) are also used as collateral within individual trust funds or as deposits 
with regulatory authorities. 
 
The Company has restricted investments of $69.8m (2018: $53.8m) which are used as 
collateral within trust funds. 
 
There were no material changes during the financial year in the Company’s market risk 
exposures. 
 
Interest Rate Risk 
Interest rate risk is the risk that the value of future cash flows of a financial instrument will 
fluctuate because of changes in market interest rates.  
The Company is exposed to interest rate risk primarily from financial investments, cash and 
deposits. The risk of changes in the fair value of these assets is managed by investing in a 
diversified portfolio of securities.  
 
The Company does not invest in derivative instruments. Interest rate risk applies to the whole 
fixed income portfolio. 
 
Currency Risk 
Our foreign currency policy is to broadly manage our foreign currency risk by matching our 
liabilities under insurance and reinsurance policies that are payable in foreign currencies with 
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assets that are denominated in such currencies. In addition, we may selectively utilize foreign 
currency forward contracts to mitigate foreign currency risk. To the extent our foreign 
currency exposure is not matched or hedged, we may experience foreign exchange losses 
or gains, which would be reflected in our results. The assets backing shareholders’ funds are 
largely kept in U.S. Dollars, the Enstar Group’s main currency. 

C.2.4 Stress and sensitivity analysis 
For 2020 the Company faces more risk in relation to its investment portfolio as a result of the 
impacts on market volatility of Covid-19. On a Solvency II basis, the impact of interest rates 
on the value of the investment portfolio will be offset, to a material but not complete extent, 
by the impact on the valuation of the future liabilities within the technical provisions, which 
are discounted on a Solvency II basis. 
 
A description of the stress and scenario testing performed by the Company around key 
strategic and business plan assumptions is included in Section C.7.1.  

C.3 Credit Risk 

C.3.1 Risk description  
Credit risk relates to the uncertainty of a counterparty’s ability to make timely payments in 
accordance with contractual terms of the instrument or contract. We are exposed to direct 
credit risk primarily within our portfolios of fixed maturity and short-term investments, and 
through customers, brokers and reinsurers in the form of premiums receivable and reinsurance 
recoverables.  
 
The key sources of Credit risk for the Company are: 

 Risk non-recoverable internal reinsurance from the significant internal quota share 
reinsurance with SIBL. This is the most significant credit risk to the Company;  

 Risk of non-recoverable reinsurance assets currently held on balance sheet 
(outstanding and IBNR) due to Reinsurer failure;   

 Risk of failure of external reinsurers on current reinsurance programme and any 
unexpired risks  

 Risk of failure of coverholders, brokers or policyholders; 
 Risk of default or failure of investment counterparties such as banks, investment funds 

etc.  

C.3.2 Credit risk management / mitigation  

The Company’s objective in managing credit risk is to ensure the risk is managed in a sound 
and prudent manner in line with the Company’s risk profile and risk appetite and regulatory 
requirements. The assets are invested in high quality investment grade securities managed by 
Goldman Sachs Asset Management. The Company has established policies and procedures 
in order to manage exposure to credit risk and methods to quantify exposure. 
 
The Company mitigates credit risk through the reinsurance purchasing process, where 
reinsurers are subject to financial security and rating requirements prior to approval and by 
limiting exposure to individual reinsurers. Thereafter credit risk is managed by the regular 
monitoring of reinsurance recoveries and premium due directly or via brokers and other 
intermediaries. At management level, reinsurer credit risk is monitored and overseen by the 
StarStone Reinsurer and Broker Security Committee which meets at least quarterly. The 
Committee monitors risk tolerance levels which have been approved by the Board as part 
of the Risk Appetite Framework. 
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In fixed maturity and short-term investment portfolios, credit risk is mitigated through 
diversification and issuer exposure limitation. 
 
The Company’s credit risk in respect of debt securities is managed by placing limits on its 
exposure to a single counterparty, by reference to the credit rating of the counterparty. 
Financial assets are graded according to current credit ratings issued by rating agencies such 
as Standard and Poor’s. The Company has a policy of investing in mainly investment grade 
assets (i.e. those rated BBB and above). 
 
The Company limits the amount of cash that can be deposited with a single counterparty 
and maintains an authorised list of acceptable cash counterparties.  
 
Credit Risk is calculated using the standard formula and using an internal approach and is 
monitored through the quarterly risk report.  
 
Appropriate controls and procedures are in place and monitored for on-going operational 
effectiveness to ensure that residual risk is maintained within approved risk appetite.   
 
No material changes have been made to the credit risk management / mitigation process 
during the financial year. 

C.3.3 Risk exposure / concentration 
The Company has a material counterparty concentration with its SIBL which has arisen due 
to a number of reinsurance contracts. 
 
Effective 1 January 2019 the intragroup reinsurance agreement has been signed with the 
Company’s parent company, SIBL, at a ceding rate of 80% for all continuing lines of business 
for the 2019 underwriting year (90% for 2018) and at a ceding rate of 73.6% for continuing lines 
of business relating to the 2017 underwriting years and prior and at a 100% cession rate for 
discontinued lines of business.  
 
Effective 1 October 2019, the Company’s immediate parent company has entered an 
adverse development cover with a subsidiary of its ultimate parent company. Effective 1 
October 2019, the same parties entered into a separate reinsurance agreement that provides 
100% reinsurance for the construction line of business. 
 
Effective 1 October 2019, the quota share agreement with SIBL has been endorsed to extend 
the economic benefits of this agreement to the Company.  
 
The Company has ceded 100% of its reserves for all its business and the unearned premium 
provision as at 30 September 2019 for the construction line of business to SIBL. 
 
The Company’s immediate parent company has entered into an adverse development 
cover (“ADC”) with a subsidiary of its ultimate parent company. Related to the terms of that 
agreement the company ceded 100% of the reserves in Construction, Aviation, Marine, 
Excess Casualty and Portfolio Solutions lines of business to SIBL as at 30 September 2018. The 
quota share agreement has been endorsed to facilitate this. Significant support from 
shareholders in 2019 in the form of two Loss Portfolio Transfer reinsurances assuming much of 
the risk of deterioration of prior years as well as covering forward exposure of Construction. 
 
The Company also has a 35% whole account quota share contract with KaylaRe (now 
merged with Cavello Bay with effect from 1 October 2019) which is an affiliated with the 
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Ultimate Parent. With effect from 31 December 2018, the 35% Quota Share arrangement with 
KaylaRe was non-renewed on a run-off basis. This arrangement is fully collateralised.  
 
All of the above arrangements are fully collateralised.  
 
The following table analyses the credit rating by investment grade of Solvency II balance 
sheet assets shown in Section D. 
 

Financial Assets by Rating - 2019 
AAA AA A BBB 

Not 
Rated 

Total 
$000 

Financial investments 81,443  29,138  41,417  13,750  29,939  195,687  

Reinsurer’s share of technical provisions - 105,541  435,621  5,603  65,187  611,952  

Debtors arising out of direct insurance 
operations 

- - - - 91,782  91,782  

Debtors arising out of reinsurance 
operations 

- 14,661  28,249  3,079  (350) 45,640  

Other Debtors - - - - 4,257  4,257  

Cash - - 10,801  - -  10,801  

Prepayments and accrued income - - - - 1,091  1,091  

Total 81,443 149,340 516,089 22,432 191,906 961,210 

 
Financial Assets by Rating - 2018 

AAA AA A BBB 
Not 

Rated 
Total 

$000 

Financial investments 3,790  49,423  26,665  71,929  - 151,807  

Reinsurer’s share of technical provisions 2,695  61,598  332,008  1,304  106,378  503,983  

Debtors arising out of direct insurance 
operations 

- - - - 16,091  16,091  

Debtors arising out of reinsurance 
operations 

358  8,696  91,843  - 5,175 106,073  

Other Debtors -   - 12,159  12,159  

Cash - 19,449  14,251  - - 33,699  

Prepayments and accrued income - - - - 39  39  

Total 6,843 139,166 464,766 73,233 139,842 823,851 

 
This analysis shows that on a Solvency II valuation basis 78% (2018: 74%) of the Company’s 
assets have held with counterparties that are rated A or above. 
 
The Company has debtors arising from direct insurance and reinsurance operations and may 
make a provision (where applicable) for non-recovery after undertaking an assessment of 
the counterparty’s financial position and likelihood of recoverability.  
 
There were no other material changes over the financial year in the Company’s credit risk 
exposures during the reporting period.  

C.3.4 Stress and sensitivity analysis  
A description of the stress and scenario testing performed by the Company around key 
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strategic and business plan assumptions is included in Section C.7.1.  

C.4 Liquidity Risk 

C.4.1 Risk description  
Liquidity risk is the risk that the Company is unable to realise investments and other assets in 
order to settle financial obligations when they fall due or that we would have to incur 
excessive cost to do so.  

C.4.2 Risk management / mitigation  
Risk treatment and mitigation strategies are driven by established risk appetite as approved 
by the Board. Risk treatment/mitigation (e.g. establishing controls, procedures and the 
implementation of modified strategic activities to either reduce cash demands and/or source 
additional liquidity capacity) or accepting risks to the extent at par with Board approved risk 
appetite is the responsibility of risk owners and oversight by senior management. 
 
The Company mitigates this risk by following an investment strategy designed to emphasize 
the preservation of invested assets and provide sufficient liquidity for the prompt payment of 
claims and contract liabilities, as well as for settlement of commutation payments. The 
Company maintains banking facilities, continuously monitors forecast and actual cash flows 
and matches the maturity profiles of assets and liabilities such that it will always have sufficient 
liquidity to meet liabilities when they fall due. In practice, most of the Company’s assets are 
marketable securities which could be converted in to cash when required. The assets are 
invested in liquid government and corporate bonds that more than meet the legal entities 
liquidity needs. 
 
At management level Liquidity risk is monitored and overseen by the StarStone Investment 
Committee which meets at least quarterly. The committee monitors liquidity against key risk 
indicators defined in the risk appetite statement. 
 
Appropriate controls and procedures are monitored for on-going operational effectiveness 
to ensure that residual risk is maintained within approved risk appetite.  
 
No material changes have been made to the liquidity risk management / mitigation process 
during the financial year  

C.4.3 Expected profit in future premiums  
The Company has expected profit included in future premiums (“EPIFP”) gross of reinsurance 
amounting to $11.3m as at 31 December 2019.  

C.4.4 Liquidity risk exposure / concentration 
There were no material changes in the Company’s liquidity risk exposure during the financial 
year.   

C.4.5 Stress and sensitivity Analysis 
A description of the stress and scenario testing performed by the Company around key 
strategic and business plan assumptions is included in Section C.7.1.  

C.5 Operational Risk 

C.5.1 Risk description  
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Operational risk is the risk of a loss arising from inadequate or failed internal processes, or from 
external events, personnel, systems or third parties.  
 
Operation risk includes outsourcing risk. Outsourcing risk is defined as an arrangement of any 
form between a firm and a service provider by which that service provider performs a process 
or activity or provides a service which would otherwise be undertaken by the firm itself. 

C.5.2 Operational risk management/ mitigation   
All operational risks are assessed via the risk assessment process on a quarterly basis. Risk 
owners must provide an inherent and residual risk rating along with a supporting rationale. 
Key Risk Indicators are also assessed quarterly and all tolerances that have been exceeded 
or where the tolerance threshold is approaching, are reported to the RACE Committee and 
the Operations Committee. 
 
Operational risk is mitigated through the application of policies and procedures and internal 
control and compliance processes throughout the Company, including but not limited to 
business continuity planning, information security procedures, change management 
processes, financial reporting controls and a review process for material third-party vendor 
usage. Controls which are executed throughout the Company’s operations, to mitigate 
against their associated risks crystalizing, are assessed on a quarterly basis.  Operational Risk 
is calculated using the standard formula and using an internal approach and is monitored 
through the quarterly risk report. Operational stress tests are performed annually and reported 
through the ORSA process. 
 
The business recognises the increased operational risk inherent in outsourcing and seeks to 
mitigate this risk by implementing strong management oversight over each individual 
outsourced arrangement, and a greater concentration of oversight for those arrangements 
which are considered material because of their size, the risks associated with their failure or 
because of their nature (i.e. the outsourcer is performing a regulated activity).   
 
The Risk Management Function assist the business with these responsibilities by providing the 
framework and tools, assisting with monitoring risk levels within the defined risk appetite and 
providing other support as needed. 
 
The Operations Committee operates as the primary oversight forum within the governance 
framework and will review the status of Operational risks and control effectiveness. 
 
The Company maintains a business continuity plan outlining the process to minimize the 
financial, legal, reputational, operational and other material consequences arising from a 
natural or unscheduled disruption. 
 
No material changes have been made to the measures for managing and mitigating 
operational risk during the financial year.   
 

C.5.3 Operational risk exposure / concentration 
The key operational risk factors facing our business are as follows: 

 The Company is dependent on executive officers, directors and other key personnel 
and the loss of any of these individuals could adversely affect our business;  

 The Company has a number of internal systems and processes that rely on people 
and technology.  These are not immune from potential failure.  The Company monitors 
operational risk through its risk management and internal control system; 
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 If outsourced providers such as third-party administrators, investment managers or 
other service providers were to breach obligations owed to us, the business and results 
of operations could be adversely affected; and 

 If the Company experiences difficulties with our information technology assets or 
cyber security, its business could be adversely affected.  

 
There were no material changes in the Company’s operational risk exposure during the 
financial year. 

C.5.4 Stress and sensitivity Analysis 
A description of the stress and scenario testing performed by the Company around key 
strategic and business plan assumptions is included in Section C.7.1.  

C.6 Other Material Risks 

C.6.1 Strategic Risk 

Strategic risk is the risk of unintended adverse impact on the business plan objectives arising 
from business decisions, improper implementation of those decisions, inability to adapt to 
changes in the external environment, or circumstances that are beyond the Company’s 
control. 
 
All Strategic and Group risks are assessed via the Risk Management system on a quarterly 
basis. Risk owners must provide an inherent and residual risk rating along with a supporting 
rationale. Key Risk Indicators are also assessed quarterly and all tolerances that have been 
exceeded or where the tolerance threshold is approaching, are reported to the RACE 
Committee. 
 
No changes have been made to the measures for assessing Strategic and Group risk in the 
reporting period.  
 
The Company manages strategic risk by utilising a strategic business planning process 
involving executive management and a Board. The annual business plan is reviewed and 
overseen by executive management and the Board and actual performance, trends and 
uncertainties are monitored in comparison to the plan throughout the year. The Company’s 
governance process, led by the Board of Directors, reviews newly proposed transaction 
opportunities, capital-raising matters, and other significant business initiatives. In order to 
effectively participate in future opportunities and manage downside risks (due to external 
events) the Company ensures the liquidity and available financing is reviewed and 
monitored. The Company relies on existing processes to help anticipate potential adverse 
changes in the business and, where possible avoid or mitigate them.  
 
If the Company is unable to implement business plans and strategies, its business and financial 
condition may be adversely affected. The experience of the management team supported 
by a robust ERM Framework will continue to allow the Company to manage the run-off of the 
business efficiently, while mitigating the likelihood and impact of the associated risks.  
 
The Company monitors the capital position relative to regulatory, rating agency and internal 
capital requirements and anticipated liquidity needs. This analysis is periodically subjected to 
stress testing to determine, amongst other things, what the impact of a significant financial 
losses within one subsidiary would be on the capital position of the group. The Company 
depends on the Group’s AM Best A- rating and the risk of downgrade would likely impact the 



  

SISE Solvency Financial Condition Report  47 

business’ ability to underwrite business. The rating was re-affirmed in December 2019. 
 
At management level Strategic and Group Risk is monitored and overseen by the StarStone 
Risk and Capital Committee which meets at least quarterly. 

C.6.2 Group Risk 

Group risk arises from the Company being majority owned by Enstar Group.  Enstar is a 
Bermuda-based holding company, formed in 2001, that offers innovative capital release 
solutions and specialty underwriting capabilities through its network of Group companies in 
Bermuda, the United States, the United Kingdom, Continental Europe, Australia and other 
international locations.  Enstar is listed on the NASDAQ Global Select Market under the ticker 
symbol "ESGR".  
 
Enstar focuses on the acquisition and management of insurance and reinsurance companies 
in run-off and the acquisition and management of portfolios of insurance and reinsurance 
business in run-off. 
 
The Company benefits from the financial strength of Enstar Group as demonstrated in 2018 
with the execution of the Adverse Development Cover, which demonstrates the ability of 
Enstar and StarStone Management to  re-structure the business model in a way which 
recognises the optimisation of benefits from both ongoing lines of business and those 
determined  to be ‘run off’. 

C.6.3 Regulatory and Reputational Risk 

Regulatory risk is the risk of legal or regulatory sanctions resulting in a financial loss, or loss of 
reputation as a result of an insurer’s failure to comply with laws, regulations, rules, related self-
regulatory organization standards, and codes of conduct. We manage reputational risk 
through a focus on compliance with laws and regulations, adherence to our policies and 
procedures (including our Code of Conduct) and our internal controls, an established 
corporate governance framework and practices, and communication and engagement 
with external stakeholders. 

C.6.4 Tax Risk 

Tax risk is the risk requirements are not adhered to accurately or in a timely manner resulting 
in a financial loss. We proactively seek to identify, evaluate, manage, monitor and mitigate 
tax risks. We are committed to complying with all tax laws, rules and regulations applicable 
to StarStone Group. In evaluating potential transactions, we consider the overall commercial, 
financial and tax aspects. Where there is uncertainty or complexity in relation to a tax risk, we 
may seek external advice and, where appropriate, we may obtain tax clearances from 
relevant tax authorities. 

C.6.5 Pandemic Risk 

The World Health Organisation declared Covid-19 to be a global pandemic on 11 March 
2020. The Company continues to monitor the emergence of the Covid-19 outbreak and 
assess the potential exposure Whilst the development of potential underwriting losses from 
Covid-19 is at an early stage, the company is undertaking scenario analysis to estimate a 
realistic and pessimistic loss position and update the Board regularly in this regard.  
 
Due to the conservative nature of the investment portfolio, the adverse impact from market 
volatility has been limited. Risks to the business from Covid-19 are overseen by the Covid-19 
Risk Working Group which is chaired by the Chief Risk Office (“CRO”). The Group has met 
twice a week since March 2020 and reports regularly to the Board. The Company is also 
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continuing to monitor the impact to customers, suppliers and other key stakeholders and 
reviewing business continuity plans as appropriate. 
 
Detailed scenario analysis has been undertaken to estimate potential exposure which will be 
continually monitored through the coming months / quarters. 

C.6.6 Brexit 

The arrangements the Company has put in place with respect to its UK business following the 
UK ceasing to be a member of the European Union on 31 January 2020, entering into a 
transition period which ends on 31 December 2020 and for the time after the transition period 
are documented in Section A.1.2. The Company is confident that its future performance will 
not be materially impacted by Brexit.  

C.7 Any Other Information 

C.7.1 Stress and Scenario Analysis 

Integral to the business planning process is the performance of stress and scenario testing 
around key strategic and business plan assumptions.  
 
The Company maintain a suite of stress scenarios capturing key data and rationale points, 
which are subject to review for continuing appropriateness as part of the business planning 
and ORSA process. This suite of scenarios is reviewed by the Risk Management. 
 
The Company uses a variety of methods to undertake such analysis: 
 

 Stress tests which shift the values of individual parameters that affect the financial 
position of the Company and determine the effect on its business 

 Scenario analysis which build a wide range of parameters that are varied at the same 
time.  Scenario analyses examines the impact of extreme events on the Company’s 
financial position.  

 Reverse stress testing assesses scenarios and circumstances that would render the 
business model unviable. The Company defines unviability as when the business is no 
longer willing or able to write premium or at the point when crystallising risks cause the 
market to lose confidence in the business and, therefore, the projected business plan 
targets cannot be met. This will not necessarily be the point where the business runs 
out of capital entirely; and  

 High level, forward-looking scenarios which consider the impact of events on a multi-
year basis (e.g. from 2019 to 2021). These are typically based on less severe scenarios 
than are used for stress and scenario testing. 

 
The Company has a defined approach to the development of scenarios, which is 
coordinated by the Risk Management Function who work closely with business risk owners 
and subject matter experts to identify scenarios and assess their impact and likelihood. 
 
Assumptions, controls, potential mitigating actions and potential future management actions 
that could be taken in response to each scenario are also considered. A range of scenarios 
are considered in the ORSA across all major risk categories.  
 
For all sensitivity tests performed post Covid-19 across the three-year business planning period 
the solvency ratio remains above 200% demonstrating the strength in capital resources in the 
Company.  
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Section D Valuation for Solvency Purposes 

Solvency II requires a market consistent approach to the valuation of assets and liabilities. A 
number of assets and liabilities require different valuation methods to those used in the 
financial statements. The financial statements are prepared under LIE GAAP. The table below 
summarises the Solvency II and the LIE GAAP valuation of assets, based on the Solvency II 
balance sheet headings and the Solvency II approach to classifying assets and liabilities. An 
explanation of the Solvency II valuation methods and assumptions, including key differences 
to those used under LIE GAAP, is provided in the subsequent sections. 
 
A more detailed Solvency II balance sheet is included in Appendix 1 (QRT S.02.01). 
 

Balance Sheet - 2019 
$000 

Statutory 
Value  Reclassification 

Differences 
Valuation 

Differences 
Solvency 

II Value 
Notes 

(LIE 
GAAP) 

Investments 168,134 24,976 2,577 195,687  D.1.1 
Reinsurance recoverables 786,559 (125,624) (48,982) 611,952  D.1.2 
Insurance and intermediary 
receivables 

158,435 (66,653)  91,782  D.1.3 

Reinsurance receivables 45,640 -  45,640  D.1.4 
Receivables (trade, not 
insurance) 

4,257 -  4,257  D.1.5 

Cash and cash equivalents 34,871 (24,070)  10,801  D.1.6 
Any other assets 1,996 (906)  1,091  D.1.7 

Total Assets 1,199,892 (192,277) (46,405) 961,210  

      

Technical provisions 835,165 (66,653) (16,410) 752,102  D.2 
Reinsurance payables 134,707 (125,624)  9,083 D.3.1 
Payables (trade, not insurance) 6,939 -  6,939 D.3.2 
Any other liabilities 1,136 -  1,136 D.3.3 

Total Liabilities 977,947 (192,277) (16,410) 769,260 D.3.4 
      

Excess of Assets over Liabilities 221,945 0 (29,995) 191,950  
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Balance Sheet - 2018 
$000 

Statutory 
Value  Reclassification 

Differences 
Valuation 

Differences 
Solvency 

II Value 
Notes 

(LIE 
GAAP) 

Investments 140,100 11,691 16 151,807  D.1.1 
Reinsurance recoverables 713,354 (139,366) (70,004) 503,983  D.1.2 
Insurance and intermediary 
receivables 

145,543 (129,453) - 16,091  D.1.3 

Reinsurance receivables 78,369 27,704 - 106,073  D.1.4 
Receivables (trade, not 
insurance) 

9,149 3,010 - 12,159  D.1.5 

Cash and cash equivalents 44,867 (11,168) - 33,699  D.1.6 
Any other assets 3,307 (3,268) - 39  D.1.7 

Total Assets 1,134,690 (240,851) (69,988) 823,851  

      

Technical provisions 766,074 (137,022) (54,913) 574,139  D.2 
Insurance and intermediaries 
payables 

- 6,678 - 6,678  

Reinsurance payables 141,545 (113,010) - 28,534 D.3.1 
Payables (trade, not insurance) 7,009 (5,735) - 1,274 D.3.2 
Any other liabilities 885 8,238 468 9,591 D.3.3 

Total Liabilities 915,512 (240,851) (54,445) 620,216 D.3.4 
      

Excess of Assets over Liabilities 219,178 0 (15,543) 203,635  

 
The following table provides a reconciliation of the excess of assets over liabilities reported in 
the Solvency II balance sheet to equity shareholders’ funds reported in the GAAP balance 
sheet. 
 
Excess Assets over Liabilities 
$000 

2019 2018 

Excess of assets over liabilities - GAAP 221,945 219,178 
Profit in Unearned Premium Reserve (“UPR”) 20,212 33,571 
Profit in bound but not incepted (“BBNI”) 2,829 815 
Future cost of reinsurance (“FCRI”) (13,511) (10,969) 
Events not in Data (“ENIDs”) (600) (448) 
Expenses provision (30,562) (30,836) 
Risk Margin (11,309) (11,984) 
Discounting 2,221 2,743 
Counterparty default (1,912) (1,675) 
Other (214)                         -   
Technical provision adjustments (32,846) (18,784) 
Other Solvency II adjustments 2,851 3,240 
Excess of assets over liabilities - Solvency II 191,950 203,635 
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D.1 Assets 

D.1.1 Investments  

Investments consist primarily of investment grade, liquid, fixed maturity securities of short-to-
medium duration. 
 
Investments are recognised under Solvency II when the Company becomes a party to the 
contractual provisions of the instrument. Investments are de-recognised if the Company’s 
contractual rights to the cash flows from investments expire or if the Company transfers the 
investments to another party without retaining control of substantially all risks and rewards of 
the assets. This is the same recognition basis under LIE GAAP reporting and there has been no 
change in the recognition criteria during the year. 
 
Valuation differences  
Solvency II requires investments to be recognised at fair value which is the amount an asset 
or liability could be exchanged between willing parties in an arm’s length transaction. Under 
LIE GAAP, investments in securities are stated at the lower of cost or market value. In the 
Solvency II balance sheet, the carrying value of the assets held at cost is adjusted to fair value. 
Fair values are determined at prices quoted in active markets. The fair values for all securities 
in the fixed maturity investments portfolio are independently provided by the investment 
accounting service providers, investment managers and investment custodians, each of 
which utilise internationally recognised independent pricing services. We record the 
unadjusted price provided by the investment accounting service providers, investment 
managers or investment custodians.  
 
The independent pricing services used by the investment accounting service providers, 
investment managers and investment custodians obtain actual transaction prices for 
securities that have quoted prices in active markets. Our internal price validation procedures 
and review of fair value methodology documentation provided by independent pricing 
services have not historically resulted in adjustment in the prices obtained from the pricing 
service. 
 
Investment classification  
Classification differences exist between LIE GAAP and Solvency II for certain investment 
balances. 
 
Cash and cash equivalents are classified differently between LIE GAAP and Solvency II. Under 
LIE GAAP an investment qualifies as a cash and cash equivalent only when it has a short 
maturity of, three months or less from the date of acquisition. Money market funds and 
deposits less than 90 days are classified as cash and cash equivalents under LIE GAAP; 
however, they are classified as collective investments undertakings and deposits other than 
cash equivalents for Solvency II reporting, respectively. 
 
Accrued interest is classified as receivables (trade, not insurance) under LIE GAAP reporting 
but is considered a component of the bond valuation under Solvency II. 
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D.1.2 Reinsurance recoverables 

The company uses reinsurance and retrocessional agreements to reduce its exposure to 
insurance and reinsurance risks assumed. The Company remains liable to the extent that 
certain reinsurance is finite or that the reinsurers do not meet their obligation under these 
agreements. 
 
Reinsurance recoverable balances relate to the reinsurance of gross technical provisions 
which will fall due under the terms of the reinsurance and retrocessional agreements. These 
amounts have been valued based on amounts that will be contractually due to the 
Company from cedants and reinsurers if and when claims are settled. They are adjusted for: 

i) potentially non-recoverable balances that are disputed or due from reinsurers with a 
poor credit rating and 

ii) the probability weighted average of future cash flows taking into account the time 
value of money using the latest risk-free discount rates promulgated by EIOPA. 

 
Future cash inflows are determined by calculating reinsurance recoveries on estimated cash 
outflows of gross technical provisions which are based on an annual actuarial study using 
appropriate actuarial techniques (see technical provisions below). Reinsurance recoverables 
reported in the Solvency II balance sheet have also been uplifted for the reinsurance impact 
of the possibility of extreme events.  

There has been no change in the recognition and valuation of this balance during the year. 
The balances reported in the Solvency II balance sheet differ from amounts reported in 
statutory financial statements due difference in the valuation methodology between GAAP 
and Solvency II (see technical provisions below).The $49.0m valuation adjustment relate to 
Solvency II adjustments in respect of premium provisions claims, ENIDs, future cost of insurance 
and discounting.  

D.1.3 Insurance and intermediaries receivables 

This balance mainly relates to premiums due from intermediaries and the amounts are 
recognised in the GAAP balance sheet when the Company becomes a party to the 
contractual provisions of the asset. 

Under LIE GAAP, receivables are valued at undiscounted amortised cost less any adjustment 
for impairment losses. Given that these receivables are materially due within 12 months, the 
LIE GAAP valuation policy is considered to be a close approximation to fair value, and 
therefore no valuation adjustments are made for Solvency II reporting purposes. 

As required in the Solvency II guidance, the portion of insurance and intermediary receivables 
recognised as an asset on the LIE GAAP balance sheet, that are not yet due at the reporting 
date, are transferred to technical provisions in the Solvency II balance sheet whilst the amount 
over-due (i.e. when they remain unpaid in the first business day after the payment deadline) 
within ‘insurance and intermediaries receivables’ in the Solvency II balance sheet. 

There has been no change in recognition basis during the year. 

D.1.4 Reinsurance receivables 

Reinsurance receivables relate to paid claims recoverable, premium refunds and other 
amounts due to the Company from reinsurers under the terms of the reinsurance and 
retrocessional agreements in place with those reinsurers. These balances have been valued 
based on amounts that are contractually due to the Company by reinsurers adjusted for 
potentially non-recoverable balances that are disputed or due from reinsurers with a poor 



  

SISE Solvency Financial Condition Report  53 

credit rating. This is deemed to be a close approximation to fair value, and therefore no 
valuation adjustments are made for Solvency II reporting purposes.  
There has been no change in recognition or valuation basis during the year. 

D.1.5 Receivables (trade, not insurance) 

Under LIE GAAP, receivables are valued at undiscounted amortised cost net of provisions for 
expected credit losses. Given the short-term maturity of these assets, the LIE GAAP valuation 
policy is considered to be a close approximation to fair value, and therefore no adjustments 
are made for Solvency II valuation purposes. All material receivables are due within 12 
months. 
 
There has been no change in recognition or valuation basis during the year. 

D.1.6 Cash and cash equivalents 

No valuation differences exist between LIE GAAP and Solvency II. Cash and cash equivalents 
in the Solvency II balance sheet consist of deposits that can be exchanged for currency on 
demand at par value and are valued at their par value. Cash and cash equivalents are 
classified differently between LIE GAAP and Solvency II. Refer to Section D.1.1 for additional 
information. 
 
There has been no change in recognition or valuation basis during the year. 

D.1.7 Any other assets 

These balances include other assets and prepayments. Under LIE GAAP these assets are 
carried at cost less any adjustment for impairment losses. Given the short-term nature of these 
assets, this is considered to be a close approximation to the Solvency II fair value. All material 
other receivables are due within 12 months. 
 
The reclassification adjustment of $0.9m relates to accrued interest which under SII is reported 
as part of the financial investments.  
 
Under LIE GAAP, commissions and other direct and indirect costs that are related to, securing 
new contracts and renewing existing contracts are not capitalised as Deferred Acquisition 
Costs (“DAC”). DAC is also not recognised as an asset in the Solvency II balance sheet as 
they are not a separable and saleable asset. Cash flows relating to acquisition costs, 
attached to future premiums, are included in the Solvency II technical provisions (further 
details provided in Section D.2).  
 
As at 31 December 2019, no deferred tax assets have been recognised in the SII balance 
sheet.  

D.2 Technical Provisions 

In accordance with Article 77 of the Solvency II Directive the value of the technical provisions 
consists of the best estimate of all future cash flows required to settle its insurance and 
reinsurance obligations, discounted at the risk-free rate of interest using the yield curves 
published by EIOPA for the reporting date, with the addition of a risk margin.  
 

 The best estimate liabilities are calculated as: 
i. the discounted best estimate of all future cash flows relating to claim events 

prior to the valuation date (‘claims provisions’); and  
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ii. the discounted best estimate of all future cash flows relating to future exposure 
arising from policies that the insurer is obligated to at the valuation date 
(‘premium provisions’).  

 
 The Risk Margin is the amount that insurers would require over and above the best 

estimate liabilities in order to take over and meet the insurance and reinsurance 
obligations over the lifetime of the policies. 
 

In addition, in determining the cash flows, the following estimations are made: 
 Calculation of obligations arising from ENIDs 
 Calculation of run-off expenses 
 Determination of payment patterns 
 Determination of future cost of reinsurance 
 Calculation of the counterparty default 
  

An analysis of gross and ceded technical provisions by Solvency lines of business including risk 
margin is shown below. Further detail is provided in Appendix 1 (QRT S.17.01). 
 

Technical 
provisions - 2019 
$000 

Medical 
expense 

Other 
motor 

Marine, 
aviation 

and 
transport 

Fire and 
other 

damage 
to 

property 

General 
liability 

Non-
Prop. 

Marine, 
aviation, 
transport 

Non-
Prop. 

Property 
Total 

Premium provisions 754 1,633 20,633 60,488 3,253 - - 86,762 
Claims provisions 5,559 8,146 175,814 325,554 132,988 - 5,972 654,031 
Gross Best estimate 6,313 9,779 196,447 386,042 136,242 - 5,972 740,793 
Reinsurance (4,911) (3,705) (141,754) (339,034) (120,130) - (2,418) (611,952) 
Net technical 
provisions before 
risk margin 

1,402 6,074 54,693 47,008 16,112 - 3,554 128,842 

Risk margin 62 207 3,489 5,591 1,863 - 98 11,309 
Net technical 
provisions 

1,464 6,281 58,182 52,599 17,974 - 3,652 140,151 

 

Technical 
provisions - 2018 
$000 

Medical 
expense 

Other 
motor 

Marine, 
aviation 

and 
transport 

Fire and 
other 

damage 
to 

property 

General 
liability 

Non-
Prop. 

Marine, 
aviation, 
transport 

Non-
Prop. 

Property 
Total 

Premium provisions 388 872 8,772 18,125 1,587 87 231 30,062 
Claims provisions 10,535 5,747 130,841 295,577 88,434 851 106 532,091 
Gross Best estimate 10,923 6,619 139,613 313,702 90,021 938 337 562,153 
Reinsurance (9,899) (5,653) (124,459) (280,510) (82,453) (821) (187) (503,982) 
Net technical 
provisions before 
risk margin 

1,024 966 15,154 33,192 7,568 117 150 58,171 

Risk margin 211 199 3,122 6,838 1,559 24 31 11,984 
Net technical 
provisions 

1,235 1,165 18,276 40,030 9,127 141 181 70,155 
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D.2.1 Claims provision 

The claims provision is the discounted best estimate of all future cash flows (claim payments, 
expenses and future premiums) relating to claim events prior to the valuation date.  
 

Pa
st

 e
xp

o
su

re
 Claims Provision 

Expected present value of: 

              
Claims 

(incurred) 
+ Allocated and 

unallocated claims 
management 

expenses 

+ Other 
Expenses 
(earned 
element) 

- Future premiums 
receivable 

(earned 
element) 

 
Claims incurred mainly comprises case reserves and IBNR claims.  

D.2.1.1 Case reserves and IBNR 

Case reserves  
Case reserves are made on an individual case basis and are based on the estimated cost of 
all claims reported but not settled by the balance sheet date.  
 
IBNR 
IBNR is generally subject to a greater degree of uncertainty than reported claims. Classes of 
business where the IBNR proportion of the total reserve is high will typically display greater 
variations between initial estimates and final outcomes because of the greater degree of 
difficulty of estimating these reserves.  
 
Classes of business where claims are typically reported relatively quickly after the claim event 
tend to display lower levels of volatility. In calculating the estimated cost of unpaid claims, 
the Company uses a variety of estimation techniques. In the initial years, the estimation of the 
claims will be based on pricing assumptions and comparison to industry benchmarks. Once 
adequate data is available, the estimation is generally based upon statistical analyses of 
historical experience, which assumes that the development pattern of the current claims will 
be consistent with experience. Allowance is made, however, for changes or uncertainties 
which may create distortions in the underlying statistics, or which might cause the cost of 
unsettled claims to increase or reduce when compared with the cost of previously settled 
claims including: 
 

 changes in Company processes which might accelerate or slow down the 
development and/or recording of paid or incurred claims compared with 
statistics from previous periods; 

 changes in the legal environment; 
 the effects of inflation; 
 changes in the mix of business; 
 the impact of large losses; and 
 any movements in industry benchmarks. 

 
A component of these estimation techniques is usually the estimation of the cost of notified 
but not paid claims. In estimating the cost of these the Company has regard to the claim 
circumstance as reported, any information available from loss adjusters and any available 
information on the cost of settling claims with similar characteristics. 
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Large claims impacting each relevant business class are generally assessed separately, being 
measured on a case by case basis or projected separately in order to allow for the possible 
distorting effect of the development and incidence of these large claims. 
 
Provisions are calculated net of any estimated amounts of salvage and subrogation 
recoveries, but gross of any reinsurance recoveries.  
 
The technical provisions are not discounted under LIE GAAP.  Under Solvency II the technical 
provisions are adjusted for the probability weighted average of future cash flows taking into 
account the time value of money based on the currency of the reserves and the prescribed 
EIOPA risk-free yield curve. 

D.2.1.2 Provision for unearned premium 

Unearned premiums are those proportions of premiums written in a year that relate to periods 
of risk after the reporting date computed separately for each insurance contract. Written 
premiums are recognised as earned over the period of the policy on a time apportionment 
basis having regard where appropriate, to the incidence of risk. The proportion attributable 
to subsequent periods is deferred as a provision for unearned premiums. Unearned outwards 
reinsurance premiums are those proportions of premiums written in a year that relate to 
periods of risk after the reporting date. Unearned reinsurance premiums are deferred over the 
term of the underlying direct insurance policies for risks-attaching contracts and over the term 
of the reinsurance contract for losses-occurring contracts. 
 
UPR is eliminated from the balance sheet and replaced with a provision accounted for on a 
best estimate basis taking account of all the cash flows (i.e. losses and premium debtors) 
relating to unearned business. When considering which cashflows to include in the 
calculation of outwards reinsurance premium and recoveries in the best estimate underlying 
technical provisions, the Company’s key principle is to ensure these are consistent with the 
inwards policies included in the same valuation subject to certain specific rules on recognising 
legally obliged reinsurance contracts. 

D.2.1.3 Future Premium Cashflow 

The Solvency II guidance requires that the best estimate calculation should take account of 
projections for all potential cash inflows and outflows required to settle insurance / 
reinsurance obligations. This includes premiums paid in instalments and due in the future (not-
yet-due premiums). 
 
The same principle is applied for outwards reinsurance – with reinsurance creditors payable 
with a due date post the balance sheet date recognised in the reinsurance claims provision 
to the extent they relate to an earned exposure and the premium provision where they relate 
to unearned exposure. 

D.2.1.4 Events Not in Data  

Solvency II best estimates should make an allowance for “all possible events” – this should 
include high severity, low probability claims. ENIDs are not explicitly modelled as part of the 
reserving process. The Company performs a separate analysis once a year to derive an ENID 
event load which is applied to the best estimate reserves and is dependent on the perceived 
risk within lines of business.  
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D.2.1.5 Loss adjustment expenses 

The Solvency II expense provision includes more costs than the LIE GAAP current unallocated 
loss adjustment expenses provision as it specifically includes overheads/ admin/ investment 
management expenses.  
 
The Solvency II guidance requires that the best estimate includes all cash flows arising from 
expenses that will be incurred servicing existing policies during their lifetime. Allocated loss 
adjustment expenses directly assignable to individual claims are included in the claims and 
premium provision. 72 Solvency II guidance details the following examples of expenses that 
will be incurred servicing all obligations from existing insurance and reinsurance contracts:  

 administrative expenses;  
 investment management expenses;  
 claims management expenses / handling expenses; and  
 acquisition expenses including commissions.  

 
Expenses include both overhead expenses and expenses which are directly assignable to 
individual claims, policies or transactions. 

D.2.1.6 Counterparty default 

Solvency II requires inclusion of a provision for non-receipt of reinsurance recoveries whether 
caused by default or dispute. The probably of counterparty default is set based on S&P credit 
ratings.  

D.2.2 Premium provision 

The premium provision is the discounted best estimate of all future cash flows (claim 
payments, expenses and future premiums) relating to future exposure arising out of policies 
that are legally obliged at the valuation date. The premium provisions amount is derived from 
unearned incepted business and unincepted business. 
 
 

Fu
tu

re
 e

xp
o

su
re

 Premium Provision 

Expected present value of: 

              
Claims 

(unexpired) 
+ Allocated and 

unallocated 
claims 

management 
expenses 

+ Other Expenses 
(unearned 
element) 

- Future premiums 
receivable 
(unearned 

element 

D.2.3 Risk margin 

The SII Directive requires that the risk margin should be calculated at a level such that the 
value of technical provisions is equivalent to the amount insurance and reinsurance 
undertakings would expect to require in order to take over and meet the insurance and 
reinsurance obligations. This is calculated using a “cost of capital” approach using a cost of 
capital rate as determined by EIOPA (currently prescribed at 6%). The following steps are 
followed in calculating the risk margin: 

 
i. First, a proxy SCR is calculated in respect of the opening balance sheet, with the proxy 

SCR incorporating SCRs for reserve risk, counterparty default risk and operational risk, 
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all calculated in accordance with EIOPA’s guidelines. Market risk is not considered in 
the risk margin as the calculation assumes (based on EIOPA guidance) that a 
potential acquirer would structure its assets in such a way to minimise market risk. 

ii. Proxy SCRs are derived for future balance sheets by assuming that the SCR runs off in 
line with the square root of reserves. The reserves in each future period are estimated 
by applying the relevant payment patterns to the opening balance sheet. 

iii. EIOPA prescribed cost of capital of 6% is applied to the resulting stream of SCRs.  
iv. The resulting stream is then discounted using the EIOPA prescribed spot-rate risk-free 

yield curve for USD and assumed to derive the opening balance sheet risk margin. The 
USD curve is used because this is the Company’s reporting currency and majority of 
the business is USD denominated. 

D.2.4 Other technical provision information 

The table below shows the adjustments made to the LIE GAAP technical provisions to estimate 
the Solvency II technical provisions and the movement in technical provisions year on year. 
 

Reconciliation (LIE GAAP to SII and Movement in TPs) 
$000 

2019 2018 
Movement 

 in TPs 

LIE GAAP Net Reserves 48,606 52,720 (4,114) 

Removal of UPR (28,991) (37,189) 8,198 

UPR losses 8,778 3,618 5,160 

BBNI Premiums (4,984) (1,719) (3,265) 

BBNI Losses 2,156 904 1,252 

Inclusion of FCRI costs 13,511 10,969 2,541 

Provision for ENIDs 600 448 153 

Debtor and Creditor not yet due reclassification 58,971 (1,568) 60,539 

Provision for additional expenses 30,562 30,836 (274) 

Discounting (2,221) (2,743) 522 

Provision for risk margin 11,309 11,984 (674) 

Reinsurance counterparty default adjustment 1,912 1,675 237 

Reversal of Reinsurance bad debt (273) 220 (494) 

Other adjustments 214 0 214 

SII Net Technical Provisions 140,150 70,155 69,995 

 
The Company does not use any of the following methodologies outlined in Directive 
2009/13/EC in determining its technical provisions: 

a) Matching adjustment referred to in Article 77b of the Directive; 
b) Volatility adjustment referred to in Article 77d of the Directive; 
c) Transitional risk-free interest rate-term structure referred to in Article 308c; and 
d) Transitional deduction referred to in Article 308d. 

 
There were no material changes in the relevant assumptions made in the calculation of 
technical provisions compared to the previous reporting period. 
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D.3 Other Liabilities 

D.3.1 Insurance and intermediaries payables 

Insurance and intermediaries payables relate to creditors arising out of direct insurance 
operations. Under LIE GAAP insurance and intermediary payables are held at amortised cost. 
Given the short-term maturity of these liabilities, this is considered to be a close approximation 
to fair value.  
 
There has been no change in recognition or valuation basis during the year. 

D.3.2 Reinsurance payables 

Reinsurance payables relates to amounts due to reinsurers for reinsurance arrangements 
purchased by the Company and include funds withheld with Cavello Bay.  

Under LIE GAAP, receivables are valued at undiscounted amortised cost.  

As required in the Solvency II guidance, the portion of reinsurance payable that are not yet 
due at the reporting date, are transferred to technical provisions in the Solvency II balance 
sheet whilst the amount over-due within ‘reinsurance payables’ in the Solvency II balance 
sheet.  
 
The overdue reinsurance payables are materially due within 12 months, the LIE GAAP 
valuation policy is considered to be a close approximation to fair value, and therefore no 
valuation adjustments are made for Solvency II reporting purposes. 
 
There has been no change in recognition or valuation basis during the year. 

D.3.3 Payables (trade, not insurance) 

The Company values payables at undiscounted amortized cost. Given the short-term 
maturity of these liabilities, the LIE GAAP valuation policy is considered to be a close 
approximation to fair value, and therefore no adjustments are made for Solvency II valuation 
purposes.  
 
There has been no change in recognition or valuation basis during the year. 

D.3.4 Any other liabilities 

Other liabilities mainly relate to accruals and balances due to other related companies. Other 
liabilities are held at amortised costs under LIE GAAP. Given the short-term maturity of these 
liabilities, the LIE GAAP valuation policy is considered to be a close approximation to fair 
value, and therefore no adjustments are made for Solvency II valuation purposes.  
 
There has been no change in recognition or valuation basis during the year. 

D.4 Alternative methods of valuation 

All methods of valuation have been outlined in the preceding sections and no other valuation 
methods of valuation have been adopted. 
 
Below is a summary of assets and liabilities that have been valued using an alternative 
method of valuation. 
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All the above amounts have been valued at their carrying value as they are expected to be 
received or paid within 1 year, hence any discounting would be immaterial. 
 
Account Name  
$000 

Amount Section covered 

Insurance and intermediary receivables 91,782  D1.3 
Reinsurance receivables 45,640  D1.4 
Receivables (trade, not insurance) 4,257  D1.5 
Any other assets 1,091  D1.7 
Reinsurance payables (9,083) D3.1 
Payables (trade, not insurance) (6,939) D3.2 
Any other liabilities (1,136) D3.3 

 

D.5 Any other information 

All material information has been disclosed in the preceding sections. 
he 
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Section E Capital Management 

E.1 Own Funds 

E.1.1 Objectives, policies and processes employed by SISE for managing its own 
funds 

The Company’s capital management framework and associated policies and processes are 
designed to the meet the following objectives:  

 to maintain financial strength in adverse conditions;  
 to give customers long-term confidence in the Company;  
 to satisfy our regulatory obligations;  
 to match the profile of our assets and liabilities, taking account of the risk inherent in 

the business;  
 and to allocate capital efficiently to support new business growth. 

 
The Company complies with the regulatory solvency requirements and, where necessary, 
reviews its solvency needs in accordance with regulatory requirements. The Company adopts 
conventional actuarial and other methods to assess the risks to its solvency on a forward-
looking basis. The Company’s capital management strategy is to deploy capital efficiently 
and to maintain adequate loss reserves to protect against future adverse developments and 
other risks.  Reinsurance is also used as part of risk mitigation and capital management.   
 
The Company monitors projected own funds against SCR requirement over a three-year time 
horizon using conservative performance assumptions. 
 
The Company’s solvency position is set out in the table below: 
 
SISE Solvency Position 

2019 2018 
$000 
Eligible Own Funds to meet the SCR 191,950 203,635 
SCR 78,269 78,765 
Eligible Own Funds to meet the MCR 181,350 195,982 
MCR 19,567 19,691 

   

Ratio of Own funds to SCR 245% 259% 
Ratio of Own funds to MCR 927% 995% 

 

E.1.2 Structure, amount and quality of own funds at the end of the reporting period 
and analysis of changes over the reporting period 

The Company’s own funds is analysed in the following extract from the own funds QRT as at 
31 December 2019 (S.23.01).   
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Total Basic Own Funds - 2019 
Total 

Tier 1 
Unrestricted 

Tier 1 
Restricted 

Tier 2 
$000 
Ordinary Share Capital 140,393 140,393 - - 
Preference Shares 50,000 - 50,000 - 
Reconciliation Reserve 1,557 1,557 - - 
Total basic own funds after deductions 191,950 141,950 50,000 0 

     

Total eligible own funds to meet the SCR 191,950 141,950 35,487 14,513 

Total eligible own funds to meet the MCR 181,350 
 

141,950 35,487 3,913 
 

 
Total Basic Own Funds - 2018 

Total 
Tier 1 

Unrestricted 
Tier 1 

Restricted 
Tier 2 

$000 
Ordinary Share Capital 140,393 140,393 - - 
Preference Shares 50,000 - 50,000 - 
Reconciliation Reserve 13,242 13,242 - - 
Total basic own funds after deductions 203,635 153,635 50,000 - 

     

Total eligible own funds to meet the SCR 203,635 153,635 38,409 11,591 
Total eligible own funds to meet the MCR 195,982 153,635 38,409 3,938 

 
Own funds are classified into three tiers (Tier 1, 2 and 3). The classification depends on whether 
they are basic own fund or ancillary own fund items and the extent to which they possess the 
following characteristics: 
(a) The item is available, or can be called upon on demand, to fully absorb losses on a going 

concern basis, as well as in the case of winding up (permanent availability); and 
(b) In the case of winding up, the total amount of the item is available to absorb losses and 

the repayment of the item is refused to its holder until all the obligations towards policy 
holders and beneficiaries of insurance and reinsurance contracts, have been met 
(subordination). 

 
The Company’s available own fund items have been classified as Tier 1 basic own funds as 
they are of high quality and are available to absorb losses to enable the Company to 
continue as a going concern.  
 
Ordinary share capital and the reconciliation reserve are classified as unrestricted Tier 1 within 
basic own funds and preference shares have been classified as restricted Tier 1. The 
preference shares qualified as Upper Tier 2 capital under the Solvency I regime but did not 
meet the full criteria set out in the Solvency II Delegated Regulation to be treated as either 
Tier 1 or Tier 2 capital under Solvency. The preference shares have transitioned into Solvency 
II as restricted Tier 1 own funds in accordance with Article 308b (9) of the Solvency II Directive. 
The transitional period ends on 31 December 2025. 
 
However, eligible own funds have been classified as Tier 1 and Tier 2 i.e. some of the restricted 
Tier 1 amount has been reclassified to Tier 2. This is because only 20% of Tier 1 own funds can 
consist of hybrid capital items (restricted Tier 1 own funds), for example, preference shares. 
The excess over this 20% threshold is classified as Tier 2. In the case of eligible own funds to 
meet MCR is lower than the amount eligible to meet SCR because of restriction on Tier 2 own 
funds i.e. at least 80% of the MCR should be covered by Tier 1 eligible own funds with the 
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balance being Tier 2 eligible own funds.  
 
The available and eligible own funds are made up of ordinary share capital, preference 
shares and the reconciliation reserve. 
 
Reconciliation Reserve 

2019 2018 
$000 
Total Solvency II Assets (Section D.1) 961,210 823,851 

Total Solvency II Liabilities (Section D.3) (769,260) (620,216) 

Solvency II Excess Assets over Liabilities  191,950 203,635 
   

Ordinary Share Capital  (140,393) (140,393) 

Preference Shares (50,000) (50,000) 
Foreseeable dividends, distributions and charges - - 
Reconciliation Reserve 1,557 13,242 

 
The reconciliation reserve relates to accumulated retained earnings as reported in the 
Company’s GAAP financial statements, net of adjustments for valuation differences between 
the GAAP and Solvency II balance sheet and is therefore subject to volatility. These valuation 
differences are fully explained in section D above.  No adjustment has been made in the 
reconciliation reserve in respect of foreseeable dividends as none were payable subsequent 
to the year end. No dividends were paid during the year. 
 
The Company’s equity as reported in the audited financial statements was $221.9m 
compared to own funds as reported above on a Solvency II basis of $191.9m. The movement 
in basic own funds between 2018 and 2019 is shown in the table below: 
 

$000 Total 
Tier 1 

Unrestricted 
Tier 1 

Restricted 
Tier 2 

Basic own funds as at 31 December 2018 203,635 153,635 50,000 - 
GAAP financial statement net gain for the year 2,767 2,767 - - 
Movement in Solvency II valuation differences (14,452) (14,452) - - 
Basic own funds as at 31 December 2019 191,950 141,950 50,000 - 

 
The increase in net negative valuation differences between LIE GAAP and Solvency II is due 
to an increase in the Technical Provisions.  
 
A full reconciliation of the Company’s excess of assets over liabilities calculated on a Solvency 
II basis as at 31 December 2019 is provided in section D. 
 
E.1.3 Own fund items included under transitional arrangements under Solvency II 
As explained in Section E.1.2, the preference shares are subject to transitional arrangements 
under Solvency II. 
 
E.1.4 Ancillary own funds 
The Company has not applied for FMA approval of any Ancillary Own Funds items and 
therefore no such items are included within own funds. 
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E.1.5 Own funds deductions 
The Company does not have any ring-fenced funds and has not identified any other 
deductions or restrictions which need to be made to own funds. 

E.2 SCR and MCR 

The Company has complied with the capital requirements imposed by regulators throughout 
the financial year. 
 
The SCR is determined with reference to the Standard Formula which has been determined 
to be appropriate given the nature of the Company’s underlying risks (see section B). 
Furthermore, it is considered to be consistent and prudent when compared to the Company’s 
Own Economic Assessment of Capital. The SCR is subject to supervisory assessment. 
     
Based on projections for the next 3 years, the Board has concluded that the Company’s own 
funds is expected to exceed its SCR and MCR at all times over this time horizon. 
 
The Company’s SCR and MCR are summarised in the following table: 
 
SCR & MCR 

2019 2018 
$000 
Risk Categories   

Market risk 18,441 39,440 
Counterparty default risk 31,100 20,149 
Non-life underwriting risk 28,665 23,196 
Health underwriting risk 1,992 330 
Operational Risk 18,062 16,865 
Diversification (19,991) (21,215) 
SCR 78,269 78,765 

   

MCR 19,567 19,691 
   

Total eligible own funds to meet the SCR 191,950 203,635 
Total eligible own funds to meet the MCR 181,350 195,982 

   

Ratio of Eligible Own funds to SCR 245% 259% 
Ratio of Eligible Own funds to MCR 927% 995% 

 
Standard Formula Risk Categories 2019 2019 2018 2018 
$000 Value % Value % 
Market risk 18,441 19% 39,440 39% 
Counterparty default risk 31,100 32% 20,149 20% 
Non-life underwriting risk 28,665 29% 23,196 24% 
Health underwriting risk 1,992 2% 330 0% 
Operational Risk 18,062 18% 16,865 17% 
Undiversified Total  98,260 100% 99,980 100% 
Diversification (19,991) - (21,215) - 
SCR 78,269 - 78,765 - 
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The Company does not use any simplified calculations or undertakings specific parameters 
to arrive at its SCR. 
 
The MCR represents the minimum level of security below which the amount of financial 
resources should not fall. The MCR is subject to an absolute minimum floor of a fixed Euro 
amount depending on the lines of business written. In addition, subject to not falling below 
the absolute floor, the MCR must be no less than 25% of the SCR and no more than 45% of the 
SCR. 
  
The MCR is calculated as a linear function of the Company’s net technical provisions and net 
written premiums. Pre-determined factors, as provided by EIOPA, are applied to the net 
technical provisions and net written premiums for each Solvency II line of business. The 
Company’s calculated linear MCR is usually less than 25% of SCR (floor), but higher than the 
absolute floor of €3.7m. Hence the reported MCR is set at 25% of the SCR. The low level of 
MCR is as a result of the low net technical provisions and net written premiums due to high 
level of ceding to related reinsurers. 
 
The FMA has not imposed any capital add-ons on the Company as set out in third 
subparagraph of Article 51(2) of Directive 2009/138/EC. 
 
Market Risk has reduced as a result of reduction in various sub- categories over the year, as 
follows:  

 Interest Rate Risk reduced because of reduction in the surplus of assets over liabilities 
which is caused by an increase in technical provision.  

 Spread Risk has reduced as a result of an increase in better rated investment in more 
secured asset category.  

 Concentration Risk has reduced because there is no single large concentration held 
in 2019.  

 Currency Risk has reduced due to a reduction in net currency exposures outside of 
USD.  

 
Counterparty Default Risk has increased because of an increase in outstanding receivables 
on an aggregate basis. 
 
Non-Life UW Risk has increased as a result of the following: 

 an increase in reserve volume,  
 a decrease in risk mitigation caused by a change in the whole internal quota share 

contract, 
 increased gross exposures for Natural Cat, and  
 increased premium volume for Man Made Liability.  

 
This is partially offset by a decrease in Non-Life Lapse because of a reduction in 'Expected 
Profit in un-incepted and incepted business' at an aggregate level. 
 
Health Risk has increased as a result of an increase Health Cat SCR for all the associated perils 
(Mass accident, Accident Concentration and Pandemic).  
 
Operational Risk has increased as a result of an increase to non-life gross technical provisions 
(driven by greater gross claims, acquisition costs expenses, and a decrease in premium). 
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E.3 Duration-based equity risk sub-module to calculate the SCR 

The Company is not using the duration-based equity risk sub-model set out in Article 304 of 
the Directive 2009/138/EC for the calculation of its SCR. 

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

The Company does not use an internal model to determine its SCR. 
 
The Company does not use any simplified calculations or undertakings specific parameters 
to arrive at its SCR. 

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

The Company remained compliant with the MCR and SCR throughout the year. 

E.6 Any other information 

There is no other information to report. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

SISE Solvency Financial Condition Report  67 

Glossary  

Abbreviations Description  

3-LoD Three Lines of Defence 

ADC Adverse Development Cover 

BBNI Bound But Not Incepted 

BCP Business Continuity Plan 

BMA Bermudan Monetary Authority  

COSO Committee of Sponsoring Organizations of the Treadway Commission 

Covid-19 Coronavirus pandemic 

CRO Chief Risk Officer 

DAC Deferred Acquisition Cost 

EEA European Economic Area 

EEUL Enstar EU Limited  

EIOPA European Insurance and Occupational Pensions Authority 

ENIDs Events Not in Data 

EPIFP Expected Profit Included in Future Premiums 

ERM Enterprise Risk Management 

EUR Euro 

F&P Fit and Proper 

FCRI Future Cost of Reinsurance 

FMA Financial Market Authority of Liechtenstein 

GPB Great British Pound  

HR Human Resources 

IBNR Incurred But Not Reported 

KaylaRe Kayla Re Ltd (Enstar-owned reinsurer) 

KFH Key Function Holders 

LIE GAAP Liechtenstein Generally Accepted Accounting Principles 

MCR Minimum Capital Requirement 

MGA Managing General Agent 

ORSA Own Risk and Solvency Assessment 

PRA Prudential Regulatory Authority 

PSU Performance stock unit 

QRT Quantitative Reporting Template 

RACE Risk Appetite, Capital and Exposure 

RSU Restricted stock unit 

SCR Solvency Capital Requirement 

SFCR Solvency and Financial Condition Report 

SFL  StarStone Finance Limited 

SIBL StarStone Insurance Bermuda Limited 
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Abbreviations Description  

SII Solvency II 

SISE StarStone Insurance SE 

SISL StarStone Insurance Services Limited 

SME Subject Matter Expert 

SOX Sarbanes-Oxley 

SSHL StarStone Specialty Holdings Limited 

TPA Third Party Agent 

TPR Temporary Permissions Regime 

UPR Unearned Premium Reserve 

USD United States Dollars 
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Appendix 1: Quantitative Reporting Templates 
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Appendix 2: Risk Governance Chart 

 



 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Liechtenstein Office 

Zollstrasse 82 

9494 Schaan 

Liechtenstein  

www.starstone.com  


