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Introduction to MS Amlin

MS Amlin delivers continuity for businesses facing the most complex and 
demanding risks.

We specialise in providing insurance cover to commercial enterprises and 
reinsurance protection to other insurance companies around the world. 

As part of the global insurance Group MS&AD, we have more than 2,400 
people in 26 locations worldwide.

Operating structure

MS Amlin is organised through three global Strategic Business Units 
(SBUs); Reinsurance, Marine & Aviation, and Property & Casualty. Within 
our SBUs we underwrite more than 30 classes of business across three 
underwriting platforms; MS Amlin AG, MS Amlin Underwriting Ltd., and 
Amlin Insurance S.E.

Our underwriting platforms are well capitalised and strongly rated, and we 
benefit from being part of the MS&AD Group.

Our SBUs are supported by consolidated global functions which assist the 
operations of our business in the delivery of high standards of service to our 
clients and other stakeholders.

Our key strengths

•  A diverse and balanced portfolio with scope for long-term growth

•  Profit-focused cross-cycle underwriting, based on market-leading 
expertise

•  A strong franchise supported by first-class client service

•  Effective risk management which optimises returns for the risks we take

•  Strong balance sheets to provide security to our clients

• A global team with a wealth of industry experience
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2016 review

Results overview
MS Amlin’s performance in 2016 was impacted by tough market 
conditions that continued to put pressure on pricing, together with 
increased catastrophe loss activity. Profit before tax and exceptional 
items for the year was £60.4 million with a corresponding return 
on equity of  2.2%. 

Our underwriting returns of  £69.1 million were impacted by 
£156.4 million of  large catastrophe losses, notably the Alberta 
wildfires, Hurricane Matthew and the New Zealand and Taiwan 
earthquakes. Our underwriting returns were also impacted by 
£48.2 million as a result of  the change to the ‘Ogden’ discount rate 
used for assessing bodily injury liability claims in the UK. 

The underlying claims ratio, excluding large catastrophe losses and 
reserve releases and prior period premium adjustments remained 
at 58%, and it was pleasing to see that our retention ratio remained 
high at 85%; a testament to our client service proposition and strong 
franchise. 

Our investment performance was again strong at 2.2%, contributing 
£108.7 million to our result. 

Further information on our financial performance for the year 
can be found within the financial review section of  this report 
on page 9.

A year of good progress
MS Amlin experienced a year of  significant change in 2016, and 
whilst there were periods of  uncertainty we are pleased with the 
progress that has been made.

Of  particular significance was the bringing together of  the 
historical Mitsui Sumitomo Insurance (MSI) businesses in London 
and Bermuda into our operating structure, increasing our market 
penetration in a number of  business lines, notably catastrophe 
reinsurance, marine insurance and UK property and engineering. 
As a result of  this integration net assets increased by 78.2% to 
£3,209.2 million. 

In our Reinsurance SBU we expanded our geographical presence 
and continued to tailor our products to the needs of  our clients, 
through both conventional reinsurance and Insurance Linked 
Securities capacity. Our relationship with Leadenhall Capital 
Partners, made a good contribution in the year to the SBU. 

Our Marine & Aviation and Property & Casualty SBUs made solid 
progress on their strategies in 2016, providing our clients with 
continuity of  service in spite of  the challenging market backdrop. 
We continued to invest in Client Relationship Management tools and 
feedback mechanisms to improve our oversight of  client relationships 
and incorporate client feedback into our service proposition. We also 
took action to address known shortcomings in our IT infrastructure 
and improve our management information. 

Changes to the political landscape provided additional challenges. 
For example, the United Kingdom’s decision to exit from the 
European Union (EU) had a considerable impact on exchange rates 
and will require structural change to be able to continue to trade in 
the EU. 

MS Amlin is however in an advantageous position with regards to 
Brexit through our European company, Amlin Insurance S.E. With a 
Societas Europaea (S.E.) already in place we have the flexibility to 
move our company to different European states in the future. We also 
have access to MSI’s European network which will smooth potential 
stumbling blocks associated with the decision to leave the European 
Union and will help to provide first-rate service to our clients within 
Europe and beyond. 

We also identified and monitored disruptive innovations across 
our industry, to see how technology and data can help to improve 
our capabilities, efficiency, scalability and response times. Some 
examples include robotic process automation and blockchain 
technology. We invested further in our e-trading capabilities too, 
particularly within our P&C SBU, and we expect to see further 
advances in this area in 2017. 

In the remainder of  this report we provide strategic updates from 
our global SBUs and define our risk management processes and 
the principal risks facing MS Amlin. The financial review section 
and financial statements provide detailed analysis of  our full year 
results; supplemented by notes to the accounts. The Directors’ report 
defines our corporate governance procedures including Directors’ 
responsibilities. 

Our approach

Our vision, to be “the global reference point for quality in our 
markets”, provides a strategic focus and drives our operational 
performance. We aim to understand and meet the needs of our 
clients better than our competitors and to back this up with a 
strong service proposition and a high level of financial security.

We believe that delivering this will enable long-term growth in 
earnings and net assets as well as value for our shareholder. 

Our business model is focused on delivering gross underwriting 
profit across the cycle whilst maintaining a spread of 
underwriting risk which balances high margin but volatile 
catastrophe exposure, with lower margin and less-volatile 
business. We also seek geographical diversification of risk. Our 
internal model and strong risk management framework underpin 
this approach which helps optimise return on capital for the 
risks we take whilst remaining competitive. 

Our brand stands for “continuity” and we aim to develop 
long-term relationships with our clients. This enables a 
deeper understanding of their business and risk management 
requirements. We are committed to delivering exceptional 
service by being close to our clients and working in partnership 
with the brokers who serve them.

Our ability to attract and retain talent is vital to our long-term 
sustainability. Our high retention of senior underwriters and 
claims expertise underpins our continuity and we invest in 
their development so that we can address changing client 
expectations and changes to the risk landscape. 
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Market overview

Overview
The risk landscape is continually changing and at an ever faster 
pace, whether it is due to climate change, geo-political factors or 
the emergence of  new risks such as cyber.

Companies are also faced with significant new challenges, 
whether it is from materially increasing regulatory demands, from 
new legislation or as a result of  political forces which result in the 
need for significant change, such as the UK vote for leaving the 
European Union.

The low interest rates which have prevailed since the aftermath of  the 
2008 financial crisis has resulted in an abundance of  capital looking 
for returns from alternative asset classes and an inflow of  capital 
to the (re)insurance sector. This has contributed to intense levels of  
competition in many classes of  business and pricing is approaching 
the levels last seen in the late 1990s when the insurance industry 
experienced severe strain.

Technology is advancing exponentially and will have a profound 
impact on business models and the ability of  the (re)insurance 
industry to become significantly more efficient. 

These factors provide opportunities for (re)insurers, such as MS 
Amlin, which embrace the change, are well capitalised, and have 
the scope to invest for the future. The current intense competition 
however requires stringent risk management and a focus on 
underwriting discipline to ensure continuity.

The evolving risk landscape
The changing risk landscape places increased emphasis on sound 
risk management, the ability to model possible outcomes and stress 
test extreme scenarios.

The world’s increasing inter-connectivity, brought about by the 
internet, has dramatically increased cyber threat. Cyber-crime 
has become an industry in itself  and with its rapid growth and 
limited history, poses challenges for the insurance industry in the 
management of  accumulation risk. 

The increasing spread of  wealth across the globe has led to new 
concentrations of  risk, often in areas subject to natural catastrophe 
risk. The ability of  insurers to diversify their risk therefore becomes 
more critical if  they are to meet client needs. 

2016 witnessed a heightened number of  natural catastrophes; 750 
events relative to a ten-year average of  590 (Source: Munich Re, 
January 2017). While thankfully perhaps none were extreme events, 
the frequency of  wildfires, floods and tornadoes is indicative of  
global warming risk.

Geo-political factors, the growth in the division of  wealth across 
the globe and within societies, and the fallout from Middle-Eastern 
conflict has increased war and terrorism risk as witnessed by the 
tragic events in Brussels, Paris, Nice and elsewhere in 2016. 

Capital and pricing
The non-life reinsurance industry has never been more highly 
capitalised, at an estimated $600 billion. 
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Despite the new and emerging risks referred to, the abundance of  
industry capital has resulted in a continuing softening of  rates across 
many classes of  business, most notably in the more volatile lines 
such as catastrophe reinsurance and large property risk. Moreover, 
the reduced demand for insurance in offshore energy, due to the 
impact of  lower oil prices, an area which has historically consumed 
significant capacity, has resulted in meaningful competition and 
softening of  rates.
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Note: Data points do not reflect pricing relativities between geographies.
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The surplus of  industry capital is also being fuelled by the continued 
allocation of  pension fund and other capital to the industry, driven 
by institutions’ search for return in the low interest rate environment. 
Capital supporting Insurance Linked Securities (ILS) now totals some 
$78 billion, compared to just $27 billion five years ago (see chart 
on page 5). The acquisition of  Ascot Underwriting Holdings Ltd. 
by the Canada Pension Plan Investment Board is also indicative of  
meaningful capital allocation to the industry. 

Impact of regulation and new 
legislation
The increase of  regulatory demands on the industry, particularly in 
the UK and EU shows no signs of  abating and is having a material 
impact on costs, which unfortunately over the long term will affect the 
price of  insurance to clients.

We acknowledge the benefits that Solvency II has brought to risk 
management and applaud the determination of the regulators, including 
the FCA in the UK, to increase transparency and improve client 
outcomes across the industry as a whole. However, we would urge 
regulators to be proportionate in their endeavours to limit the imposition 
of bureaucracy and in some respects, increased risk to insurers.

Among new regulation affecting insurers in the UK in 2016 has been 
the new Senior Insurance Managers Regime which seeks to ensure 
that corporate management structures and individual responsibilities 
are more clearly defined. New EU General Data Protection 
Regulations, which are due to come into force in May 2018, require 
meaningful investment to ensure compliance.

Brexit
The impact of  the United Kingdom’s decision to leave the European 
Union will have a substantial impact on both Lloyd’s and UK 
domiciled insurers. 

When the exit is confirmed, companies will relinquish their EU 
passporting rights, whereby the single market permits business 
transactions across the EU on the basis of  home state authorisation. 

While there is uncertainty over the UK government’s negotiating 
position, it is likely that UK companies which have hitherto operated 
with a branch network from their principal EU headquarters will have 
to establish, or acquire, a European domiciled business to continue 
writing risks across the EU. 

Providing the assurance of  continuity to clients will require action to 
be taken well before any final Brexit date, as MS Amlin is planning.

Technology
The exponential increase in the power of  technology and its potential 
impact on the way that business is conducted is being increasingly 
recognised within the insurance industry. Our belief  is that this will 
result in increased efficiency and service to the benefit of  clients.

Recent years have witnessed an increasing desire of  insureds and 
intermediaries, particularly for private clients and SME business, to 
trade on-line. The growing maturity of  the millennial generation is 
expected to increase this desire.

Beyond private clients and SMEs, the emergence of  the fourth 
Industrial Revolution shows signs of  materially impacting industry 
business models and ways of  trading: 

• The availability of  data relevant to risk assessment is becoming 
more readily available

• The power of  technology to analyse data is increasing

• Robotics and robotic process automation is becoming a reality 
and has meaningful implications in an industry which is data 
intensive and has traditionally required multiple data transfers

• Blockchain is being examined by insurers as a means of  
increasing transparency of  risk and simplifying trading 
relationships

• Artificial intelligence has the potential to speed up processes and 
accelerate client service.

As this technology develops and is embraced by the industry, it could 
have material benefits to clients and insurers and reduce the cost 
of  doing business. It could also reshape the role that intermediaries 
play in the insurance value chain.

Market overview
continued
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Increasing our relevance and scale 
with MSI
Following MSI’s acquisition of  Amlin, a key deliverable in 2016 
was the consolidation of  MSI’s Lloyd’s platform, Mitsui Sumitomo 
Insurance (London Management) (MSILM), and Bermudian 
reinsurance company, MS Frontier Re (MSFRe), into MS Amlin.

Whilst it was a period of  change, which brought with it some 
uncertainty for employees, the hard work and dedication of  everyone 
allowed us to achieve our objective. 

As a result of  this process, and now as part of  MSI, we have 
substantially increased our relevance and scale in the markets in 
which we operate. 

We are now underwriting business from one Syndicate at Lloyd’s, 
and in the Lloyd’s market we have consolidated our position as the 
second largest Managing Agent by gross written premium, with 
market share increasing by 1.5% to 7.6% (Source: 2015 Lloyd’s 
financial statistics). We have also increased our presence in the 
markets served by our global Strategic Business Units. 

MS Frontier Re has been merged with MS Amlin AG, our Swiss 
reinsurer, increasing its scale and capital strength. 

The integration of  these businesses has enhanced our talent pool, 
increased the Group’s available capital and reinforced our market 
positions in a number of  business lines, notably in reinsurance, 
marine insurance, UK property and engineering.

We expect our future growth potential to be enhanced by revenue 
synergies with MSI’s other international businesses. In 2016 we 
established good working relationships and levels of  co-operation 
with MSI’s Asian and US companies. We also developed our Asian 
P&C strategy to be able to leverage off  MSI’s strong regional 
presence and distribution networks.

Investing in our future 
We continue to invest in our ability to service client needs and to 
enhance our operational effectiveness and efficiency.

Client Relationship Management
In 2016 Client Relationship Management (CRM) tools, which provide 
greater oversight and insight into our relationships with clients, were 
rolled out within parts of  our Reinsurance and P&C SBUs. In 2017 
these will be introduced more broadly across MS Amlin.

We also conducted a further set of  Net Promoter Score (NPS) 
surveys covering all business areas. It was pleasing that the scores 
improved relative to 2015 following actions taken based on the 
insights garnered from the 2015 surveys. With a 2016 overall NPS 
score of  30% we are ahead of  the average for global financial 
services (Source: Satmetrix). 

Our Client Experience Programme made good progress in the year 
too, helping to embed first-class client service across our business. 
Our product oversight groups and management teams for each SBU 
continued to work together to provide review and oversight of  our 
underwriting strategy and performance, with MI produced to support 
their reviews. 

Information technology
The integration of  MSI’s Lloyd’s Syndicate and MS Frontier Re 
involved a number of  IT challenges in 2016 which were successfully 
managed. Effort was also devoted to increasing our resilience to 
cyber threat, preparing for new EU data privacy laws and managing 
the cut-over to our new Consolidated Data Store (CDS). The new 
CDS, Nexus, has been a major investment over the last four years 
which will improve both the quality and timeliness of  management 
information and financial reporting. It also provides a platform 
for more easily managing new data sources as MS Amlin grows 
internationally.

Looking to the future and taking account of  technology advances, 
we refreshed our IT strategy, with a clear roadmap for delivery and 
investment in support of  our strategic objectives. This will involve the 
consolidation and standardisation of  key areas of  our infrastructure 
as well as investment to better and more efficiently serve clients. 

To help address both the opportunities and threats resulting 
from new technologies, disruption and “big data” we formed MS 
Amlin Edge to explore the potential provided by robotics, artificial 
intelligence and blockchain. With representatives from across MS 
Amlin forming the MS Amlin Edge team, we are actively engaged in 
a number of  proofs of  concept using these technologies as a means 
of  enhancing client interaction and accelerating processes. 

Supporting our people
Our employees are our most important asset and our ability to attract, 
develop and retain talent is integral to maintaining our long-term 
sustainability.

In 2016, we reviewed our culture against the culture we believe 
it is important to develop for the delivery of  our strategy and to 
differentiate MS Amlin in our markets.

This involved significant engagement with employees and resulted 
in a desired culture which also aligns to the values of  our parent 
in Japan.

Our aspirational culture is:

• Client-centric

• Innovative

• Empowering

• Collaborative

• Accountable

• Disciplined

Having defined what we desire, we commenced a programme to 
embed the desired culture over the coming years.

We also increased our Employee Engagement efforts in the year, 
putting in place a reliable and valid measure of  engagement levels 
across our SBUs, functions and locations. This process resulted in 
action plans for team leaders to be able to further improve Employee 
Engagement, thereby helping to make MS Amlin “the place to work”. 

Business review
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We also continued to develop our talent management programmes 
in 2016, focused on advancing the capabilities of  our employees 
across a spectrum of  disciplines. We introduced a selection of  new 
learning and development initiatives, including aligning our offering 
with MSI in Japan. 

A key talent programme which continued in the year was the 
MS Amlin Underwriters’ Programme, designed to broaden the 
perspectives and improve the technical ability of  our junior 
underwriters. Bringing together our SBU teams from multiple classes 
of  business, the programme has developed a more consistent 
approach to underwriting as the participants collaborate and 
share experiences to further align our underwriting to our strategic 
objectives, notably in support of  our client service proposition. 

Progressing our franchise 
MS Amlin operates three global Strategic Business Units (SBUs); 
Reinsurance, Marine & Aviation and Property & Casualty. We 
are ranked second in overall volume in Lloyd’s and we operate 
internationally with businesses in the United States, Bermuda, 
continental Europe and Asia. In non-life reinsurance we are among 
the leading 20 firms globally and in marine and aviation we are 
ranked tenth globally. In property and casualty we are a top 20 
insurer in the UK and have a growing position in Europe with 
a strategy to grow in Asia.

Each of  our SBUs has a clearly defined client-centric strategy aimed 
at enhancing its client proposition and market penetration, to achieve 
long-term growth, whilst maintaining high standards of  underwriting 
and risk management.

Reinsurance
To present our clients with a market-leading reinsurance offering, 
utilising both conventional reinsurance and Insurance Linked 
Securities (ILS) capacity, we underwrite reinsurance business from 
offices across the globe including in London, Bermuda, Zurich, 
New Jersey, Miami and Singapore. In April 2017 we were the first 
Syndicate to open for business in Mumbai on the newly established 
Lloyd’s India platform. Our geographical representation enables us 
to be closer to our clients; better able to understand and service their 
needs. Combining our expertise with MS Frontier Re, who became 
part of  the SBU in 2016, has also increased our global access, 
notably in new locations such as Kuala Lumpur and Labuan. 

Since bringing our reinsurance expertise together in one SBU 
in 2014, we have been able to broaden our product offering to 
clients, making us more relevant to their needs. This has resulted 
in strong growth of  non-property business in the SBU, which in 
2016 accounted for 43.2% of  the SBUs gross written premium, 
compared to only 24% in 2013 and we continued to evaluate new 
diversifying products.

Our connection with Leadenhall Capital Partners (LCP) has continued 
to enhance our position with clients and enable us to provide 
innovative risk transfer solutions through ILS.

This is a significant competitive advantage, as our clients are able to 
satisfy their requirements by way of  both conventional reinsurance 
and ILS through one reinsurer.

Our relationship with LCP is symbiotic as LCP enables MS Amlin to 
provide greater capacity and a home for risks that would be difficult 
to cater to on the MS Amlin balance sheet, and in turn MS Amlin 
enables LCP to offer greater portfolio diversity, thus enhancing 
returns and its ability to attract funds. 

At 31 December 2016, LCP had assets under management of  
$3.47 billion, of  which MS Amlin intermediated £59.8 million of  
non-life funds. This was an increase of  71% from the same period 
in 2015, demonstrating the increased collaboration between our 
Reinsurance SBU and LCP; augmenting our franchise even further.

Marine & Aviation
MS Amlin is a major insurer in the marine and aviation markets, 
writing a diverse worldwide portfolio from regional offices in London, 
Europe, APAC and MENA. In 2016 the SBU opened for business in 
Hong Kong. Our Dubai office, which opened in 2015, made good 
progress with its focus in hull, war and terrorism and yacht classes. 

Strategically, the SBU intends to grow its underwriting expertise so that 
it can offer all main product lines from each of  its principal regional 
centres. In 2016, war and terrorism risk was added to the continental 
European offering, yacht was added to the Asian offering and in 
London we have invested further in our underwriting teams with new 
global product leaders for specie, aviation and liability classes. 

The specialty nature of  marine and aviation business, with MS Amlin’s 
leading expertise, provides MS Amlin with the opportunity to leverage 
off  MSI’s strong networks in South East Asia. In 2016, good levels 
of  co-operation were established to generate synergies. We believe 
that the cargo, fixed premium P&I, yacht and war business classes 
offer the most potential for MS Amlin in the region. In 2017 we expect 
further growth within the MENA region and United States alongside 
strategic partners and within MSI’s network.

Property & Casualty
MS Amlin offers property and casualty products in both local markets 
in the UK and Europe, and in Lloyd’s, where international specialist 
business is underwritten. 

The integration with MSI’s Lloyd’s Syndicate has enhanced our 
capabilities, particularly in UK property and engineering. We also 
continued to grow our talent and ability to service clients by actively 
recruiting underwriting expertise in Europe in the corporate property 
class of  business. We also expanded within our Lloyd’s international 
team within cyber and construction.

Recognising the potential offered by MSI’s leading South East Asian 
operations, we developed a P&C strategy for Asia where we have 
started recruiting additional underwriters to grow in our specialty 
lines. We also continued to invest in our e-trading capability in the 
year, enhancing our ability to service SME business. 

Business review
continued
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2016 Year in review

MSI transaction 
MSI’s acquisition of  Amlin was completed on 1 February 2016 with 
all relevant regulators and competition authorities having approved 
the transaction. Subsequently, the brand name was changed to 
MS Amlin and an integration programme established to achieve key 
milestones through 2016.

Integration
On 3 May 2016, MS Amlin commenced operations as one brand 
in the Lloyd’s market. MSI Underwriting Limited novated the 
management of  Syndicate 3210 to Amlin Underwriting Limited 
to form a single Managing Agency, MS Amlin Underwriting Ltd. 
Following this novation, underwriters had the ability to use a dual 
stamp on business for the remainder of  2016, allowing clients to 
be served more efficiently.

On 31 December 2016 the Group acquired the reinsurance business 
of  MS Frontier Reinsurance Limited (MSFRe). Following completion of  
the acquisition, MSFRe was merged with the wholly owned subsidiary 
MS Amlin AG which is fully aligned with the Reinsurance SBU.

On the same date, the Group also acquired Mitsui Sumitomo 
Insurance (London Management) Limited (MSILM) and its corporate 
capital vehicle MSI Corporate Capital Limited (MSICC). A review of  
the business written through Syndicate 3210 was performed and 
this business will align with the Marine & Aviation and Property & 
Casualty SBUs as applicable. 

The impact of  the merged entities is reflected in the consolidated 
statement of  financial position at 31 December 2016. There has been 
no impact to the statement of  profit or loss in 2016, although the 
table below provides a pro-forma profit or loss account for 2016. 

2016 Financial performance (£m) Legacy Amlin MSFRe MSILM
Aggregated 

MS Amlin

Gross written premium 3,004.6 120.7 378.2 3,503.5

Net written premium 2,654.3 113.6 323.1 3,091.0

Net earned premium 2,490.9 113.0 342.7 2,946.6

Result attributable to underwriting 69.1 70.9 (37.0) 103.0

Investment return 108.7 25.6 8.4 142.7

Other operating income 27.9 – 9.1 37.0

Other costs (145.3) (11.6) (4.4) (161.3)

Profit/(loss) before tax and exceptional items 60.4 84.9 (23.9) 121.4

Exceptional items (44.3) (4.4) (10.2) (58.9)

Profit/(loss) before tax 16.1 80.5 (34.1) 62.5

Claims ratio 65% 13% 69% 63%

Expense ratio 32% 24% 39% 33%

Combined ratio 97% 37% 108% 97%
Note:
The three individual results above have been separately constructed, based upon respective legacy basis of preparation. MSFRe is prepared under US GAAP and converted from USD 
at the December closing exchange rate. MSILM is prepared under UK GAAP. Aggregated MS Amlin refers to a sum of these individual results and does not constitute a consolidated 
Group view. 

Financial review
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Overview of financial results and key performance indicators

Financial performance
2016 

£m

Restated
2015 

£m

Gross written premium 3,004.6 2,743.5

Net written premium 2,654.3 2,392.4

Net earned premium 2,490.9 2,172.8

Result attributable to underwriting 69.1 220.6

Investment return 108.7 107.4

Other operating income 27.9 21.9

Other costs (145.3) (123.8)

Profit before tax and exceptional items 60.4 226.1

Exceptional items (44.3) –

Profit before tax 16.1 226.1

Return on equity (pre-exceptional items) 2.2% 11.8%

Investment return (%) 2.2% 2.4%

Claims ratio 65% 54%

Expense ratio 32% 36%

Combined ratio 97% 90%

Renewal rate movement (2.7)% (4.0)%

Retention ratio 85% 87%

Total assets  10,459.7 7,008.2

Net assets  3,209.2 1,846.1

Note: 
2015 has been restated to reflect the impact of reclassifying instruments issued by the Solo Absolute Bonds and Currency Fund from equity to financial liabilities. The impact of foreign 
exchange losses arising on these instruments has been to reduce underwriting profit by £26.2 million. Please refer to note 1.1 in the notes to the financial statements for further detail.

Overview
In a year of  continued tough market conditions and increased 
catastrophe loss activity, the Group has delivered a profit before tax 
and exceptional items of  £60.4 million (2015 restated: £226.1 million).

Underwriting returns of  £69.1 million (2015 restated: £220.6 million) 
were significantly impacted by £156.4 million (2015: £nil) of  large 
catastrophe losses which represent 6.3% of  net earned premium. 

The underwriting result has also been impacted by the reduction to 
the ‘Ogden’ discount rate used for assessing bodily injury liability 
claims in the UK from 2.5% to (0.75)%. This led to an increase of  
£48.2 million of  required reserves within our UK motor and liability 
classes and our Zurich based motor reinsurance class. Of  this 
charge, £28.4 million represents deterioration on prior underwriting 
year reserves, and this has contributed to reserve releases in the 
year reducing to £15.6 million (2015: £80.0 million).

The underlying claims ratio, excluding large catastrophe losses, 
reserve releases and prior period premium adjustments, remained 
at 58% (2015: 58%). 

The expense ratio has significantly benefitted from foreign exchange 
gains of  £84.9 million (2015 restated: £18.1 million loss). Sterling 
deterioration against all other major currencies following the UK’s 
vote to leave the European Union in June has driven a significant 
revaluation gain in respect of  the net monetary assets held by the 
Group. 

Furthermore, a foreign exchange gain of  £33.1 million has been 
recognised in respect of  the revaluation of  investments held in 
the Solo Absolute Bonds and Currency Fund following a change 
in the accounting treatment of  the units issued by the fund from 
equity to financial liabilities. The impact of  restating 2015 is a charge 
of  £26.2 million to the profit attributable to underwriting, with a 
corresponding gain in the currency translation reserve.

Financial review
continued



MS Amlin plc 2016 Annual Report 11

S
trateg

ic rep
ort

D
irectors’ rep

ort
Financial statem

ents

Underwriting performance
Gross written premium rose by 9.5% in 2016 to £3,004.6 million. 
The softening trend in reinsurance markets continued to lead clients 
to seek multi-year policies, typically with two or three year policy 
periods, that are fully recognised on inception of  the contract. 
These amounted to £178.0 million (2015: £98.1 million). 

With the growing synergies between Leadenhall Capital Partners 
(LCP) and our Reinsurance SBU, the amount of  premium written 
on behalf  of  investment funds managed by LCP increased 
to £59.8 million (2015: £34.9 million). This is fully reinsured to 
the investment funds and has had a corresponding impact on 
reinsurance written premium.

Gross premium measured at constant exchange rates, and excluding 
the underlying growth in multi-year contracts and business written 
on behalf  of  LCP, has reduced by 1.7% (2015: 4.8% growth). This 
reflects the impact of  renewal rates reducing by 2.7% on average 
across the Group, together with the impact of  reductions in respect 
of  revisions to prior period premium estimates of  £61.1 million, 
notably within the Reinsurance SBU. Significant growth has been 
achieved through new business developments, notably within the 
Reinsurance SBU in the casualty and special risks classes, further 
diversifying the business mix away from catastrophe reinsurance. 
Our retention ratio remained high at 85% (2015: 87%). 

Gross written premium increased by 5.7% in the year to £1,375.5 million 
(2015: £1,301.9 million). This includes the impact of  currency 
strengthening, primarily US dollar against sterling in 2016 and 
£178.0 million (2015: £98.1 million) of  income written in the form 
of  multi-year contracts. Underlying premium reduced by 10.9% 
compared to the prior year when excluding multiyear contracts, 
premium written on behalf  of  LCP funds and at constant rates of  
exchange. Net earned premium in 2016 has been impacted by a 
£56.1 million reduction in respect of  adjustments to prior period 
premium estimates. 

Competition within reinsurance lines remains challenging. MS Amlin 
has continued to be selective, focusing on areas where pricing 
meets acceptable rates of  return and reducing lines where we 
believe prices to be marginal or inadequate. Renewal rates fell by 
4.1% on average (2015: 6.7% reduction) with US and international 
catastrophe reinsurance rates falling by 3.4% and 7.9% respectively 
(2015: 8.3% and 9.4% reductions). Retention was lower at 83% 
(2015: 89%). With price competition for catastrophe lines continuing 
to be intensive, the lower retention reflects the portfolio reshaping, 
although this is more than off-set by an increase in new business 
across all locations. 

The Group claims ratio was 65% (2015: 54%). The increase reflects 
the impact of  large catastrophe losses during the year (defined as 
an aggregated gross loss exceeding US$20 million), notably Alberta 
wildfires, Hurricane Matthew and the New Zealand and Taiwan 
earthquakes which are estimated to have a net cost of  £156.4 million 
(2015: £nil), excluding reinstatement premiums. In addition the 
claims ratio increased by 1.9% as a result of  a £48.2 million charge 
in respect of  the decrease in the ‘Ogden’ discount rate. There 
remained a high incidence of  smaller catastrophes and large risk 
losses (defined as losses exceeding £3.0 million) and these totalled 
£78.6 million (2015: £107.1 million). 

Given the uncertainty around claims development, we adopt an 
approach to the assessment of  liabilities that aims to deliver a 
consistent level of  relative reserving strength. The Group, as a 
whole, holds reserves of  approximately £183.0 million in excess 
of  an actuarial best estimate (2015: approximately £150.0 million). 
The increase reflects the inclusion of  MSILM and MSFRe into the 
Group at 31 December 2016. This risk margin provides consistent 
reserving strength when measured as a percentile of  distribution of  
modelled outcomes. 

Strategic business unit highlights

Reinsurance

2016
£m

Restated
2015

£m

Gross written premium 1,375.5 1,301.9

Net written premium 1,167.1 1,071.4

Net earned premium 1,041.9 925.1

Reserve releases 14.3 18.8

Result attributable to underwriting 35.4 185.3

Renewal rate movement (4.1)% (6.7)%

Retention ratio 83% 89%

Claims ratio 68% 47%

Expense ratio 29% 33%

Combined ratio 97% 80%

Note:
SBUs exclude certain intra-group and corporate items.
2015 has been restated to reflect the impact of reclassifying instruments issued by the Solo Absolute Bonds and Currency Fund from equity to financial liabilities. The impact of foreign 
exchange losses arising on these instruments has been to reduce underwriting profit by £16.7 million. 
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The underlying claims ratio, excluding large catastrophe losses, 
prior period premium adjustments and prior period reserve 
releases, is 53% (2015: 49%). This reflects the impact of  further 
rate reductions in 2016 and the change in portfolio mix towards 
more casualty, special risk and motor business running at higher 
attritional loss ratios. 

The expense ratio, excluding the impact of  foreign exchange, has 
increased to 33% (2015: 31%). Acquisition costs represent 24% 
(2015: 23%) of  net earned premium, reflecting the increase in non-
catastrophe lines of  business that attract higher brokerage. 

Gross written premium has increased 2.0% to £458.5 million (2015: 
£449.4 million). Underlying premium reduced by 7.2% compared to 
the prior year at constant rates of  exchange.

Renewal rates declined by 3.9% (2015: 4.9% decrease) on average 
across the SBU. The most significant reductions were in the energy, 
aviation and war classes, with rate decreases of  9.0%, 6.5% and 
5.6% respectively. Other lines were under less pressure, notably 
within the European business where average renewal rates increased 
0.1% (2015: 1.2% reduction). 

The claims ratio of  58% (2015: 54%) includes the impact of  
large catastrophe losses of  £11.9 million (2015: £nil). Reserve 
releases at £3.8 million (2015: £41.7 million) were lower due to 
adverse development for the London business, notably across 
the energy, liability and hull classes, partially offset by favourable 
development on the incurred development across the majority of  
European classes. 

The underlying claims ratio, excluding large catastrophe losses, prior 
period reserve movements and prior period premium adjustments is 
56% (2015: 65%). This benefits from a reduction in small catastrophe 
and large risk losses (greater than £3.0 million) of  £10.0 million 
(2015: £29.5 million).

The expense ratio excluding the impact of  foreign exchange 
increased to 43% (2015: 42%), reflecting the impact of  additional 
expenditure on projects and IT.

Significant growth has been achieved in casualty (£102.1 million, 
62.3%) and motor classes (£33.5 million, 54.4%) which continues 
to diversify the business mix away from property catastrophe 
reinsurance, with the proportion of  the Reinsurance SBU gross 
written premium not related to property catastrophe business 
increasing to 43.2% (2015: 38.2%).

The SBU experienced a significant increase in large catastrophe 
losses during the year, with these totalling £135.9 million (2015: £nil). 
The largest loss event for the year impacting the SBU was the Alberta 
wildfires in May, amounting to £55.7 million. Other small catastrophe 
and large risk loss events (greater than £3.0 million) amounted to 
£50.4 million (2015: £47.0 million). 

Reserve releases were lower at £14.3 million (2015: £18.8 million), 
with £12.6 million of  strengthening in respect of  the ‘Ogden’ discount 
rate change largely in relation to motor insurance business. 

Marine & Aviation

2016
£m

Restated
2015 

£m

Gross written premium 458.5 449.4

Net written premium 412.0 411.2

Net earned premium 413.6 380.4

Reserve releases 3.8 41.7

Result attributable to underwriting 21.0 19.3

Renewal rate movement (3.9)% (4.9)%

Retention ratio 81% 81%

Claims ratio 58% 54%

Expense ratio 37% 41%

Combined ratio 95% 95%

Note:
SBUs exclude certain intra-group and corporate items.
2015 has been restated to reflect the impact of reclassifying instruments issued by the Solo Absolute Bonds and Currency Fund from equity to financial liabilities. The impact of foreign 
exchange losses arising on these instruments has been to reduce underwriting profit by £4.0 million. 

Financial review
continued
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Gross written premium was £1,196.3 million (2015: £1,023.2 million). 
The increase is driven by materially favourable foreign exchange 
on the international and continental European business and more 
modest underlying growth on UK property and casualty portfolios.

The Property & Casualty SBU suffered an underwriting loss of  
£1.1 million (2015 restated: £24.8 million profit), with a combined 
ratio of  100% (2015 restated: 98%). 

The claims ratio increased to 66% (2015: 60%) and includes a 
£33.0 million charge in respect of  the ‘Ogden’ discount rate change 
and £8.6 million of  large catastrophe losses (2015: £nil), offsetting 
a reduction in small catastrophe and large risk losses (greater than 
£3.0 million), which totalled £18.1 million (2015: £30.6 million). 

Prior period reserves were strengthened £2.5 million (2015: 
£19.5 million release). This reflects a £15.8 million impact from the 
‘Ogden’ discount rate reduction on the UK motor and liability classes, 
offsetting improvement in the continental European classes. 

The underlying claims ratio, excluding large catastrophe losses, prior 
period reserve movements and prior period premium adjustments, 
increased to 65% (2015: 62%). This includes a 2016 charge of  
£17.2 million for the ‘Ogden’ discount rate change. The international 
business has also been impacted by a shift in the mix of  business 
towards higher loss ratio auto and casualty business. 

The expense ratio excluding the impact of  foreign exchange has 
improved to 36% (2015: 37%) with acquisition costs representing 
23% (2015: 23%) of  net earned premium. 

Investment management and 
performance
During 2016 we added to our longer-term track record of  good 
risk-adjusted returns delivered by our risk appetite led investment 
approach. 

Group investment return for the year was 2.2%, with average 
funds under management of  £4.9 billion, with investments 
contributing £108.7 million to the result (2015: 2.4%, £4.4 billion and 
£107.4 million respectively). The core investment return on underlying 
invested assets at subsidiary level, excluding the Insurance Linked 
Securities portfolio managed by Leadenhall Capital Partners, was 
1.6% (2015: 1.7%). 

The difference reflects the impact of  derivatives held outside of  the 
core investment portfolio and the requirement to consolidate the 
Solo Absolute Bonds and Currency Fund as a euro denominated 
subsidiary under IFRS.

Property & Casualty

2016
£m

Restated
2015 

£m

Gross written premium 1,196.3 1,023.2

Net written premium 1,076.7 912.0

Net earned premium 1,031.7 874.9

Reserve (strengthening)/releases (2.5) 19.5

Result attributable to underwriting (1.1) 24.8

Renewal rate movement (0.4)% (0.3)%

Retention ratio 90% 87%

Claims ratio 66% 60%

Expense ratio 34% 38%

Combined ratio 100% 98%

Note:
SBUs exclude certain intra-group and corporate items.
2015 has been restated to reflect the impact of reclassifying instruments issued by the Solo Absolute Bonds and Currency Fund from equity to financial liabilities. The impact of foreign 
exchange losses arising on these instruments has been to reduce underwriting profit by £5.5 million. 
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The year-end asset allocation is shown in the table below: 

Asset Allocation

At 31 December 2016 At 31 December 2015

Underwriting 
assets 

£m

Capital 
assets 

£m

Total 
assets 

£m
Total

% 

Total 
assets 

£m
Total

% 

Type of asset1

Bonds  2,599.4  669.1 3,268.5 49.4 2,840.0 62.4

Other liquid investments  1,645.5  518.5 2,164.0 32.7 757.7 16.6

Global equities  6.4  708.6 715.0 10.8 602.8 13.3

Property funds  –  467.4 467.4 7.1 351.8 7.7

Total  4,251.3  2,363.6  6,614.9 100.0 4,552.3 100.0

Assets by region2

UK  52.7  179.7  232.4 4.9 295.1 11.0

US and Canada  1,589.6  953.0  2,542.6 53.4 1,330.9 49.8

Europe (excluding UK)  1,278.8  408.5  1,687.3 35.5 803.9 30.1

Far East  107.2  137.0  244.2 5.1 212.7 8.0

Emerging markets  10.3  41.4  51.7 1.1 30.3 1.1

Grand Total  3,038.6  1,719.6  4,758.2 100.0 2,672.9 100.0

Note:
1.  Total assets are shown net of financial liabilities and include items not classified as financial assets in the consolidated statement of financial position. A reconciliation of these 

positions is provided in note 12(g) to the financial statements.
2.  The regional table excludes pooled vehicles.

The returns by asset class and average asset allocations for the year are shown in the table below:

Investment performance

2016 2015

Average Asset Allocation Return Average Asset Allocation Return

£m % % £m % %

Bonds 3,406.8 70.0 1.2 3,140.0 71.6 1.0

Other liquid investments 356.4 7.0 0.4 250.0 5.7 0.5

Global equities 691.7 14.0 1.3 697.0 15.9 2.2

Property funds 421.2 9.0 7.3 300.0 6.8 9.4

Total 4,876.1 100.0 2.2 4,387.0 100.0 2.4

All asset classes contributed positively to the Group return in 2016 
with the property allocation the standout performer. Our property 
assets are only held within the capital portfolios where liquidity is 
less of  a constraint than in policyholders’ funds. The equity allocation 
produced a low return after a volatile start to the year. 

Our decision to take down interest rate risk further through the year 
was vindicated in a period of  rising bond yields in the final quarter of  
the year. The exposure to the globally diverse property portfolio was 
increased during the year as the sub-advisors focused on providing 
stable income over capital growth, given the expectation of  flat to 
falling property values. The equity allocation was reduced throughout 
the year due to heightened political risks. 

Other operating income
Other operating income of  £27.9 million (2015: £21.9 million) 
includes £23.7 million (2015: £16.5 million) of  investment fee income 
arising from Leadenhall Capital Partners. This income, and the 
related expenses of  £13.9 million (2015: £14.2 million), is attributable 
to the Reinsurance SBU. 

Financial review
continued
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Expenses
Expenses increased to £1,020.0 million (2015: £894.4 million), excluding foreign exchange and exceptional items. 

2016 
£m

Restated
2015 

£m

Acquisition costs 585.0 500.6

Underwriting expenses 306.8 269.2

Non-underwriting expenses 104.1 101.4

Finance costs 24.1 23.2

Expenses excluding foreign exchange and exceptional items 1,020.0 894.4

2016 
£m

Assets 2,085.5

Liabilities (1,100.9)

Net assets 984.6

Merger reserve 49.4

Retained earnings 507.3

Share premium / contributed surplus 427.9

Total equity and reserves 984.6

Excluding the impact of  foreign exchange, the expense ratio was 
36% (2015: 35%).

Acquisition expenses have increased by £84.4 million but remain 
broadly flat at 20.5% of  gross earned premium (2015: 20.2%). 
Underwriting expenses are uplifted reflecting increases in earned 
premium, project costs associated with the alignment of  Group-wide 
systems and processes, Solvency II readiness and new business 
ventures. Finance costs have increased to £24.1 million (2015: 
£23.2 million) reflecting the cost of  additional drawdowns on the 
revolving credit facility during the year. 

Exceptional items
Exceptional items are an expense of  £44.3 million, representing 
costs of  £20.4 million associated with the acquisition of  Amlin by 
MSI and £23.9 million relating to the subsequent integration of  
the businesses. 

Taxation
Profit before tax is £16.1 million (2015 restated: £226.1 million), with 
a loss after tax of  £0.5 million (2015 restated: £210.1 million profit). 
The effective tax rate is 103.1% (2015 restated: 7.1%) and is higher 
than the UK standard rate of  corporation tax, primarily due to large 
disallowable expenses related to the acquisition. As anticipated the 
decision to merge MS Amlin AG and MS Frontier Reinsurance Limited 
confirmed the elimination of  all Swiss tax losses carried by MS Amlin 
AG as at 31 December 2016 as a result of  the accounting merger 
gain. This adjustment added 42.9% to the effective tax rate.

Cash flow
Cash has significantly increased at the year end predominantly due 
to the merger of  MSFRe into the MS Amlin Group. MSFRe assets 
were largely held in cash at 31 December 2016 before investments 
were made in line with the MS Amlin investment strategy in January 
2017. Cash and cash equivalents were £1.4 billion at 31 December 
2016 of  which MSFRe was £970.0 million. 

Capital and the combined balance 
sheet
The Group’s net assets increased by 78.2% to £3,209.2 million (2015: 
£1,846.1 million). Net tangible assets increased to £2,908.3 million at 
31 December 2016 (2015: £1,581.7 million). 

The impact of  acquiring MSILM and MSFRe on the Group 
consolidated net assets is broken down within the table below, with 
further information provided in note 3 to the financial statements.
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Outlook
Early evidence from across the insurance market suggests that the 
pace of  rate reductions is declining in many of  our key lines, and we 
expect this trend to continue throughout 2017 and into 2018. Apart 
from a number of  reports from major brokers which highlighted lower 
rate reductions at the 1 January and 1 April 2017 renewals compared 
to the 2016 renewal season, there have also been other indicators 
which suggest that the gradient of  rate reductions is flattening and 
will continue to do so. For example there have been a number of  
high-profile withdrawals from specific classes which suggests that 
rates are nearing technical minimums. A relatively poor performance 
in Q4 2016 from the global property and casualty industry, the 
continuing low interest rate environment, as well as suggestions that 
reserve levels may have reached a point whereby prior year releases 
will decline, all support the view that the decline in rate reductions is 
likely to continue. 

Global growth momentum improved in the latter part of  2016 and, 
importantly, this was the first synchronised expansion across North 
America, Asia and Europe in nearly a decade. Chinese stimulus 
measures in early 2016 and a stabilisation in oil prices provided 
a supportive backdrop.

The improvement in global investor sentiment was evident prior to 
the November US election but has risen further since. With greater 
market focus on the adverse side effects of  monetary policy, 
expectations are for fiscal policy to play a more prominent role 
going forward. This is most apparent in the US where the Trump 
administration is expected to deliver a sizeable stimulus package; 
current market expectations are for government-led spending, tax 
cuts and deregulation. But, with the US economy already operating 
at close to full employment, these policies are expected to be 
inflationary. This is forecast to lead to tighter monetary policy from 
the Federal Reserve Bank. 

The improving global growth picture has also positively impacted 
Europe where rising consumer and business confidence, alongside a 
revival in investment, have provided tailwinds. The risks for Europe, as 
has often been the case in recent years, stem from politics. Elections 
in the Netherlands, France and Germany are planned for 2017. 
Italy could also hold fresh elections following the collapse of  the 
incumbent government after the December referendum. Elsewhere, 
the UK triggering Article 50 – notifying the intention to withdraw from 
the EU – may be the start of  a period of  heightened uncertainty for 
its economy. 

The improved macroeconomic outlook should provide support for 
property and equity market performance via higher rental or earnings 
growth. Fixed income yields are still very low when compared 
historically, despite recent increases. We expect bond yields to rise 
further and therefore continue to run asset durations lower than that 
of  liabilities within policyholders’ portfolios.

In addition to the £0.2 million loss after tax attributable to the owners 
of  the Company and the acquisition set out above, net assets were 
impacted by the following items:

• £230.0 million reflecting equity injected by MSI Japan to replace 
the subordinated debt, which was repaid in full in December 2016

• £186.9 million of  currency gains (2015 restated: £51.4 million gain) 
from net translation of  foreign operations, translation of  intangibles 
arising from investments in foreign operations and instruments that 
hedge investments in foreign operations. Gains reflect US dollar 
and euro strengthening in 2016 against sterling 

• Tax credit of  £12.9 million on items through other comprehensive 
income

• £9.0 million net gain following the release of  employee share 
option reserves; offset by

• £27.1 million increase in net pension liability (2015: £1.3 million 
decrease).

Additionally, a £300.0 million unsecured multicurrency revolving 
credit facility is available, and at the end of  the year, £96.5 million 
was drawn down (2015: £143.4 million).

Capital assessment
MS Amlin’s policy is to actively manage capital so as to meet 
regulatory requirements and, at a Group level, deliver a cross-cycle 
return on equity in excess of  12%. This return on equity target will 
be reviewed periodically to ensure that it remains appropriate. 

In addition to meeting regulatory capital requirements, the Group 
aims to retain a level of  capital sufficient to allow material growth 
in the aftermath of  a major insurance disaster, and to respond to 
other opportunities to enhance long-term growth, including through 
acquisition. The Group’s target Solvency II ratio is 150%. 

Dividend
An interim ordinary dividend of  15.0 pence per share for 2015, 
amounting to £75.8 million was declared by the Board on 
23 February 2017. This has not been included as a liability as 
at 31 December 2016, but was paid on 20 March 2017.

Financial review
continued
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Risk management
MS Amlin has a well-established risk management framework to 
identify, assess and manage key internal and external risks for 
achieving our plans and objectives. 

This framework has four key elements:

• Governance from Boards, risk committees and the accountability 
of  management 

• Risk policy and clarity of  risk appetite and tolerances

• Risk identification and assessment

• Reporting processes to drive action and enhancement.

Risk governance
The risk function is responsible for ensuring that the risk framework 
is operating to address the requirements of  MS Amlin to manage 
the threats to sustainability and solvency. However the operation 
of  effective risk management requires the active involvement of  
all employees and the responsibility for each risk has been clearly 
allocated. The Group and subsidiary Boards and risk and solvency 
committees approve the respective group and entity appetite and 
tolerance limits. These Boards and risk and solvency committees also 
receive regular reports from the risk function to ensure the approved 
appetites and limits are monitored and the risk profile is understood.

MS Amlin operates risk management controls through the ‘three lines 
of  defence’ model:

• First line – employees are expected to be risk aware and exercise 
controls over their activities so that levels of  risk are understood 
and managed appropriately 

• Second line – MS Amlin’s dedicated risk function which is 
responsible for the design and coordination of  risk framework 
activity, with the compliance function additionally supporting 
regulatory risk

• Third line – MS Amlin’s internal audit function has responsibility for 
the review and validation of  the risk evaluation and effectiveness 
of  controls set out in MS Amlin’s risk register.

Risk assessment
During 2016 the risk management framework was refreshed 
to improve risk-related techniques and tools to support risk 
identification and assessment. Key risks and associated data are 
retained in a risk register for all key operating entities. Each risk is 
owned by executive management and assessed by way of  periodic 
reviews with first-line risk managers, analytical deep dives and 
aggregate modelling techniques. Results are reported quarterly to 
Boards and/or Risk Committees.

Risk reporting and own risk & 
solvency assessment (ORSA)
An important part of  the risk framework is the execution of  the ORSA 
processes and the production of  ORSA reports for each entity 
and the Group. The process is integral to MS Amlin’s risk-based 
decision making, creating a coordinated view of  risk and solvency 
for management and the Board. Quarterly risk reports consolidate 
analytical data on risk exposures for each regulated entity and the 
Group as a whole. The status of  each key risk is analysed relative 
to approved tolerances using both deterministic and stochastic 
modelling techniques.

The ORSA report contains information covering:

• Forward-looking solvency and modelled performance 
expectations, including earnings volatility

• Status of  key risks for all categories against tolerances set by 
the Board

• Status of  key controls used to manage risk

• Emerging risk which may impact the business over a longer 
period.

The information provided ensures that risk and capital implications 
are recognised in the decision-making process and that appropriate 
control plans are developed to support the successful delivery of  
business strategies and priorities.

A number of  enhancements were made to risk tools, processes and 
the internal control framework during 2016 as part of  an on-going 
initiative to strengthen risk and controls maturity as part of  Japan’s 
Financial Instruments and Exchange Law (J-SOX) requirements. 

Risk management
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Solvency II
MS Amlin continues to utilise a Prudential Regulation Authority (PRA) 
approved internal model as the most appropriate methodology 
for the calculation of  regulatory solvency capital requirements for 
the Group. A major model change application was submitted to 
Lloyd’s and the PRA following the acquisition of  Amlin by MSI, and 
changes to the risk profile through integration of  MSI and (MS) Amlin 
entities. The Lloyd’s model is approved, and the PRA application is 
in progress. MS Amlin plc is carrying an agreed temporary capital 
load to cater for the application period as is required under Solvency 
II regulations.

The internal model also continues to be used for a number of  
important processes and decisions made by management. 
These include risk management uses, such as tolerance setting 
and reporting, reinsurance purchase, pricing benchmarking and 
business planning.

Risk status summary
MS Amlin’s principal risks are set out in the following pages with a 
commentary on attitude to the risk area, the current status and key 
mitigation strategies.

By rank, the largest risk exposures are:

• Underwriting risk primarily driven by catastrophe risk

• Reserving risk

• Market risk including foreign exchange risk.

MS Amlin’s overall risk profile materially increased in 2016 as a 
result of:

• Post-acquisition integration – the Group enterprise risk profile has 
materially increased as a result of  the integration of  MSI Lloyd’s 
and Bermudian businesses (also taking account of  the benefits of  
the increased diversification)

• Model methodology changes 

 – Underwriting and reserving – parameterisation changes 
following a review of  the dependency methodology; and

 – Market – re-parameterisation to reflect updates to projected 
asset valuations and yield curves

• Foreign Exchange risk – has increased due to the removal of  the 
specific hedging strategy

Insurance catastrophe risk is our largest risk concentration as 
MS Amlin continues to be a market leader in catastrophe oriented 
classes, particularly reinsurance. Our approach to managing 
exposure is through the application of  risk limits or tolerances 
against specific natural or man-made catastrophes and for a set 
of  stochastic modelled outcomes. 

The level of  appetite for catastrophe business is subject to MS Amlin 
being able to buy effective reinsurance cover, underwrite a balance 
of  territorial exposures and achieve a sufficient level of  profit for 
the insured risk. Therefore tolerances are set by reference to both 
formulaic measures (determined by the economic risk-taking ability 
of  the Group) and the level of  loss from a set of  defined events. The 
maximum levels of  risk are set with reference to business profitability 
and the views of  the Board and senior management. In reality, levels 
of  risk exposure may be lower than the limits if  underwriters do not 
have the appetite to fully utilise the risk budget. The table below sets 
out levels of  risk for a set of  defined realistic disaster events.

Selected Realistic Disaster Scenarios

1 January 2017 1 January 2016

Gross loss 
£m

Net loss 
£m

Tolerance 
£m

Gross loss 
£m

Net loss 
£m

Tolerance 
£m

Gulf  of  Mexico Windstorm  1,462  444  508 915 254 300

North-East Windstorm  1,434  552*  508 804 234 300

Florida Windstorm Tampa  1,234  271  350 907 242 300

California Earthquake San Francisco  1,176  353*  350 734 194 300

California Earthquake Los Angeles  1,039  259  350 641 170 300

European Windstorm  1,062  170  508 731 48 300

Japan Earthquake  517  179  350 413 142 300

New Zealand Earthquake  427  168  350 261 122 300

Note:
* Please refer to note 13(h) in the notes to the financial statements for details on these risk tolerance breaches. 

Risk management
continued



MS Amlin plc 2016 Annual Report 19

S
trateg

ic rep
ort

D
irectors’ rep

ort
Financial statem

ents

Emerging risk
The MS Amlin risk function takes a regular proactive approach 
to identify and assess emerging issues which may alter or add to 
the levels of  risk to the Group. Current emerging risk monitoring is 
focused on the following themes:

• Climate change and its impact on weather-related property 
insurance losses such as windstorm or flood

• Industrial disease which may impact employers liability insurance

• Pandemic disease which may impact the accident and 
health portfolio

• Economic turmoil and political risk which could cause losses in 
our political risk credit and terrorism accounts

• Legislative change such as Brexit, impacting licensing access 
to markets and/or regulatory requirements

• Market/competitor actions which may affect levels of  pricing

• Technical innovation impacting methods of  product distribution, 
intermediation and expenses

• Cyber risk which could impact operations, data or lead to 
insurance claims.
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Principal risks 
and description Attitude/appetite

MS Amlin’s analysis of 
impact and exposure

Risk trend 
and measure

Mitigation strategies and key controls 
for each underlying risk exposure are 
outlined below

Enterprise-level risk: 
Risks associated 
with one or more of  a 
portfolio of  principal 
risks occurring 
and providing an 
aggregated impact on 
the organisation as a 
whole. This includes 
the risk that there is 
insufficient capital 
to support business 
strategy.

Attitude: Balanced
MS Amlin recognises that 
a balanced approach to 
underlying risk is important 
to manage the risk profile for 
the enterprise as a whole. 
The governance of  risk 
seeks to ensure that profit 
targets can be achieved 
without unacceptable levels 
of  potential loss which could 
ultimately impact the solvency 
of  the Group.

MS Amlin is exposed to a 
domino-type event, whereby, 
for example a major natural 
catastrophe event not only 
affects MS Amlin’s insurance 
underwriting portfolio but also 
impacts stock markets, causing 
significant market and currency 
movements and a material 
impact to investments. The 
combined effect of  these risk 
events could trigger reinsurance 
counterparty default events and 
hence a secondary impact on 
liquidity.

• The risk management framework 
developed ensures that potential 
risk exposures are considered 
individually and in aggregation

• The risk function produces an 
aggregated Group risk profile 
providing an enterprise-wide view 
of  risk exposures for the Group 
Executive and the Board

• Stress testing of  a combination 
of  material risks is conducted to 
determine impact on capital

• Reverse stress testing of  the 
ultimate impact of  combinations of  
material risks on business model 
viability and reputation is also 
conducted

• The internal model produces 
100,000 simulated results and 
combined scenarios which are 
then measured to ascertain the 
appropriate level of  capital

• The economic capital requirements 
of  the Group include a significant 
buffer to cater for extreme events.

Strategic risk: 
Risks associated with 
the appropriateness 
of  business strategy 
or plans in the face 
of  the external 
environment.

Attitude: Positive
MS Amlin has a positive 
attitude to strategic risk as 
it actively pursues ways of  
developing the business. The 
Group also faces a number 
of  external factors which may 
impact demand for, or supply 
of, our products. These risks 
are analysed and actions 
agreed to adapt the strategic 
approach to cater for them.

It is critically important to 
MS Amlin’s reputation that 
the organisation responds 
effectively to changes in the 
external environment and 
seeks to secure opportunities 
for growth through organic 
expansion and acquisition 
where market conditions allow. 
Once acquisition targets are 
secured, project teams need 
to successfully implement the 
corporate transaction and 
the integration.

MS Amlin is also exploring 
ways in which the development 
of  digitalisation and other 
technologies such as robotics 
can present a threat or an 
opportunity for the business.

• Trends in the external environment 
are regularly monitored

• Business plans are thoroughly 
considered and reviewed against 
the potential impact of  external 
factors and developments

• Long-term strategies are 
developed to diversify underwriting 
platforms

• Due diligence and risk assessment 
processes are conducted for 
acquisitions

• Risk event and near-miss 
reporting processes capture loss 
circumstances and actions to 
prevent recurrence

• Emerging risks are identified and 
monitored.

Principal risks & uncertainties
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Principal risks 
and description Attitude/appetite

MS Amlin’s analysis of 
impact and exposure

Risk trend 
and measure

Mitigation strategies and key controls 
for each underlying risk exposure are 
outlined below

Underwriting – 
catastrophe risk: 
The risk of  claims 
arising from inherent 
uncertainties in 
the occurrence of  
insurance losses 
associated with 
natural or man-made 
catastrophic events.

Attitude: Positive
MS Amlin has a positive 
attitude to catastrophe risk, 
which remains a core product 
offering to our reinsurance 
and commercial clients. 
MS Amlin has invested in 
people and infrastructure to 
price, manage and model 
catastrophe exposures. 
Tolerance limits are applied to 
specific loss scenarios, and 
the Group and its subsidiary 
businesses operate to 
modelled annual loss limits. 

Appetite for these risks is 
also influenced by our ability 
to achieve an acceptable 
balance of  exposures across 
territories. 

MS Amlin has an extensive 
portfolio of  property and marine 
insurance and reinsurance 
business that has significant 
exposure to weather and 
earthquake exposures as well 
as non-elemental perils such 
as industrial accidents.

The MSI integration has resulted 
in an increase in catastrophe 
exposure to MS Amlin as a 
result of  less-diversified risk 
concentrations. The exposure 
has been further compounded 
by the weakening of  sterling 
versus other major currencies 
through 2016. Action has been 
taken to reduce exposure 
through non-renewal of  certain 
business and increased 
reinsurance protection. The 
net-exposure has increased 
marginally in relation to the 
enlarged balance sheet. 

• Underlying strategy and diversity 
of  exposure provide potential 
for profit even when there are 
catastrophe loss events

• Modelling and pricing takes 
account of  hazards so that 
premiums are adequate and 
exposures are contained within 
Group tolerances

• Maximum line size and programme 
limits contain potential losses from 
one event 

• Aggregate exposure limits are 
used to control exposures in any 
one zone

• Probable maximum loss limits are 
used to limit potential single event 
losses

• Modelling of  loss scenarios and 
stochastic modelling measure 
single and annual aggregate loss 
events so they can be compared 
against agreed tolerances

• The reinsurance programme 
protects the Group against 
significant catastrophes.

Underwriting – 
attritional risk: 
The risk of  
unexpected or 
unbudgeted increases 
in cost of  small or 
large insurance 
claims.

Attitude: Positive
MS Amlin has a positive 
attitude to underwriting risk 
and accepts that there will be 
claims arising from all areas 
of  its (re)insurance risk profile. 
The appetite for attritional risk 
is governed by the amount 
of  business that meets our 
pricing requirements but also 
by the capacity determined 
by our capital base and 
reinsurance arrangements. 

MS Amlin aims to achieve 
a diversified balance of  
exposures across lines of  
business and territories.

MS Amlin is exposed to 
attritional losses caused by 
inadequate pricing and/or 
unexpected claims frequency 
as well as systemic change 
in the nature of  claims. The 
development of  external 
competition for business 
impacts this risk. As the 
downward trend in the pricing 
cycle leads to lower margins, 
the risk increases, although 
underwriters are expected to 
take action to decline business 
if  pricing is unacceptable. 
The nature of  this risk can also 
develop due to underlying 
exposure changes such as the 
development of  cyber risk. The 
recent change in the Ogden 
discount rate is an example of  
this risk.

• Underwriting authority limits per 
contract control single risk losses 
and peer review is carried out to 
monitor risk selection

• Underwriting strategy is agreed 
to determine the approach to 
each line of  business and this is 
regularly reviewed

• Group business planning 
processes include challenge of  
potential levels of  income and 
expected loss ratios

• The technical pricing assessment 
provides underwriters with a risk-
based comparative benchmark 
price

• The reinsurance programme limits 
the cost of  single claims

• Underwriting monitoring and 
performance review is used to 
address poor-performing parts of  
the portfolio

• Underwriting pricing is expected 
to cover cost of  expected claims

• Underlying policy is adapted to 
cater for emerging issues such as 
cyber risk.
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Principal risks 
and description Attitude/appetite

MS Amlin’s analysis of 
impact and exposure

Risk trend 
and measure

Mitigation strategies and key controls 
for each underlying risk exposure are 
outlined below

Underwriting – 
reserving risk: 
The risk of  an 
unexpected or 
unbudgeted increase 
in claims emanating 
from business written 
where profit has been 
declared.

Attitude: Balanced
MS Amlin adopts a balanced 
approach to reserving risk, 
which is an unavoidable 
consequence of  underwriting 
a portfolio of  business where 
claims may develop after the 
policy period has elapsed. 
Our appetite is governed by 
a policy which ensures that 
reserves are carried above 
the actuarial best estimate 
of  future outcomes. Classes 
of  business which have a 
higher level of  uncertainty 
of  potential development 
will naturally carry a higher 
level of  reserve provision. 
MS Amlin does not discount 
reserves to take account 
of  the investment return 
generated by premium or 
reserves held for future 
claims payments and takes 
consideration of  likely cash 
flow requirements when 
investing carried reserves.

MS Amlin’s portfolio of  business 
is predominantly short-tail 
and many of  its business lines 
underwriting outcomes are 
determined relatively quickly 
after a loss is notified.

In recent years the development 
of  certain lines of  business has 
led to more long-tail reserving 
risk exposure. Appetites 
and tolerances have been 
established within underwriting 
to manage reserving risk 
exposure.

At 31 December 2016, MS 
Amlin’s reserves were £183.0 
million in excess of  our actuarial 
best estimate of  claims 
liabilities.

• MS Amlin operates a consistent, 
actuarially driven process quarterly 
to assess that appropriate level 
of  reserves are carried, taking 
account of  the characteristics and 
risks of  each class of  business, to 
arrive at a best estimate. The best 
estimates are subject to challenge 
and review by management and 
the Audit Committee on behalf  of  
the MS Amlin Board

• The reserving risk tolerance 
requires a minimum probability of  
carried reserves being in excess 
of  liabilities of  at least 65%. This is 
tracked as a key metric

• The reinsurance programme 
responds to large loss 
developments from prior years

• Consistent claims processes and 
accurate case reserve setting aims 
to ensure that adequate provision 
is established for advised claims.

Market risk – 
investment market 
volatility: 
The risk arising from 
fluctuations in values 
of  investments.

Attitude: Positive
MS Amlin has a positive 
attitude to market risk, 
constrained by a desire to 
limit the potential downside 
risk to the value of  carried 
assets to within a maximum 
Value at Risk (VaR) tolerance. 
Premium and reserve 
investments are limited by 
the liquidity requirements 
of  meeting claims as they 
become payable.

MS Amlin seeks to optimise 
its investment income whilst 
focusing on ensuring it 
maintains sufficient capital to 
meet solvency requirements 
and sufficient liquid funds to 
meet liabilities when they fall 
due. Exposure to market risk is 
therefore limited to the extent 
that investment strategies are 
balanced by these primary 
objectives.

The modelled investment VaR as 
of  the end of  December 2016 
was 2.8% versus a tolerance of  
9.5% at Group level.

Financial market volatility has 
been roughly equivalent between 
2015 and 2016, even though 
spikes in volatility have been 
more prevalent during 2016.

MS Amlin’s portfolio has been de-
risked over the year and has had 
less exposure to market volatility. 
MS Amlin expects market volatility 
going forward to maintain its 
current levels with the possibility 
of  several volatility spikes over 
the course of  the year.

• Investment policy and strategic 
asset allocation aims to maximise 
long-term investment returns in 
relation to an agreed risk budget

• Tactical asset allocation responds 
to expectations for short-term 
market prospects or volatility

• A diversified portfolio limits 
exposure to any one security or 
asset class

• The investment team conducts 
modelling and monitoring of  
investment risk against agreed 
tolerance using an economic 
scenario generator model.

Principal risks & uncertainties
continued
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Principal risks 
and description Attitude/appetite

MS Amlin’s analysis of 
impact and exposure

Risk trend 
and measure

Mitigation strategies and key controls 
for each underlying risk exposure are 
outlined below

Market risk – 
currency fluctuation: 
Impact on the 
Solvency Ratio or 
earnings arising from 
the movement in value 
of  sterling against 
key non-functional 
currencies.

Attitude: Balanced
MS Amlin has a balanced 
attitude to currency risk, 
which is an unavoidable 
consequence of  holding 
balance sheet assets, 
premiums and liabilities in 
currencies other than sterling.

MS Amlin has international 
operations with businesses 
operating in US dollar and Euro 
currencies as well as significant 
underwriting activity conducted 
in US dollars and Japanese yen. 

Markets have experienced 
foreign exchange (Forex) 
volatility spikes in 2016 with a 
favourable gain for MS Amlin 
from sterling depreciation. 
Further Forex volatility spikes 
can be expected over the 
next few years as a result of  
heightened political instability 
and diverging monetary policies.

• We aim to match assets and 
liabilities by major currency, which 
includes the option to actively sell 
underwriting profits earned in non-
functional currencies of  insurance 
entities as they crystallise 

• Because Forex risk is unrelated to 
the main drivers of  insurance risk 
(natural catastrophe risk and some 
reserve risk) at extreme return 
periods, Forex movements have 
little impact on the Solvency Ratio 
(SR); this remains the case as long 
as catastrophe risk exceeds Forex 
risk. The one year unstressed Forex 
move is -/+10%. The tolerance 
methodology assesses the impact 
of  +/- 10% Forex movements on 
the SR, with the tolerance set at the 
maximum decrease in the SR from 
the current level 

• Option hedges are no longer used 
to hedge net investments in foreign 
operations however a Revolving 
Credit Facility (RCF) remains 
in place. 

Credit risk – 
reinsurance 
counterparty: 
The risk of  loss if  a 
counterparty fails to 
perform its obligations 
or fails to perform 
them in a timely 
fashion.

Attitude: Balanced
MS Amlin has a balanced 
attitude to reinsurance 
counterparty credit risk, 
which emanates from use of  
reinsurance to increase MS 
Amlin’s risk capacity and to 
protect the Group against 
severe catastrophe events. 
Counterparty exposure is 
controlled by maximum 
exposure limits applicable 
to each reinsurer, linked to 
their ability and willingness 
to pay claims.

Whilst some of  the first loss 
catastrophe coverage is 
fully collateralised for 2017, 
there remains a material level 
of  counterparty credit risk. 
Reinsurance protection is a 
key aspect of  how we manage 
underwriting risk exposures and 
the use of  accredited reinsurers 
is an important control. Limits 
are applied to all reinsurers 
according to rating to control 
levels of  potential risk

• The reinsurance security team 
conduct accreditation selection 
and rating of  all reinsurers

• There are limits over exposure 
placed with any one reinsurer

• Reinsurance debt credit control 
is carried out to limit outstanding 
balances owed by reinsurers

• Credit risk is reduced through 
the purchase of  collateralised 
reinsurance.
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Principal risks 
and description Attitude/appetite

MS Amlin’s analysis of 
impact and exposure

Risk trend 
and measure

Mitigation strategies and key controls 
for each underlying risk exposure are 
outlined below

Credit risk – 
intermediary 
counterparty: 
The risk of  loss if  
an insurance or 
treasury intermediary 
fails to meet credit 
obligations in a 
timely fashion.

Attitude: Balanced
MS Amlin has a balanced 
attitude to intermediary credit 
risk. Brokers need to collect 
both premiums and pay 
claims as part of  their service, 
and we set limits according 
to broker financial strength 
to control exposure for each 
counterparty.

MS Amlin has exposure to 
insurance and reinsurance 
brokers as well as treasury 
intermediaries.

• The finance team credit control 
procedures limit exposure to 
brokers and coverholders, whilst 
the investment function have strict 
controls on risk concentration to 
fund managers and banks holding 
MS Amlin assets

• Active broker debt credit control is 
carried out to limit levels of  unpaid 
premium held by intermediaries.

Liquidity risk – 
(including asset/
liability matching): 
The risk arising from 
insufficient financial 
resources being 
available to meet 
liabilities as they 
fall due.

Attitude: Negative
MS Amlin seeks to avoid any 
situation where funds are not 
available to meet claims as 
required because this would 
have significant regulatory 
and reputational impact. Bank 
facilities are used to manage 
cash flow and ensure that 
liquidity constraints do not 
impact our claims service 
to policyholders.

The strength and liquidity of  the 
balance sheet is fundamental 
to our proposition as an insurer 
of  choice, providing us with 
the ability to respond quickly to 
claims, particularly relevant in 
the event of  a large catastrophic 
loss such as a hurricane or 
earthquake. 

As a result sufficient levels 
of  assets are kept in suitable 
instruments that allow for 
fast conversion into cash to 
settle claims.

• Stress testing of  liquidity needs 
relative to major catastrophe events 
ensures that liquidity requirements 
are fully understood

• The investment team maintains 
sufficient liquidity in the investment 
portfolio to address claims needs 
so that claims are paid as they 
fall due.

Principal risks & uncertainties
continued
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Principal risks 
and description Attitude/appetite

MS Amlin’s analysis of 
impact and exposure

Risk trend 
and measure

Mitigation strategies and key controls 
for each underlying risk exposure are 
outlined below

Operational risk 
– systems and 
processes: 
Risks resulting from 
inadequate or failed 
internal processes, 
people and systems, 
or from external 
events, including 
regulatory control 
failures or cyber-
attacks.

Attitude: Negative
MS Amlin does not wish to 
have any operational failures 
which may hinder trading 
or result in financial loss, or 
any regulatory sanction for 
inadequate compliance. It 
is recognised, however, that 
achieving complete certainty 
that such failures could 
not occur would entail an 
unacceptable cost.

MS Amlin operates a diverse 
business across a number of  
offices and jurisdictions and is 
expected to comply with legal, 
regulatory and best-practice 
standards. The potential exists 
for a failure of  critical business 
processes, people or systems 
resulting in an interruption to 
normal operations. The failure 
of  management to address 
performance issues may 
impact the level of, or potential 
for, operational risk issues. 
Dependency on sophisticated 
stochastic models may 
introduce operational risk. 

Additionally, natural or man-
made disasters could impact 
MS Amlin’s operating platform 
in one or more location. The 
significant increase in regulation 
imposed by the PRA, FCA and 
other regulators has increased 
the risk of  regulatory action. The 
reliance on computer technology 
and increasingly sophisticated 
cyber-crime techniques means 
that MS Amlin has a developing 
exposure to cyber risk.

• The implementation of  the risk 
management framework for 
the identification, evaluation 
and control of  operational risks 
ensures that operational risks are 
understood and managed

• Procedural controls, including 
workflow management, help 
maintain discipline over the control 
of  key processes

• Monitoring of  compliance with 
established procedures and 
processes is carried out to identify 
shortcomings

• Performance management 
processes exist to review and 
monitor employee performance

• Employee manual and Human 
Resource policies ensure that 
employees are aware of  key policy 
requirements

• Risk events and near misses are 
reported to raise awareness and 
identify areas for improvement

• Data quality controls aim to 
ensure that data is captured and 
processed accurately 

• Business continuity management 
planning ensures that key 
operations will be restored in an 
acceptable time frame should there 
be disruption

• MS Amlin systems have protections 
in place to counter cyber attacks

Operational risk – 
people: 
Loss of  key 
employees or 
flight risk.

Attitude: Negative
MS Amlin’s ability to renew 
and service its business 
relies on the experience 
and expertise of  its senior 
underwriters and claims 
personnel.

Continuity of  senior 
management is also important 
for the development and 
execution of  Group strategy 
and relationships with key 
stakeholders. 

The experience and expertise 
of  MS Amlin’s employees is an 
important aspect of  MS Amlin’s 
business model and contributes 
to the strength of  our market 
franchise and our ability to 
underwrite profitably.

The MSI and Amlin integration 
and the resultant change in 
operating environment has 
elevated people risk within 
MS Amlin. 

• Senior employee contracts have 
notice periods to ensure that 
people resigning can be replaced 
by successors in an orderly way

• Succession planning and talent 
management ensures there is a 
depth of  talent 

• Remuneration policies aim towards 
employee retention as well as 
incentivisation. 



MS Amlin plc 2016 Annual Report26

Directors’
report

In this section

28 Statutory disclosures
31 Statement of  Directors’ responsibilities
32 Corporate Governance
33 Independent auditor’s report



MS Amlin plc 2016 Annual Report 27



MS Amlin plc 2016 Annual Report28

The Directors present their report and the audited 
consolidated financial statements of the Company 
for the year ended 31 December 2016. Principal 
risk management objectives are discussed on 
pages 17 to 25 of the strategic report under risk 
management and principal risks & uncertainties. 

Dividends
No dividends were paid during the year (2015: 8.4p per share). An 
interim dividend of  £75.8 million was proposed and approved by the 
Board on 23 February 2017 and paid to Mitsui Sumitomo Insurance 
Company, Limited (MSI), the sole shareholder of  the Company, on 
20 March 2017.

Directors
The Directors of  the Company who were in office during the year 
and up to the date of  the signing of  the financial statements are 
shown below. 

Robin Adam (appointed on 1 February 2016)
Simon Beale
Philip Calnan (appointed on 1 August 2016)
Richard Davey (Chair until 31 March 2017)
Kenichi Fukuhara (appointed on 1 February 2016) (President)
Richard Hextall
James Illingworth (appointed on 1 February 2016)
Shonaid Jemmett-Page (Chair from 1 April 2017)
Hironori Morimoto (appointed on 1 February 2016)
Oliver Peterken
Charles Philipps
Kiyotaka Shuto (appointed on 1 February 2016)
Julie Chakraverty (retired on 24 August 2016)
Martin Feinstein (retired on 1 February 2016)

Audit Committee
Philip Calnan (Chair from 1 August 2016)
Oliver Peterken
Shonaid Jemmett-Page (Chair until 1 August 2016)
Hironori Morimoto 
Robin Adam

Remuneration Committee
Shonaid Jemmett-Page (Chair)
Kenichi Fukuhara
Oliver Peterken
Richard Davey (retired on 31 March 2017)

Risk And Solvency Committee
Oliver Peterken (Chair)
Richard Davey (retired on 31 March 2017)
Shonaid Jemmett-Page
Robin Adam
Hironori Morimoto 

Nomination Committee
Richard Davey (retired on 31 March 2017)
Robin Adam
Kenichi Fukuhara
Hironori Morimoto
Shonaid Jemmett-Page (Chair)
Oliver Peterken
Charles Philipps 
Philip Calnan 

Company Secretary
David Casement

Registered office
The Leadenhall Building
122 Leadenhall Street
London
EC3V 4AG
Registered number: 02854310

Advisers
Auditor
KPMG LLP
15 Canada Square
Canary Wharf
London 
E14 5GL

Corporate lawyer
Linklaters LLP
1 Silk Street
London 
EC2Y 8HQ

Principal bankers
Lloyds Bank Plc
25 Gresham Street
London
EC2V 7HN

Ultimate Parent Company
Mitsui Sumitomo Insurance Company, Limited
Incorporated in Japan
Registered Office 9 Kana-Surugadai, 3 Chome, Chiyoda-Ku, Tokyo, 
Japan

Directors’ interests
The Directors have no interests in shares, the entire issued share 
capital having been purchased by MSI on 1 February 2016.

Statutory disclosures
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Corporate governance and Directors’ 
remuneration
The Board’s Corporate governance report is incorporated into this 
report by reference. Details of  Directors’ remuneration are set in the 
notes to this report.

Employees
Copies of  the Group’s employment policies are available from the 
Group Company Secretary on request. Some apply to the whole 
Group whilst others apply to the UK with local variations outside 
the UK. They cover professional qualifications; family leave; flexible 
working; sabbaticals; staff  harassment; and equal opportunities. The 
Group’s Health & Safety policy and details of  its local application are 
publicised to staff, including by intranet. Its operation in the UK is 
monitored by a staff  Health & Safety Committee. As Chief  Finance & 
Operations Officer, Richard Hextall is responsible for the oversight of  
health and safety throughout the Group.

The Group’s Equal Opportunities policy aims to ensure that no 
employee, in application for initial employment or as an existing 
employee (including in the event of  a change in his or her 
circumstances), receives less favourable treatment because of  his 
or her gender (including gender reassignment), marital or family 
status, actual or perceived sexual orientation, age, ethnic origin, 
race, colour, nationality, national origin, creed, political affiliation, 
part-time status, disability (including the training career development 
and promotion of  disabled persons), or any other condition, unless 
differing treatment can be shown to be legally justifiable. 

MS Amlin provides information to employees about matters of  
concern to them and consults with them or their representatives 
to ensure that their views are taken into account as appropriate. 
All employees are made aware of  the financial and economic 
performance of  their business units and of  MS Amlin as a whole, 
and are rewarded in part according to financial results through 
performance related bonus schemes. 

Community
We believe that there is benefit in supporting the communities in 
which we do business, the education and development of  young 
people, and charities which are relevant for employees. In the UK, 
charitable giving is co-ordinated through a Community & Charities 
Panel chaired by a member of  the senior management team.

In addition to supporting a number of  UK charity partners, including 
Macmillan Cancer Support and The Outward Bound Trust, under 
its Corporate and Social Responsibility (CSR) policy MS Amlin also 
encourages individual employees to raise funds for charity and in 
many cases, MS Amlin supports these efforts with a further donation 
to the charity concerned. In 2016, MS Amlin supported more than 40 
UK charities with a total budget of  £150,000 (2015: £150,000). 

MS Amlin also contributes to the communities in which it operates 
outside the UK, where community and charities budgets are managed 
under the direction of local boards. For example, our business 
in Bermuda supports local youth, education and sport-based 
organisations and offers grants through the Association of Bermuda 
International Companies Education Awards. Our business in Singapore 
supports the General Insurance Association’s Global Internship 
Programme, providing speakers for their Talent Outreach Project.

Other statutory disclosures 
Information regarding the future development of  MS Amlin, post year 
end events, overseas branches, employee involvement, and research 
and development is set out in the strategic report on pages 2 to 25 
and is incorporated into this report by reference.

Political donations
The Group made no political donations during the year (2015: £nil). 

Directors’ indemnities
Between 2008 and the date of  this report the Company has made 
third-party indemnity provisions for the benefit of  its Directors and 
certain Directors of  the Company’s subsidiaries. 

Authorisation of Directors’ conflicts 
of interest
The Company’s Articles permit the authorisation of  a Director’s 
potential conflict of  interest or duty, for instance arising from a 
Director’s appointment as a Director of  another company which may 
have a business relationship with the Group. Such authorisations 
may be given by the remaining Directors who are independent of  the 
potential conflict. A number of  authorisations have been approved 
by the Board in this manner. Such authorisations do not remove a 
Director’s duty to ensure that any actual conflict of  interest or duty, 
should it arise, is dealt with appropriately, usually by the Director 
taking no part in the relevant Board or Committee decision. A register 
of  approved conflicts is maintained and available for inspection at 
the Company’s Registered Office.

Going concern 
The Group’s business, risk and financial management, performance 
and position, together with factors that are likely to affect future 
development, are described in this report on pages 2 to 25. Capital 
management strategy, which covers how regulatory and economic 
capital needs are measured and how capital is deployed, is 
described under financial review on pages 9 to 16. The financial 
position of  the Group, including commentary on cash and investment 
levels, currency management, insurance liability management, 
liquidity and borrowings, is also covered in that section. 

In addition, note 2 to the accounts describes capital management 
needs and policies, and notes 12 and 13 cover market and 
underwriting respectively, which includes liquidity, cash flow and 
credit risks which may affect the financial position of  the Group. 

The Group has considerable financial resources to meet its financial 
needs and, in much of  the Group, manages a mature portfolio 
of  insurance risk through an experienced and stable team. The 
Directors believe that the Group is well positioned to manage its 
business risks successfully in the current economic environment.

After making enquiries, the Directors have a reasonable expectation 
that the Company and the Group have adequate resources to 
continue in operational existence for the foreseeable future. 
Accordingly, they continue to adopt the going concern basis in 
preparing the Annual Report and accounts. 
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Directors’ statement on the disclosure 
of information to the auditor 
Each Director at the date of  the approval of  this report confirms that:

• So far as they are aware, there is no relevant audit information of  
which the Company’s auditor is unaware

• They have taken all the steps that they ought to have taken as a 
Director in order to make himself  or herself  aware of  any relevant 
audit information and to establish that the Company’s auditor is 
aware of  that information.

This confirmation is given and should be interpreted in accordance 
with the provisions of  section 418 of  the Companies Act 2006.

Independent auditor
A resolution was passed at the 2016 AGM for the appointment 
of  KPMG LLP as auditor and to authorise the Audit Committee 
to determine their remuneration. Pursuant to Section 487 of  the 
Companies Act 2006, the auditor will be deemed to be reappointed 
and KPMG LLP will therefore continue in office.

By Order of  the Board

David Casement 
Group Company Secretary
2 May 2017

Statutory disclosures
continued
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The Directors are responsible for preparing the Annual Report, the 
Directors’ report and the financial statements in accordance with 
applicable law and regulations. 

Company law requires the Directors to prepare financial statements 
for each financial year. Under that law the Directors have prepared 
the Group and parent Company financial statements in accordance 
with International Financial Reporting Standards (IFRSs) as adopted 
by the European Union. Under Company law, the Directors must not 
approve the financial statements unless they are satisfied that they 
give a true and fair view of  the state of  affairs of  the Group and the 
Company and of  the profit or loss of  the Group for that period. In 
preparing these financial statements, the Directors are required to:

• Select suitable accounting policies and apply them consistently

• Make judgments and accounting estimates that are reasonable 
and prudent

• State whether applicable IFRSs as adopted by the European Union 
have been followed, subject to any material departures disclosed 
and explained in the financial statements

• Prepare the financial statements on the going concerns basis 
unless it is inappropriate to presume that the Company will 
continue in business.

The Directors are responsible for keeping adequate accounting 
records that are sufficient to show and explain the Company’s 
transactions and disclose with reasonable accuracy at any time the 
financial position of  the Company and the Group and enable them 
to ensure that the financial statements comply with the Companies 
Act 2006 and, as regarded the Group financial statements, Article 
4 of  the IAS Regulation. They are also responsible for safeguarding 
the assets of  the Company and the Group and hence for taking 
reasonable steps for the prevention and detention of  fraud and 
other irregularities.

The Directors are responsible for the maintenance and integrity 
of  the Group website, www.msamlin.com. Legislation in the UK 
governing the preparation and dissemination of  financial statements 
may differ from legislation in other jurisdictions. 

Each of  the Directors, whose names and functions are listed on page 
28 confirm that, to the best of  their knowledge:

• The Group financial statements, which have been prepared in the 
accordance with IFRSs as adopted by the EU, give a true and 
fair view of  the assets, liabilities, financial position and loss of  
the Group 

• The strategic review on pages 2 to 25 includes a fair review of  the 
development and performance of  the business and the position 
of  the Group, together with a description of  the principal risks and 
uncertainties that it faces.

By Order of  the Board

David Casement 
Group Company Secretary
2 May 2017

Statement of Directors’ responsibilities
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Functions of the Board
The Board has a number of  key objectives and responsibilities in 
respect of  its stewardship of  the Group: 

• Setting and overseeing the implementation of  the Group’s 
strategy to ensure it delivers value to the shareholder, clients and 
employees

• Ensuring high standards of  corporate governance are maintained 
across the Group

• Ensuring an effective control framework is in place to assess and 
manage risks, including monitoring executive management in 
this area

• Providing constructive challenge to the executive management in 
order to ensure the Group’s success

• Managing succession planning for the Board and the Group’s 
executive management. 

Meetings of the Board 
The Board meets at least four times a year and met eight times 
during 2016. At each quarterly meeting it receives a written report 
from the Chief  Executive and an update on strategic initiatives. Other 
key areas of  focus include Group financial performance, underwriting 
performance, investments, risk, employee and organisational matters 
and a regular update on the external business environment.

Reserved and delegated decisions
The Board has a formal Schedule of  Matters Reserved which is 
reviewed annually and is available in the governance section at 
www.msamlin.com. It was last reviewed in May 2016. Key decisions 
and matters reserved to the Board include those relating to the 
Group’s strategy and business plan, approval of  major acquisitions, 
disposals, capital expenditure, financial results and the agreement 
and monitoring of  the Group’s systems of  internal control and 
risk management.

The Board has delegated certain responsibilities to the following 
committees:

• Audit Committee

• Nomination Committee

• Risk & Solvency Committee

• Remuneration Committee.

Executive committees
MS Amlin has five key executive committees which are responsible 
for the day-to-day management of  the organisation. The Group 
Oversight Committee and the Executive Committee develop strategy 
and provide oversight of  the Group’s performance and capabilities 
with a view to the Group achieving its strategic objectives. The Talent 
Committee is responsible for the oversight and development of  
talent within MS Amlin from graduate employees through to senior 
management. It is also responsible for developing succession 
planning for senior management up to but not including Board level. 

The Investment Management Executive sets the strategic asset 
allocation and tactical asset allocation ranges for MS Amlin’s 
investment portfolios. It also monitors investment performance and 
levels of  investment risk.

The Operations Committee oversees the effectiveness of  both IT 
Strategy, programmes and plans and promotes joined-up business 
support and value-enhancing improvements.

Strategy
The Board is responsible for setting and overseeing the 
implementation of  MS Amlin’s strategy. In addition to the regular 
update on strategic initiatives which are presented at every quarterly 
meeting, the Board held a strategy day in October. These sessions 
were used to review important trends which affect MS Amlin, to 
review our long-term strategy and aspirations and to consider any 
new actions or activity which may be required to ensure that MS 
Amlin could deliver its strategy.

Culture and tone from the top
The Board is responsible for setting the “tone from the top” in respect 
of  the Group’s governance, culture and values. It holds management 
to account for reinforcing MS Amlin’s values throughout the Group. 

Risk management and internal 
control
The Board is responsible for MS Amlin’s risk management and 
internal control systems. A continuous process was established for 
identifying, evaluating and managing the significant risks facing the 
Group. This process has been in place from the start of  2016 to the 
approval date of  this report. 

Directors are aware that any internal control system is designed to 
manage, rather than eliminate, the risk of  failure to achieve business 
objectives. They know that the systems can only provide reasonable 
and not absolute assurance against material misstatement or 
financial loss. In the principal risks & uncertainties section on page 
17 to 25 is further information on how the Group has maintained an 
adequate system of  internal controls.

The Risk & Solvency Committee regularly reviews the effectiveness 
of  the Group’s risk management system on the Board’s behalf  while 
the Audit Committee considers the Group’s financial reports, financial 
reporting process, regulatory and compliance matters. If  significant 
control failings or weaknesses are identified, they are reported by 
management, the risk or compliance functions or by internal audit to 
the relevant Committee. The relevant Committee also receives regular 
reports on remediation work with appropriate escalation to the Board.

By Order of  the Board

David Casement 
Group Company Secretary
2 May 2017

Corporate Governance
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We have audited the financial statements of  MS Amlin plc for the year 
ended 31 December 2016 set out on pages 34 to 131. The financial 
reporting framework that has been applied in their preparation is 
applicable law and International Financial Reporting Standards 
(IFRSs) as adopted by the EU and, as regards the parent company 
financial statements, as applied in accordance with the provisions of  
the Companies Act 2006. 

This report is made solely to the company’s members, as a body, 
in accordance with Chapter 3 of  Part 16 of  the Companies Act 
2006. Our audit work has been undertaken so that we might state to 
the company’s members those matters we are required to state to 
them in an auditor’s report and for no other purpose. To the fullest 
extent permitted by law, we do not accept or assume responsibility 
to anyone other than the company and the company’s members, 
as a body, for our audit work, for this report, or for the opinions we 
have formed. 

Respective responsibilities of 
Directors and auditor
As explained more fully in the Directors’ Responsibilities Statement 
set out on page 31, the directors are responsible for the preparation 
of  the financial statements and for being satisfied that they give 
a true and fair view. Our responsibility is to audit, and express an 
opinion on, the financial statements in accordance with applicable 
law and International Standards on Auditing (UK and Ireland). Those 
standards require us to comply with the Auditing Practices Board’s 
Ethical Standards for Auditors. 

Scope of the audit of the financial 
statements
A description of  the scope of  an audit of  financial statements 
is provided on the Financial Reporting Council’s website at 
www.frc.org.uk/auditscopeukprivate. 

Opinion on financial statements
In our opinion: 

• the financial statements give a true and fair view of  the state of  the 
group’s and of  the parent company’s affairs as at 31 December 
2016 and of  the group’s loss for the year then ended; 

• the group financial statements have been properly prepared in 
accordance with IFRSs as adopted by the EU; 

• the parent company financial statements have been properly 
prepared in accordance with IFRSs as adopted by the EU and as 
applied in accordance with the provisions of  the Companies Act 
2006; and 

• the financial statements have been prepared in accordance with 
the requirements of  the Companies Act 2006. 

Opinion on other matters prescribed 
by the Companies Act 2006 
In our opinion the information given in the Strategic Report and 
the Directors’ Report for the financial year is consistent with the 
financial statements.

• Based solely on the work required to be undertaken in the course 
of  the audit of  the financial statements and from reading the 
Strategic report and the Directors’ report:

• we have not identified material misstatements in those reports; and 

• in our opinion, those reports have been prepared in accordance 
with the Companies Act 2006. 

Matters on which we are required to 
report by exception
We have nothing to report in respect of  the following matters where 
the Companies Act 2006 requires us to report to you if, in our opinion: 

• adequate accounting records have not been kept by the parent 
company, or returns adequate for our audit have not been received 
from branches not visited by us; or 

• the parent company financial statements are not in agreement with 
the accounting records and returns; or 

• certain disclosures of  directors’ remuneration specified by law are 
not made; or 

• we have not received all the information and explanations we 
require for our audit. 

Stuart Crisp, Senior Statutory Auditor 
for and on behalf  of  KPMG LLP, Statutory Auditor 
Chartered Accountants 
15 Canada Square
Canary Wharf
London
E14 5GL 

2 May 2017

Independent auditor’s report to the 
member of MS Amlin plc
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Consolidated statement of profit or loss
For the year ended 31 December 2016

Note
2016

£m

Restated
2015

£m

Gross earned premium 4(c),5(a) 2,851.1 2,476.0

Reinsurance premium ceded 4(c),5(a) (343.9) (290.0)

Net earned premium 4(c),5(a) 2,507.2 2,186.0

Net investment return 4(c),6 92.4 94.2

Other operating income 4(c),7 27.9 21.9

Total income 2,627.5 2,302.1

Insurance claims and claims settlement expenses 4(c),5(b) (1,739.8) (1,253.0)

Insurance claims and claims settlement expenses recoverable from reinsurers 4(c),5(b) 124.9 88.7

Net insurance claims 5(b) (1,614.9) (1,164.3)

Expenses for the acquisition of  insurance contracts 4(c),8(a) (585.0) (500.6)

Other operating expenses 8(b) (343.4) (400.2)

Total expenses (928.4) (900.8)

Results of operating activities 84.2 237.0

Finance costs 4(c),8(f) (24.1) (23.2)

Share of  profit after tax of  associates 4(c),18(b) 0.3 0.7

Gain on modification of  defined benefit pension fund 4(c),16(a) – 11.6

Profit before tax and exceptional items 60.4 226.1

Exceptional items 8(h) (44.3) –

Profit before tax 16.1 226.1

Tax 9 (16.6) (16.0)

(Loss)/profit for the year (0.5) 210.1

Attributable to:

Owners of  the Parent Company (0.2) 210.4

Non-controlling interests (0.3) (0.3)

(0.5) 210.1

The attached notes and information on pages 41 to 131 form an integral part of  these consolidated financial statements.

All activities relate to continuing operations.
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Consolidated statement of comprehensive income 
For the year ended 31 December 2016

Note
2016

£m

Restated
2015

£m

(Loss)/profit for the year (0.5) 210.1

Items that will not be reclassified to profit or loss

Defined benefit pension fund (losses)/gains 16(a) (31.7) 0.4

Tax relating to items that will not be reclassified 9 4.6 0.9

(27.1) 1.3

Items that are or may be reclassified subsequently to profit or loss

Foreign exchange gains on translation of  foreign operations, net of  designated hedges 10(a) 186.9 51.4

Tax relating to items that may be reclassified 9 8.3 (2.5)

195.2 48.9

Other comprehensive income for the year, net of tax 168.1 50.2

Total comprehensive income for the year 167.6 260.3

Attributable to:

Owners of  the Parent Company 167.9 260.6

Non-controlling interests (0.3) (0.3)

167.6 260.3

The attached notes and information on pages 41 to 131 form an integral part of  these consolidated financial statements.

All activities relate to continuing operations.
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Consolidated statement of changes in equity
For the year ended 31 December 2016

For the year ended 
31 December 2016 Note

Attributable to owners of  the Parent Company Non-
controlling 

interests
£m

Total 
equity and 

reserves
£m

Share 
capital

£m

Share 
premium

£m

Other 
reserves

£m

Treasury 
shares

£m

Retained 
earnings

£m
Total

£m

At 1 January 2016 restated 142.4 317.0 220.2 (11.0) 1,177.5 1,846.1 2.8 1,848.9

Loss for the year – – – – (0.2) (0.2) (0.3) (0.5)

Other comprehensive income for 
the year – – 168.1 – – 168.1 – 168.1

Total comprehensive income/
(expense) for the year – – 168.1 – (0.2) 167.9 (0.3) 167.6

Employee share option schemes:

– share-based payment reserve – – (15.6) – 24.1 8.5 – 8.5

– proceeds from shares issued – 1.0 – 0.5 (1.0) 0.5 – 0.5

Deferred tax relating to share 
option schemes 9 – – 0.7 – – 0.7 – 0.7

Cancellation of  treasury shares – 10.5 (10.5) – – –

Issue of  new shares 17(a) 0.8 628.0 – – – 628.8 – 628.8

Business acquisitions under 
common control – – 49.3 – 507.4 556.7 – 556.7

Transactions with the owners of 
the Group for the year 0.8 629.0 34.4 11.0 520.0 1,195.2 – 1,195.2

At 31 December 2016 143.2 946.0 422.7 – 1,697.3 3,209.2 2.5 3,211.7

Restated
For the year ended 
31 December 2015 Note

Attributable to owners of  the Parent Company Non-
controlling 

interests
£m

Total 
equity and 

reserves
£m

Share 
capital

£m

Share 
premium

£m

Other 
reserves

£m

Treasury 
shares

£m

Retained 
earnings

£m
Total

£m

At 1 January 2015 – as previously 
reported 142.0 311.7 109.1 (16.1) 1,236.1 1,782.8 3.1 1,785.9

Prior year restatement 1.1 – – 56.1 – (56.1) – – –

At 1 January 2015 – restated 142.0 311.7 165.2 (16.1) 1,180.0 1,782.8 3.1 1,785.9

Profit for the year – – – – 260.6 260.6 (0.3) 260.3

Other comprehensive income/
(expenses) for the year – – 50.2 – (50.2) – – –

Total comprehensive income/
(expense) for the year – – 50.2 – 210.4 260.6 (0.3) 260.3

Employee share option schemes:

– share-based payment reserve – – 4.4 0.4 – 4.8 – 4.8

– proceeds from shares issued – 0.2 – 4.7 (1.0) 3.9 – 3.9

Dividends paid 11 – – – – (211.9) (211.9) – (211.9)

Deferred tax relating to share 
option schemes 9 – – 0.4 – – 0.4 – 0.4

Issue of  new shares 17(a) 0.4 5.1 – – – 5.5 –  5.5

Transactions with the owners of 
the Group for the year 0.4 5.3 4.8 5.1 (212.9) (197.3) – (197.3)

At 31 December 2015 142.4 317.0 220.2 (11.0) 1,177.5 1,846.1 2.8 1,848.9

A detailed breakdown of  other reserves is provided in note 17(b).

The attached notes and information on pages 41 to 131 form an integral part of  these consolidated financial statements.
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Consolidated statement of financial position 
At 31 December 2016

Note
2016

£m

Restated
2015

£m

Assets

Cash and cash equivalents 12(a) 1,362.1 196.6

Financial assets 12(b) 5,683.3 4,452.7

Reinsurance assets

– reinsurers’ share of  outstanding claims 13(a) 469.7 318.2

– reinsurers’ share of  unearned premium 13(c) 70.2 46.7

Loans and receivables, including insurance and reinsurance receivables

– insurance and reinsurance receivables 13(e) 1,838.9 1,164.4

– other loans and receivables 12(c) 154.1 125.4

Deferred acquisition costs 13(d) 484.6 346.4

Current income tax assets 10.6  11.7

Deferred tax assets 9 9.4 12.7

Property and equipment 14 64.7 57.5

Goodwill and intangible assets 15 304.9 268.2

Investments in associates 18(b) 7.2 7.7

Total assets 10,459.7 7,008.2

Equity and reserves

Share capital 17(a) 143.2 142.4

Share premium 946.0 317.0

Other reserves 17(b) 422.7 220.2

Treasury shares – (11.0)

Retained earnings 1,697.3 1,177.5

Equity attributable to owners of the Parent Company 3,209.2 1,846.1

Non-controlling interests 2.5 2.8

Total equity and reserves 3,211.7 1,848.9

Liabilities

Insurance liabilities

– outstanding claims 13(a) 4,382.1 2,941.7

– unearned premium 13(c) 1,991.9 1,410.7

Other payables, including insurance and reinsurance payables

– insurance and reinsurance payables 13(f) 297.8 118.6

– other payables 12(d) 265.1 154.8

Financial liabilities 12(b) 42.5 25.2

Current income tax liabilities 19.5 8.3

Borrowings 12(e) 138.5 373.6

Retirement benefit obligations 16(a) 54.5 29.5

Deferred tax liabilities 9 56.1 96.9

Total liabilities 7,248.0 5,159.3

Total equity, reserves and liabilities 10,459.7 7,008.2

The attached notes and information on pages 41 to 131 form an integral part of  these consolidated financial statements.

The balance sheet at 1 January 2015 has not been presented above as the prior year restatement has no impact on previously reported assets or 
liabilities. The impact of  the adjustment on the components of  equity is disclosed further in the statement of  changes in equity and in note 1.1.

The financial statements on pages 34 to 40 were approved by the Board of  Directors and authorised for issue on 2 May 2017. They were 
signed on its behalf  by:

Charles Philipps Richard Hextall
Chief  Executive Chief  Finance & Operations Officer
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Consolidated statement of cash flows
For the year ended 31 December 2016

Note
2016

£m

Restated
2015

£m

Profit before tax 16.1 226.1

Adjustments:

Depreciation charge 14,8(g) 7.0 5.4

Amortisation charge 15,8(g) 12.1 10.3

Finance costs 8(f) 24.1 23.2

Interest income 6 (17.2) (17.5)

Dividend income 6 (30.1) (26.2)

Gains on investments realised and unrealised 6 (45.1) (50.5)

Gain on modification of  defined benefit pension fund 16(a) – (11.6)

Other non-cash movements including foreign exchange gains and losses (107.8) 48.4

Movement in operating assets and liabilities:

Net (purchases)/sales of  financial investments 12(b) (87.2) 1.9

Increase in loans and receivables (45.8) (117.8)

Increase in insurance and reinsurance contract assets (218.5) (132.6)

Increase in insurance and reinsurance contract liabilities 619.9 178.2

Increase/(decrease) in other payables 32.0 (27.5)

Decrease in retirement benefit obligations (9.8) –

Cash generated from operations 149.7 109.8

Interest received 17.2 18.9

Dividends received 30.1 26.2

Income taxes paid (15.0) (2.0)

Net cash inflows from operating activities 182.0 152.9

Cash flows from investing activities

Acquisition of  subsidiary, net of  cash acquired 1,017.8 –

Deferred payment for acquired subsidiary (0.5) (0.3)

Investments in associates 0.9 0.9

Purchase of  property and equipment (5.5) (28.7)

Proceeds from sale of  property and equipment 0.3 4.1

Purchase and development of  intangible assets (19.1) (13.3)

Net cash inflows/(outflows) from investing activities 993.9 (37.3)

Cash flows from financing activities

Net proceeds from issue of  ordinary shares, including treasury shares 5.7 1.6

Capital injection/contribution from owners of  the Company 230.0 –

Dividends paid to owners of  the Company 11 – (211.9)

Interest paid (20.3) (18.8)

Purchase of  ESOT and treasury shares – (0.5)

Net (repayment) of/increase in borrowings 12(e) (247.5) 105.3

Net cash outflows from financing activities (32.1) (124.3)

Net increase/(decrease) in cash and cash equivalents 1,143.8 (8.7)

Cash and cash equivalents at beginning of  year 196.6 204.8

Effect of  exchange rate changes on cash and cash equivalents 21.7 0.5

Cash and cash equivalents at end of year 12(a) 1,362.1 196.6

The Group includes cash flows from purchase and disposal of  financial assets in its operating cash flows as these transactions are generated by 
the cash flows associated with the origination and settlement of  insurance contract liabilities or capital requirements to support underwriting.

Overdrafts are netted off  against cash and cash equivalents.

The attached notes and information on pages 41 to 131 form an integral part of  these consolidated financial statements.
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Notes to the financial statements
For the year ended 31 December 2016

1. Summary of significant accounting policies and critical accounting 
judgements and estimates
MS Amlin plc (the Company) is a public limited company incorporated in England and Wales. The address of  the registered office is: 
The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG.

The basis of  preparation, basis of  consolidation and significant accounting policies adopted in the preparation of  MS Amlin plc and 
subsidiaries’ (the Group) consolidated financial statements are set out below.

1.1 Basis of preparation
These consolidated financial statements are prepared in accordance with International Financial Reporting Standards (IFRSs) and 
interpretations issued by the IFRS Interpretation Committee (IFRICs), as adopted for use in the European Union (EU). The consolidated 
financial statements comply with Article 4 of  the EU IAS regulation and Companies Act 2006. 

The consolidated financial statements have been prepared on the historical cost basis except for cash and cash equivalents, financial assets 
and financial liabilities, share options, contingent consideration and pension assets, which are measured at their fair value. 

Except where otherwise stated, all figures included in the consolidated financial statements are presented in millions of  British Pounds Sterling 
(sterling) shown as £m rounded to the nearest £100,000.

The accounting policies adopted in preparing these financial statements are consistent with those followed in the preparation of  the Group’s 
annual financial statements for the year ended 31 December 2015 unless otherwise stated.

In accordance with IFRS 4, ‘Insurance contracts’, the Group has applied existing accounting practices for insurance contracts, modified as 
appropriate, to comply with the IFRS framework and applicable standards.

Prior year restatement
As at 31 December 2016, the Group holds a 99.9% investment in the Solo Absolute Bond & Currency Fund (“the Solo fund”), an open-ended 
SICAV. This investment has been treated as a subsidiary and consolidated into the Group accounts since 2011, the year the Solo fund was 
set up. For the years ending 2011 to 2015, the shares issued by the Solo fund were treated as equity and therefore translated at the historical 
rate of  exchange. Upon further review, it has been determined that the shares issued by the Solo fund should be classified as liabilities rather 
than equity because the shares do not meet the IAS 32, Financial Instruments: Presentation, requirements for equity classification for puttable 
financial instruments, as the shares do not have identical features. Consequently, the shares are classified as liabilities and translated at the 
year end rates of  exchange. Although the Solo fund shares issued to Group entities are eliminated on consolidation, the foreign exchange is 
not eliminated. 

The impact of  retranslating the shares from the historic to year end rate in the Group financial statements at 1 January 2015 and 31 December 
2015 is disclosed in table below. 

Impact of  restatement on the 2015 consolidated statement of  profit or loss:

As previously 
reported

£m

Prior year 
adjustment

£m
Restated

£m

Other operating expenses (374.0) (26.2) (400.2)

Total expenses (874.6) (26.2) (900.8)

Results of  operating activities 263.2 (26.2) 237.0

Profit before tax 252.3 (26.2) 226.1

Profit for the year 236.3 (26.2) 210.1

Attributable to:

Owners of  the Parent Company 236.6 (26.2) 210.4

Non-controlling interests (0.3) – (0.3)

236.3 (26.2) 210.1
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1. Summary of significant accounting policies and critical accounting 
judgements and estimates continued

1.1 Basis of preparation continued
Prior year restatement continued
Impact of  restatement on the 2015 consolidated statement of  comprehensive income:

As previously 
reported

£m

Prior year 
adjustment

£m
Restated

£m

Profit for the year 236.3 (26.2) 210.1

Foreign exchange gains on translation of  foreign operations, net of  designated hedges 25.2 26.2 51.4

Other comprehensive income for the year, net of  tax 24.0 26.2 50.2

Total comprehensive income for the year 260.3 – 260.3

Impact of  restatement on the 2015 consolidated statement of  cash flows:

As previously 
reported

£m

Prior year 
adjustment

£m
Restated

£m

Profit before tax 252.3 (26.2) 226.1

Foreign exchange losses on other non-operating assets and liabilities 19.2 26.2 45.4

The impact on the components in equity is presented in the consolidated statement of  changes in equity.

The impact of  the adjustment on the years ending 31 December 2011 through to 31 December 2014 results in a £56.1 million increase in other 
reserves and a corresponding £56.1 million decrease in retained earnings as at 1 January 2015.

As the adjustment results in a £26.2 million increase in other comprehensive income and a corresponding £26.2 million decrease in profit 
for the year ending 31 December 2015, the total impact as at 31 December 2015 is an increase of  £82.3 million in other reserves with a 
corresponding £82.3 million decrease in retained earnings.

1.2 Basis of consolidation
The financial statements consolidate the accounts of  the Company and its subsidiaries, including the Group’s underwriting through 
participation on two Lloyd’s syndicates. Subsidiaries are entities, including structured entities over which the Group has control. The Group is 
deemed to control an entity if  it has exposure to variable returns from its involvement with the entity and has the ability to use its power to affect 
those returns from its involvement with the entity. The financial statements of  all subsidiaries are prepared for the same reporting year as the 
Company. Consolidation adjustments are made to convert subsidiary financial statements prepared under different accounting standards into 
IFRS so as to remove the effects of  any different accounting policies that may exist. Subsidiaries are consolidated from the date that Group 
obtains control and cease to be consolidated from the date Group loses control. 

All inter-company balances, profits and transactions are eliminated.

1.3 Going concern
The Group’s business, risk and financial management, performance and position, together with factors that are likely to affect future 
development, are described in the Strategic Report of  this Annual Report. Capital management strategy, which covers how regulatory and 
economic capital needs are measured and how capital is deployed, is described on page 16. The financial position of  the Group, including 
commentary on cash and investment levels, currency management, insurance liability management, liquidity and borrowings, is also covered 
in that section. In addition, note 2 describes capital management needs and policies, note 13(g) covers underwriting risk, and note 12(h) 
covers market, liquidity and credit risk which may affect the financial position of  the Group.

After making enquiries, the Directors have a reasonable expectation that the Company, and the Group, have adequate resources to continue in 
operational existence for the foreseeable future. Accordingly, they continue to adopt the going concern basis in preparing the financial statements. 
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1.4 Adoption of new and revised standards
(a) New standards, amendments to published standards 
and interpretations effective on or after 1 January 2016
The Group has adopted the following new standards and 
amendments for the first time for their annual reporting period 
commencing 1 January 2016: 

Amendment to IFRS 11, ‘Joint Arrangements’, Accounting for 
Acquisitions of Interests in Joint Operations
This amendment clarifies that acquirers of  interests in Joint 
Operations shall apply all of  the principles on business combinations 
accounting in IFRS 3 Business Combinations, and other IFRSs, 
that do not conflict with the guidance in IFRS 11 and disclose the 
information that is required in those IFRSs in relation to business 
combinations. The amendment has been endorsed by the EU and 
is effective from 1 January 2016.

Amendment to IAS 16, ‘Property, plant and equipment’ and IAS 
38, ‘Intangible assets’, Clarification of Acceptable Methods of 
Depreciation and Amortisation
This is a limited-scope amendment to IAS 16 and IAS 38 to clarify 
that the use of  revenue-based methods to calculate depreciation 
and amortisation is not appropriate because revenue generated by 
an activity that includes the use of  an asset generally reflects factors 
other than the consumption of  the economic benefits embodied in 
the asset. It also clarifies that revenue is generally presumed to be an 
inappropriate basis for measuring the consumption of  the economic 
benefits embodied in an intangible asset. This presumption however, 
can be rebutted in certain limited circumstances. The amendment 
has been endorsed by the EU and is effective from 1 January 2016.

Amendments to IAS 27, ‘Separate financial statements’, Equity 
Method in Separate Financial Statements
This amendment restores the option to use the equity method of  
accounting in separate financial statements in certain cases. The 
amendment has been endorsed by the EU and is effective from 
1 January 2016. 

The amendments above do not have any material impact on the 
Group’s financial statements.

Amendments to IFRS 10, ‘Consolidated financial statements’ and 
IAS 28, ‘Investments in associates and joint ventures’ on applying 
the consolidation exemption
The IASB issued this amendment to clarify the following three issues 
associated with Investment Entities:

• IFRS 10 Clarifying which subsidiaries of  an investment entity are 
consolidated in accordance with paragraph 32 of  IFRS 10; 

• IFRS 10 Exemption from preparing consolidated financial 
statements for an intermediate parent of  an investment entity; and 

• IAS 28 Application of  the equity method by a non-investment entity 
investor to an investment entity investee.

These amendments have been endorsed by the EU and are effective 
from 1 January 2016. These amendments do not have a material 
impact on the Group’s financial statements.

Annual Improvements 2012-2014 Cycle
The IASB uses the annual improvements process to make necessary, 
but non-urgent, amendments to IFRSs that will not be included as 
part of  a major project. The amendments clarify existing guidance 
and do not give rise to significant changes in existing accounting 
practice. These improvements have been endorsed by the EU and 
are effective from 1 January 2016.

• IFRS 5 Non-current Assets Held for Sale and Discontinued 
Operations: Changes in methods of  disposal

This amendment clarifies the treatment when reclassifying the 
method of  disposal of  items held for sale and items held for 
distribution. This clarification does not impact the Group’s financial 
statements.

• IFRS 7 Financial Instruments: Disclosures: Servicing contracts and 
applicability of  the amendments to IFRS 7 to condensed interim 
financial statements

This clarifies how an entity should apply the guidance in paragraph 
42C of  IFRS 7 to a servicing contract to decide whether a servicing 
contract is ‘continuing involvement’ for the purposes of  applying the 
disclosure requirements in paragraphs 42E–42H of  IFRS 7. It also 
clarifies that the additional disclosure required by the amendments 
to IFRS 7 Disclosure–Offsetting Financial Assets and Financial 
Liabilities is not specifically required for all interim periods. However, 
the additional disclosure is required to be given in condensed interim 
financial statements that are prepared in accordance with IAS 34 
Interim Financial Reporting when its inclusion would be required by 
the requirements of  IAS 34. These clarifications do not impact the 
Group’s financial statements.

• IAS 19 Employee Benefits : Discount rate: regional market issue

This clarifies that the high quality corporate bonds used to estimate 
the discount rate for post-employment benefit obligations should be 
denominated in the same currency as the liability. Consequently, the 
IASB proposes to clarify that the depth of  the market for high quality 
corporate bonds should be assessed at the currency level. This 
clarification does not impact the Group’s financial statements.

• IAS 34 Interim Financial Reporting: Disclosure of  information 
‘elsewhere in the interim financial report’

This clarifies the meaning of  disclosure of  information ‘elsewhere in 
the interim financial report’ and requires the inclusion of  a cross-
reference from the interim financial statements to the location of  this 
information. This clarification does not impact the Group’s financial 
statements.

Amendments to IAS 1, ‘Presentation of financial statements’ 
disclosure initiative (effective 1 January 2016)
The narrow-focus amendments clarify, rather than significantly 
change, existing IAS 1 requirements. The amendments have 
been endorsed by the EU and are effective from 1 January 2016. 
These amendments have not impacted the financial statements of  
the Group. 
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1. Summary of significant 
accounting policies and critical 
accounting judgements and 
estimates continued

1.4 Adoption of new and revised standards 
continued
(b) Standards, amendments to published standards and 
interpretations early adopted by the Group
The Group did not early adopt any new or amended IFRSs for the 
year ended 31 December 2016.

(c) Standards, amendments to published standards and 
interpretations that are not yet effective and have not 
been early adopted by the Group
Standards, amendments to published standards and interpretations 
issued that are expected to have a material impact on the Group, but 
not yet effective up to the date of  issuance of  the Group’s financial 
statements are listed below. The Group intends to adopt these 
standards when they become effective.

IFRS 9, ‘Financial instruments’ 
In July 2014, the International Accounting Standards Board (IASB) 
issued the final version of  IFRS 9, bringing together the classification 
and measurement, impairment and hedge accounting phases of  the 
IASB’s project to replace IAS 39 ‘Financial Instruments: Recognition 
and Measurement’ and all previous versions of  IFRS 9. 

The final standard has a mandatory effective date of  1 January 
2018 with early adoption permitted1, however the IASB have issued 
‘Applying IFRS 9 Financial Instruments with IFRS 4 Insurance 
Contracts Amendments to IFRS 4’ that permits but does not require 
entities that predominantly issue insurance contracts the option to: 

• defer the effective date of  IFRS 9 Financial Instruments until 2021 
(the ‘deferral approach’); or

• remove from profit or loss and instead present in other 
comprehensive income some of  the additional accounting 
mismatches and temporary volatility that could occur before the 
new insurance contracts Standard is implemented (the ‘overlay 
approach’). 

The application of  both approaches is optional and an entity is 
permitted to stop applying them before the new insurance contracts 
standard is applied.

The adoption of  IFRS 9 will have an effect on the classification 
and measurement and impairment model applied to the Group’s 
financial instruments. An assessment is on-going to quantify the 
impact of  these changes. In due course the Group will decide which 
approach, from the above, to adopt. Consideration will also be given 
to the interaction with the emerging requirements and expected 
timetable of  the IASB’s insurance contracts project in addressing the 
Group’s classification and measurement approach. IFRS 9 has been 
endorsed by the EU, however ‘Applying IFRS 9 Financial Instruments 
with IFRS 4 Insurance Contracts Amendments to IFRS 4’ has not yet 
been endorsed by the EU.

IFRS 15, ‘Revenue from Contracts with Customers’
In May 2014, the IASB issued IFRS 15 Revenue from Contracts with 
Customers with an effective date of  1 January 20171. In September 
2015, an amendment was issued for the effective date to be deferred 
to annual periods beginning on or after 1 January 2018 with early 
adoption permitted1. This standard has been endorsed by the EU, 
however, in April 2016 the IASB published some clarifications to IFRS 
15 which have not yet been endorsed by the EU.

The underlying principle is that an entity will recognise revenue to 
depict the transfer of  goods or services to customers at an amount 
that the entity expects to be entitled to in exchange for those goods 
or services, based on the satisfaction of  performance objectives.

Adoption of  this standard replaces existing revenue recognition 
guidance applied by the Group, IAS 18 ‘Revenue’. It is not expected 
to have a material impact on the earned income of  the Group but 
could impact the timing and recognition of  intra-Group income in 
the subsidiaries and therefore materially impact subsidiaries of  the 
Group only.

IFRS 16, ‘Leases’
In January 2016, the IASB issued IFRS 16 Leases with an effective 
date of  accounting periods beginning on or after 1 January 20191. 
This new standard replaces IAS 17 Leases.

IFRS 16 eliminates the classification of  leases as either operating 
leases or finance leases as is required by IAS 17 and, instead, 
introduces a single lessee accounting model. Applying that model, 
a lessee is required to recognise:

• assets and liabilities for all leases with a term of  more than 
12 months, unless the underlying asset is of  low value; and

• depreciation of  lease assets separately from interest on lease 
liabilities in the income statement.

The adoption of  IFRS 16 will have a material effect on the Group 
as leased assets will be grossed up on the statement of  financial 
position along with a corresponding liability. Depreciation on 
the leased asset and interest charge on the liability will also be 
accounted for through the profit or loss account. The EU has not 
yet endorsed this standard.

IFRIC Interpretation 22 ‘Foreign Currency Transactions and 
Advance Consideration’
On 8 December 2016 the IASB issued IFRIC Interpretation 22 which 
addresses how to determine the date of  the transaction for the 
purpose of  determining the spot exchange rate used to translate 
the asset, expense or income (or part of  it) on initial recognition that 
relates to, and is recognised on the derecognition of, a non-monetary 
prepayment asset or a non-monetary deferred income liability. This 
Interpretation is effective for accounting periods beginning on or after 
1 January 2018 and has not yet been endorsed by the EU.

1. Subject to EU endorsement
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Although it is possible that claims could develop and exceed the 
reserves carried, there is a reasonable chance of  release of  reserves 
from one year to the next. The estimated provision for the total level of  
claims incurred changes as more information becomes known about 
the actual losses for which the initial provisions were set up. The 
change in claims costs for prior period insurance claims represents 
the claims development of  earlier reported years incurred in the 
current accounting period. The carrying value of  the Group’s net 
outstanding claims reserves at 31 December 2016 is £3,912.4 million 
(2015: £2,623.5 million). In 2016, there has been a net positive 
development of  £15.6 million (2015: £80.0 million positive) for the 
Group. Note 13(i) provides further details of  the method the Group 
applies in estimating insurance contract liabilities. 

(b) Insurance contract premium
Gross written premium is recognised on insurance contracts 
incepting during the financial year and includes an estimate of  the 
total premium expected to be received under each contract. Revenue 
recognised on policies written through contracts with third parties, 
such as binding authorities and line slips, is deemed to be written 
in full at the inception of  such contracts and therefore this estimate 
is particularly judgemental. Adjustments to estimates from previous 
years are included in the reported premium.

With over supply of  capital, particularly in the reinsurance market, 
clients have increasingly requested multi-year placements of  their 
reinsurance programme. A number of  contracts include cancellation 
clauses which can be enforced by the client. Judgement is therefore 
required to be applied in calculating the estimated total premium at 
the inception of  these contracts.

The Group has recognised estimated premium income (EPI) for 
the current year and a positive adjustment for prior years totalling 
£1,629.4 million and £15.3 million respectively (2015: £1,256.3 million 
and £10.9 million negative). An analysis of  EPI across the Group’s 
segments is included in note 4(b).

The calculation of  EPI is inherently subjective and attained through 
a combination of  underwriters’ best estimates at a policy level 
and actuarial techniques at a portfolio level, based on observable 
historical trends. These estimates are reviewed on a quarterly basis 
by underwriters and independently assessed by the actuarial and 
finance teams.

If  the estimation of  EPI had been 10% lower than management’s 
estimates at 31 December 2016, the Group’s result on underwriting 
activities would decrease by £10.2 million (2015: £26.4 million 
decrease), and net assets would decrease by £9.2 million (2015: 
£24.7 million decrease).

The estimation of  earned premium uses judgement about the profile 
of  risk over the coverage period of  (re)insurance contracts. Premium 
is recognised as earned over the policy contract period. The earned 
element is calculated separately for each contract on a basis where 
the premium is apportioned over the period of  risk. For premium 
written under facilities, the earned element is calculated based on 
the estimated inception date and coverage period of  the underlying 
contracts. Some classes of  business may be exposed to a seasonal 
pattern to the incidence of  claims. Where this is the case, the 
earnings profile of  the related premium is aligned.

1.5 Critical accounting judgements and key 
sources of estimation uncertainty
The preparation of  financial statements requires the use of  estimates 
and assumptions that affect the reported amounts of  assets and 
liabilities. Although estimates are based on management’s best 
knowledge of  current events and actions, actual results may 
ultimately differ from those estimates. The table below provides an 
overview of  the areas that involved a higher degree of  judgement 
or complexity, and of  items which are more likely to be materially 
adjusted due to estimates and assumptions turning out to be 
different to estimates.

Critical 
accounting 
judgement Nature of  judgement Section

Product 
classification

Assessment of  the significance of  
insurance risk passed (c)

Consolidation 
decisions 

Assessment of  whether the Group 
controls the underlying entities (h)

Significant accounting estimates Note

Estimation of  unpaid insurance claim reserves and 
expenses (a)

Estimation of  premium income (b)

Fair value of  Level 3 financial investments (d)

Intangible assets – recognition and impairment (e)

Goodwill – recognition and impairment (f)

Recognition of  deferred tax provisions (g)

Retirement benefit obligations – recognition and 
modification (i)

(a) Insurance contract liabilities
The most significant estimate made in the financial statements relates 
to unpaid insurance claim reserves and related loss adjustment 
expenses of  the Group. 

Unpaid claims reserves are estimated on an undiscounted basis. 
Unpaid claims reserves acquired through a business combination 
are measured at fair value, using an applicable risk-free discount rate 
and having regard to the expected settlement dates of  the claims. 
Provisions are subject to a detailed quarterly review where forecast 
future cash flows and existing amounts provided are reviewed and 
reassessed. Any changes to the amounts held are adjusted through 
the statement of  profit or loss. 

The Group applies an actuarial-led reserving process, based on an 
actuarial best estimate plus an explicit management margin, which 
reflects the risk premium relating to the uncertainty of  the actual 
level of  claims incurred. Using an actuarial-led reserving process 
enhances the judgement about the profile of  risk over the coverage 
period applied to certain classes of  business. Consequently, 
changes in the estimate of  claims should be considered in 
conjunction with the impact on earned premium.
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1. Summary of significant 
accounting policies and critical 
accounting judgements and 
estimates continued

1.5 Critical accounting judgements and key 
sources of estimation uncertainty continued
(c) Product classification
Insurance contracts are defined as those containing significant 
insurance risk if, and only if, an insured event could cause an insurer 
to make significant additional payments in any scenario, excluding 
scenarios that lack commercial substance, at the inception of  
the contract. 

Contracts entered into by the Group with reinsurers under which 
the Group is compensated for losses on contracts issued by the 
Group and that meet the classification requirements for insurance 
contracts are classified as reinsurance contracts held. Insurance 
contracts underwritten by the Group under which the contract 
holder is another insurer (inwards reinsurance) are included within 
insurance contracts.

The significance of  insurance risk is dependent on both the 
probability of  an insured event and the magnitude of  its potential 
effect. Any contracts not considered to be insurance contracts under 
IFRS 4 are classified as financial instruments in accordance with 
IAS 39.

Based on the current assessment, all of  the products underwritten 
by the Group’s insurance entities are insurance contracts within the 
scope of  IFRS 4. Certain risk transfer contracts held by the Group, for 
example catastrophe linked instruments, do not meet the definition 
of  an insurance contract and are therefore accounted for as financial 
instruments in accordance with IAS 39

(d) Financial assets and financial liabilities
Depending on the methods and assumptions used (for example, 
in the fair valuation of  Level 2 and Level 3 financial assets), the fair 
valuation of  financial assets and financial liabilities can be subject 
to estimation uncertainty. Details of  these methods and assumptions 
are described in note 12(f). The carrying values of  the Group’s 
financial assets and financial liabilities at 31 December 2016 are 
£5,683.3 million (2015: £4,452.7 million) and £42.5 million (2015: 
£25.2 million) respectively. These include £480.1 million (2015: 
£360.7 million) of  Level 3 investments, principally comprising 
property funds.

(e) Intangible assets
Intangible assets are recognised on the acquisition of  a subsidiary, 
on the purchase of  specific rights to renew a particular underwriting 
portfolio, on the acquisition of  syndicate capacity and on internally 
developed computer software.

The value of  intangible assets arising from the acquisition of  a 
subsidiary, syndicate capacity or on the purchase of  renewal rights is 
largely based on the expected cash flows of  the business acquired 
and contractual rights on that business. 

The internally developed computer software principally relates to 
costs directly attributable to the development of  an IT platform for 
Amlin Europe N.V. (now part of  Amlin Insurance S.E.) and new Group 
finance systems.

The assumptions made by management on initial recognition and 
valuation of  intangible assets, together with the performance of  
impairment tests, are subject to estimation uncertainty. The results of  
the impairment test may result in the value of  the intangible assets 
being impaired in the current period. Note 15 provides further details 
on these assumptions.

The carrying value of  the Group’s intangible assets (excluding 
goodwill) at 31 December 2016 is £187.8 million (2015: 
£163.7 million). 

(f) Goodwill impairment 
The Group determines whether goodwill is impaired at least on an 
annual basis. This requires an estimation of  the recoverable amount 
of  the cash generating unit to which goodwill is allocated. Details 
of  the key assumptions used in the estimation of  the recoverable 
amounts are contained in note 15.

The Group has allocated goodwill to cash generating units based on 
a number of  factors, which include how the entity’s operations are 
monitored. Note 15 provides further details. 

The carrying value at the reporting date of  goodwill is £117.1 million 
(2015: £104.5 million).

(g) Tax
Uncertainties exist with respect to the interpretation of  complex tax 
regulations and the amount and timing of  future taxable income. The 
wide range of  international business relationships and the long-term 
nature and complexity of  existing contractual agreements could 
necessitate future adjustments to tax income and expense already 
recorded. The Group establishes provisions, based on reasonable 
estimates, for possible consequences of  audits by the tax authorities 
of  the respective countries in which it operates. The amount of  
such provisions is based on various factors, such as experience of  
previous tax audits and differing interpretations of  tax regulations by 
the taxable entity and the responsible tax authority. Such differences 
of  interpretation may arise on a wide variety of  issues depending 
on the conditions prevailing in the country of  the respective Group 
company domicile.

Deferred tax assets are recognised for all unused tax losses to the 
extent that it is probable that taxable profits will be available against 
which the losses can be utilised. Significant management judgement 
is required to determine the amount of  deferred tax assets that can 
be recognised, based upon the likely timing and the level of  future 
taxable profits, together with future tax planning strategies.

The carrying value at the reporting date of  the deferred tax asset 
is £9.4 million (2015: £12.7 million), and of  the deferred tax liability 
is £56.1 million (2015: £96.9 million). Further analysis is included in 
note 9.
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(b) Reinsurance recoveries
The benefits to which the Group is entitled under its reinsurance 
contracts held are recognised as reinsurance assets. These assets 
consist of  short-term balances due from reinsurers, as well as 
longer-term receivables that are dependent on the expected claims 
and benefits arising under the related reinsured insurance contracts. 
Amounts recoverable from or due to reinsurers are measured 
consistently with the amounts associated with the reinsured 
insurance contracts and in accordance with the terms of  each 
reinsurance contract. 

Where there is objective evidence that a reinsurance asset is 
impaired, the Group reduces the carrying amount of  the reinsurance 
asset to its recoverable amount and recognises that impairment loss 
in the statement of  profit or loss.

(c) Insurance contracts premium
Gross written premium comprise premium on insurance contracts 
incepting during the financial year together with adjustments to 
premium written in previous accounting years. The estimated 
premium income in respect of  facility contracts, for example binding 
authorities and lineslips, is deemed to be written in full at the 
inception of  the contract. 

Premium is disclosed before the deduction of  brokerage and taxes 
or duties levied on them. The proportion of  gross written premium, 
gross of  commission payable, attributable to periods after the 
reporting date is deferred as a provision for unearned premium. The 
change in this provision is taken to the statement of  profit or loss in 
order that revenue is recognised over the period of  the risk.

Premium is recognised as earned over the policy contract period. 
The earned element is calculated separately for each contract on a 
basis where the premium is apportioned over the period of  risk. For 
premium written under facilities, the earned element is calculated 
based on the estimated inception date and coverage period of  
the underlying contracts. Some classes of  business such as US 
hurricane and West Pacific Typhoon may be exposed to a seasonal 
pattern to the incidence of  claims. Where this is the case, the 
earnings profile of  the related premium is aligned.

(d) Reinsurance premium ceded
Reinsurance premium ceded comprise premium on reinsurance 
arrangements bought which incept during the financial year, 
together with adjustments to premium ceded in previous accounting 
years. The proportion of  reinsurance premium ceded attributable 
to periods after the reporting date is deferred as reinsurers’ share 
of  unearned premium. Reinsurance premium ceded is earned 
over the policy contract period in accordance with the terms of  the 
reinsurance contract. 

(e) Acquisition costs
Acquisition costs comprise brokerage incurred on insurance 
contracts written during the financial year. They are incurred on the 
same basis as the earned proportions of  the premium they relate to. 
Deferred acquisition costs are amortised over the period in which the 
related revenues are earned. Deferred acquisition costs are reviewed 
at the end of  each reporting year and are impaired where they are 
no longer considered to be recoverable out of  future margins in the 
related revenues.

(h) Determining control of entities
The Group has made significant judgements and assumptions in 
reaching its control conclusions for its investment in funds.

The Group holds financial investments in a number of  pooled 
vehicles, which are typically sub-funds of  umbrella structures. In the 
first instance, a presumption has been made that any sub-funds of  
umbrella structures do constitute silos in accordance with IFRS 10, 
‘Consolidated Financial Statements’. In certain instances the Group 
may hold a majority of  the voting rights in particular sub-funds. 
The Group has determined that it neither controls nor significantly 
influences these sub-funds despite owning a majority of  the voting 
rights, on the basis that direction of  the relevant activities of  the 
sub-funds is by the umbrella vehicle, over which the Group has no 
significant rights. Such investments are accounted for as financial 
investments in accordance with IAS 39, ‘Financial instruments: 
Recognition and measurement’. Note 12(g) provides further details 
on these investments.

(i) Retirement benefit obligations
The Group participates in the Lloyd’s Superannuation Fund defined 
benefit scheme and also operates defined benefit schemes in the 
Netherlands, Belgium and Switzerland.

The amounts included in these financial statements are sensitive to 
changes in the assumptions used to derive the value of  the scheme 
assets and liabilities. 

A loss of  £31.7 million (2015: £0.4 million gain) has been recognised 
in other comprehensive income and a net charge of  £3.1 million 
(2015: £5.1 million credit) has been recognised in the statement 
of  profit or loss. Note 16(a) provides further details on the Group’s 
retirement benefit obligations. At 31 December 2016, the Group 
recognised a liability of  £54.5 million (2015: £29.5 million) in respect 
of  its defined benefit plans.

Significant accounting policies
(a) Insurance contracts liabilities
Claims paid are defined as those claims transactions settled up to 
the reporting date including internal and external claims settlement 
expenses allocated to those transactions. 

Unpaid claims reserves are made for known or anticipated liabilities 
under insurance contracts which have not been settled up to the 
reporting date. Included within the provision is an allowance for the 
future costs of  settling those claims. This is estimated based on past 
experience and current expectations of  future cost levels.

The unpaid claims reserves also include, where necessary, a reserve 
for unexpired risks where, at the reporting date, the estimated costs 
of  future claims and related deferred acquisition costs are expected 
to exceed the unearned premium provision. 

Some insurance contracts permit the Group to sell (usually 
damaged) property acquired in settling a claim (for example, 
salvage). The Group may also have the right to pursue third parties 
for payment of  some or all costs (for example, subrogation). 
Estimates of  salvage recoveries and subrogation reimbursements are 
included as allowances in the measurement of  the insurance liability 
for unpaid claims, and recognised in insurance and reinsurance 
receivables when the liability is settled.
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1. Summary of significant 
accounting policies and critical 
accounting judgements and 
estimates continued

1.5 Critical accounting judgements and key 
sources of estimation uncertainty continued
(f) Financial assets
The Group classifies its financial assets at fair value through profit 
and loss (FVPL) or available-for-sale. The classification depends 
on the purpose for which the financial assets were acquired. 
Management determines the classification of  its financial assets 
at initial recognition.

Other than investments in certain unlisted insurance intermediaries, 
the Group classifies its financial investments at FVPL. This 
classification requires all fair value changes to be recognised 
immediately within the investment return line in the statement of  profit 
or loss. Within the FVPL category, fixed income securities, equity 
securities, property funds and certain derivatives are classified as 
‘trading’ as the Group buys with the intention to resell. 

All other assets at FVPL are classified as ‘other than trading’ within 
the FVPL category as they are managed and their performance is 
evaluated on a FVPL basis.

The Group has investments in certain unlisted insurance 
intermediaries which are treated as available-for-sale and are 
measured at fair value, unless their fair value cannot be reliably 
measured, in which case they are valued at cost less impairment. 

Changes in the fair value of  the available-for-sale investments are 
included in other comprehensive income in the year in which they 
arise. They are tested for impairment annually, or when events or 
changes in circumstances indicate that impairment might have 
occurred. When securities classified as available-for-sale are sold 
or impaired, the accumulated fair value adjustments recognised in 
equity are included in the statement of  profit or loss as gains and 
losses from investment securities.

Purchases and sales of  investments are recognised on the 
trade date, which is the date the Group commits to purchase or 
sell the assets. These are initially recognised at fair value, and 
are subsequently re-measured at fair value. Transaction costs 
are recognised directly in the statement of  profit or loss when 
incurred. Changes in the fair value of  investments are included in 
the statement of  profit or loss in the year in which they arise. The 
uncertainty around valuation is discussed further in note 12(h).

(g) Derivative financial instruments
Derivative financial instruments primarily include currency swaps, 
currency and interest rate futures, currency options, catastrophe 
linked instruments and other financial instruments that derive their 
value mainly from underlying interest rates, foreign exchange rates 
or catastrophe risk. Derivatives are initially recognised at fair value 
on the date on which a derivative contract is entered into. They are 
subsequently measured at fair value, with their fair values obtained 
from quoted market prices or, where these are not available, by using 
valuation techniques such as discounted cash flow models or option 
pricing models. Changes in the fair value of  derivative instruments 
are recognised immediately in the statement of  profit or loss unless 
the derivative is designated as a hedging instrument. 

As defined by IAS 39, the Group designates certain foreign currency 
derivatives as hedges of  net investments in foreign operations. The 
Group documents at the inception of  each hedging transaction the 
relationship between hedging instruments and hedged items, as 
well as its risk management objectives and strategy for undertaking 
various hedging transactions. The Group also documents its 
assessment, both at hedge inception and on an ongoing basis, of  
whether the derivatives that are used in hedging transactions are 
highly effective in offsetting changes in fair values of  hedged items.

Any gain or loss on the hedging instrument related to the effective 
portion is recognised in other comprehensive income. The fair values 
of  derivative instruments used for hedging purposes are disclosed in 
note 12(b). Gains and losses accumulated in equity are included in 
the statement of  profit or loss when the foreign operation is partially 
disposed of  or sold.

Embedded derivatives with risks and characteristics which are 
not closely related to the host contract, and where the combined 
instrument is not measured at fair value with changes in fair value 
recognised in the statement of  profit or loss, are separated from the 
host contract and measured at fair value.

(h) Goodwill and intangible assets
i. Goodwill
Goodwill arising on acquisitions prior to 1 January 1999 was written 
off  to reserves. Goodwill recognised between 1 January 1999 and 
the date of  transition to IFRS (1 January 2004) was capitalised 
and amortised on a straight-line basis over its estimated useful life. 
Following the transition to IFRS this goodwill is stated at net book 
value at 1 January 2004. Goodwill that was recognised subsequent 
to 1 January 2004 is capitalised. Goodwill is tested for impairment 
annually, or when events or changes in circumstance indicate that it 
might be impaired, by comparing the net present value of  the future 
earnings stream of  the cash generating unit to which goodwill has 
been allocated, against the carrying value of  the goodwill and the 
carrying value of  the related net assets.

ii. Syndicate capacity
Lloyd’s syndicate participations that have been purchased in the 
Lloyd’s capacity auctions are capitalised at cost. Syndicate capacity 
is considered to have an indefinite life as it will provide benefits 
over an indefinite future period and is therefore not subject to an 
annual amortisation charge. The continuing value of  the capacity is 
reviewed for impairment annually by reference to the expected future 
profit streams to be earned from the cash generating units to which 
the intangible asset is allocated, with any impairment in value being 
charged to the statement of  profit or loss.

iii. Broker and customer relationships, computer software and other 
intangible assets
The Group recognises intangible assets in respect of  rights to broker 
and customer relationships acquired through business combinations. 
Costs directly attributable to internally developed computer 
software are capitalised and recognised as an intangible asset. 
Other intangible assets, which do not fall under the aforementioned 
categories, include the recognition of  acquired renewal rights to 
certain underwriting portfolios. 
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Costs are recognised as intangible assets where they can be 
identified separately and measured reliably and it is probable that 
they will be recovered by directly related future economic benefits. 
Intangible assets are reviewed for impairment losses at each 
reporting date or whenever events or changes in circumstances 
indicate that the carrying amount may not be recoverable. These 
intangible assets are carried at cost less accumulated amortisation 
and impairment losses. Amortisation is recognised in line with the 
consumption of  the benefits based on the estimated useful economic 
life of  the assets, which is estimated to be between 5 and 15 years, 
and is charged to other operating expenses in the statement of  profit 
or loss.

(i) Business combinations
i. Business combinations not under common control
The cost of  acquisition is measured as the fair value of  assets given, 
liabilities incurred or assumed, and equity instruments issued by 
the Group at the date of  exchange. Under IFRS 3 (revised), with the 
exception of  the costs of  registering and issuing debt and securities 
that are recognised in accordance with IAS 32 and IAS 39 (i.e. as a 
reduction in proceeds), all other acquisition-related costs are to be 
expensed as incurred.

When the Group acquires a business, it assesses the financial assets 
and liabilities assumed for appropriate classification and designation 
in accordance with the contractual terms, economic circumstances 
and pertinent conditions at the acquisition date. Identifiable assets 
acquired and liabilities and contingent liabilities assumed, meeting 
the conditions for recognition under IFRS 3, are recognised at 
their fair value at the acquisition date, irrespective of  the extent 
of  any non-controlling interests. The excess of  the fair value of  
consideration transferred over the fair value of  the Group’s share 
of  the identifiable net assets acquired is recorded as goodwill.

For each business combination, the Group measures any non-
controlling interests in the acquiree at the non-controlling interest’s 
proportionate share of  the acquiree’s identifiable net assets.

ii. Business combinations under common control
Business combinations under common control are outside the scope 
of  IFRS 3 and are accounted for using merger accounting.

Under merger accounting no goodwill is recognised on acquisitions, 
however a merger reserve will arise on any difference between the 
fair value of  the consideration and the carrying value of  the net 
assets acquired, which are accounted for at carrying value and are 
not fair valued, after deduction of  retained earnings.

The results of  businesses under common control acquired by the Group 
are included in the results of  the Group from the acquisition date.

(j) Tax
Income tax expense represents the sum of  the current tax and 
deferred tax.

The current tax is based on taxable profit for the year. Taxable profit 
differs from net profit as reported in the statement of  profit or loss 
because it excludes items of  income or expense that are taxable 
or deductible in other years or that are never taxable or deductible. 
The Group and Company’s liability for current tax is calculated using 
tax rates that have been enacted or substantively enacted by the 
reporting date.

Deferred tax is recognised on differences between the carrying 
amounts of  assets and liabilities in the financial statements and the 
corresponding tax bases used in the computation of  taxable profit, 
and is accounted for using the liability method. Deferred tax liabilities 
are generally recognised for all taxable temporary differences, and 
deferred tax assets are recognised to the extent that it is probable 
that taxable profits will be available against which deductible 
temporary differences can be utilised. Such assets and liabilities are 
not recognised if  the temporary difference arises from goodwill or 
from the initial recognition (other than in a business combination) of  
other assets and liabilities in a transaction that affects neither the tax 
profit nor the accounting profit.

Deferred tax liabilities are recognised in respect of  taxable 
temporary differences arising on investments in subsidiaries and 
associates, except where the Group and Company is able to control 
the reversal of  the temporary difference and it is probable that the 
temporary difference will not reverse in the foreseeable future.

The carrying amount of  deferred tax assets is reviewed at each 
reporting date and reduced to the extent that it is no longer probable 
that sufficient taxable profits will be available to allow all or part of  the 
asset to be recovered.

Deferred tax is calculated at the substantively enacted tax rates 
that are expected to apply in the year when the liability is settled 
or the asset is realised. Deferred tax is charged or credited to the 
statement of  profit or loss, except when it relates to items charged or 
credited directly to other comprehensive income or equity, in which 
case the deferred tax is also charged or credited directly to other 
comprehensive income or equity respectively. 

Deferred tax is recognised on the profits of  foreign subsidiaries 
where it is reasonably foreseeable that distribution of  the profit 
back to the UK will take place and the UK dividend exemption is not 
expected to apply.

(k) Employee benefits
i. Retirement benefit obligations 
The Group participates in a number of  pension schemes, including 
several defined benefit schemes and defined contribution schemes. 
The Lloyd’s Superannuation Fund scheme is a multi-employer 
defined benefit scheme. Amlin Insurance S.E. participates in 
two defined benefit schemes. MS Amlin AG’s pension scheme is 
classified as a defined benefit scheme. All pension schemes are 
accounted for in accordance with IAS 19.

The defined benefit obligation and associated pension costs are 
calculated annually by independent actuaries using the projected 
unit credit method. This method sees each period of  service as 
giving rise to an additional unit of  benefit entitlement and measures 
each unit separately to build up the final liability. The cost of  
providing these benefits is charged to the statement of  profit or 
loss to spread the pension cost over the service lives of  employees. 
Remeasurements of  defined benefit plans comprise actuarial gains 
and losses arising from experience adjustments and changes 
in actuarial assumptions, the return on plan assets (excluding 
net interest) and the effect of  the asset ceiling (if  any) and are 
recognised in the year during which they arise.
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1.5 Critical accounting judgements and key 
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(k) Employee benefits continued
The liability recognised in the statement of  financial position in 
respect of  defined benefit pension plans is the fair value of  plan 
assets less the present value of  the defined benefit obligation at 
the reporting date, together with adjustments for restrictions on the 
recognition of  a defined benefit asset due to an asset ceiling. The 
present value of  the defined benefit obligation is determined by 
discounting the estimated future cash outflows using discount rates 
set on the basis of  the yield of  high-quality debt instruments (AA 
rated or equivalent) issued by blue-chip companies, with maturities 
consistent with those of  the defined benefit obligations.

In respect of  the defined benefit schemes in Amlin Insurance S.E. 
and MS Amlin AG, the fair value of  the plan assets reflects the 
benefits that accrue under the insurance policy taken out to meet 
its obligations.

Pension contributions to defined contribution plans are charged to 
the statement of  profit or loss when due.

ii. Equity compensation plans (equity-settled)
The Company operated a number of  executive and employee share 
schemes prior to its acquisition by Mitsui Sumitomo Insurance 
Company, Limited on 1 February 2016. Following the sanctioning by 
the High Court of  Justice of  the scheme of  arrangement, all existing 
equity settled share schemes ceased on 28 January 2016, with 
the exception of  the employee Sharesave schemes which ceased 
on 28 July 2016 and the Deferred Share awards, which will cease 
in 2018.

Options issued after 7 November 2002 are accounted for using the 
fair value method where the cost for providing equity compensation 
is based on the fair value of  the share option or award at the date of  
the grant. The fair value is calculated using an option pricing model 
and the corresponding expense is recognised in the statement of  
profit or loss over the vesting period. The accrual for this charge 
is recognised in equity shareholders’ funds. When the options are 
exercised, the proceeds received net of  any transaction costs 
are credited to share capital for the par value and the surplus to 
share premium.

iii. Other benefits 
Other employee incentive schemes and long-term service awards, 
including the Capital Builder Plan and sabbatical leave, are 
recognised when they accrue to employees. A provision is made for 
the estimated liability for long-service leave as a result of  services 
rendered by employees up to the reporting date.

(l) Foreign currency translation
The Group and Company present their financial statements in sterling 
since they are subject to regulation in the United Kingdom and the 
net assets, liabilities and income of  both are currently weighted 
towards sterling. US dollar and euro revenues are significant but the 
sterling revenue stream is currently material. Group entities conduct 
business in a range of  economic environments, although these 
are primarily the UK, USA and continental Europe. Transactions 
denominated in foreign currencies are translated using the exchange 
rates prevailing at the dates of  the transactions. Monetary assets 
and liabilities are translated at the rates of  exchange at the reporting 
date. Non-monetary assets and liabilities are translated at the rate 
prevailing in the year in which the asset or liability first arose or, 
where such items are revalued, at the latest valuation date. Exchange 
differences are recognised within Other operating expenses.

The results and financial position of  those Group entities whose 
functional currency is not sterling (“foreign operations”) are 
translated into sterling as follows:

• Assets and liabilities for each statement of  financial position 
presented are translated at the closing exchange rate at the 
reporting date;

• Income and expenses for each statement of  profit or loss are 
translated at the exchange rates at the date of  each transaction, 
or a practical approximation to these rates; and

• On consolidation, all resulting exchange differences are 
recognised in other comprehensive income.

Goodwill and fair value adjustments arising on the acquisition of  a 
foreign operation are treated as assets and liabilities of  the foreign 
operation and translated at the closing rate. 

Where contracts to sell currency have been entered into prior to the 
year end, the contracted rates have been used. Differences arising 
on the translation of  foreign currency amounts on such items are 
included in other operating expenses.

Details of  the principal exchange rates used are included in note 10(b).

(m) Other accounting policies
i. Investment return
Dividends and any related tax credits are recognised as income on 
the date that the related listed investments are marked ex-dividend. 
Other investment income and interest receivable are recognised on 
an accruals basis.

ii. Segment reporting
Operating segments are reported in a manner consistent with the 
internal reporting provided to the chief  operating decision maker. 

The chief  operating decision maker, who is responsible for allocating 
resources and assessing the performance of  the operating 
segments, has been identified as the MS Amlin Executive Committee. 
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iii. Exceptional items
Exceptional items are those that, in the Directors’ view, are required 
to be separately disclosed by virtue of  their material non-recurring 
nature or incidence to enable a full understanding of  the Group’s 
financial performance. 

iv. Investments in associates
Investments in associates are accounted for using the equity method.

Associates are all entities over which the Group has significant 
influence but no control, generally accompanying between 20% 
and 50% of  the voting rights. The Group’s share of  its associates’ 
post-acquisition profits and losses after tax is recognised in the 
statement of  profit or loss each year, and its share of  the movement 
in associates’ net assets is reflected in the investments’ carrying 
values in the statement of  financial position.

v. Treasury shares
Treasury shares are deducted from equity. No gain or loss is 
recognised on the purchase, sale, issue or cancellation of  the 
treasury shares. Any consideration paid or received is recognised 
directly in equity.

vi. Property and equipment
Property and equipment are stated at historical cost less 
accumulated depreciation and provision for impairment where 
appropriate. Cost includes the original purchase price of  the 
asset and the costs attributable to bringing the asset to its working 
condition for its intended use. Depreciation is calculated on the 
straight-line basis to write down the cost of  such assets to their 
residual values over their estimated useful lives as follows:

Leasehold land and buildings  Over period of  lease or 
2% per annum

Freehold buildings 2% to 5% per annum

Motor vehicles 33% per annum

Computer equipment 20% to 33% per annum 

Furniture, fixtures and leasehold 
improvements 10% to 20% per annum

The carrying values of  property and equipment are reviewed for 
impairment when events or changes in circumstance indicate that 
the carrying value may be impaired. If  any such condition exists, the 
recoverable amount of  the asset is estimated in order to determine 
the extent of  impairment and the difference is charged to the 
statement of  profit or loss.

Gains and losses on disposal of  property and equipment are 
determined by reference to their carrying amount and are recorded 
in the statement of  profit or loss. Repairs and renewals are charged 
to the statement of  profit or loss when the expenditure is incurred. 
The freehold land is not depreciated.

vii. Loans and receivables
Loans and receivables are initially recognised at fair value and 
subsequently measured at amortised cost using an effective interest 
rate. Appropriate allowances for estimated irrecoverable amounts are 
recognised in the statement of  profit or loss when there is evidence 
that the asset is impaired. These are reversed when the triggering 
event that caused the impairment is reversed.

viii. Borrowings
Borrowings are stated initially at the consideration received net of  
transaction costs incurred. Borrowings are subsequently stated 
at amortised cost using the effective interest rate method. Any 
difference between amortised cost and the redemption value is 
recognised in the statement of  profit or loss over the period of  the 
borrowings. Transaction costs on borrowings are charged to the 
statement of  profit or loss over the period of  the borrowings.

ix. Finance costs
Finance costs mainly comprise interest payable on subordinated 
loans and the revolving credit facility, together with commissions 
charged for the utilisation of  letters of  credit. These costs are 
charged to the statement of  profit or loss as finance costs, as 
incurred. Fees paid for the arrangement of  debt, the revolving credit 
facility and letter of  credit facilities are charged to finance costs over 
the life of  the facility.

x. Cash and cash equivalents
Cash and cash equivalents are carried in the statement of  
financial position at fair value. For the purposes of  the statement 
of  cash flows, cash and cash equivalents comprise cash in hand, 
deposits held on call with banks and other short-term, highly liquid 
investments which are believed to be subject to insignificant risk of  
change in fair value.

xi. Leases
Leases are classified as finance leases whenever the terms of  the 
lease transfer substantially all the risks and rewards incidental to 
ownership to the Group as the lessee. All other leases are classified 
as operating leases.

Rentals payable under operating leases (after taking into account 
incentives received from the lessor) are charged to the statement 
of  profit or loss on a straight line basis over the period of  the lease, 
which is representative of  the time pattern of  the Group’s benefit.

xii. Other operating income 
Other operating income is comprised of  fee income received on 
insurance-related services and is recognised as the benefits of  the 
services are provided; and investment management, advisory and 
performance fees accrued by Leadenhall Capital Partners LLP in the 
course of  its business.

xiii. Dividend distribution
Final dividend distribution to the Company’s shareholders is 
recognised as a liability in the Group’s and Company’s financial 
statements in the year in which the dividends are approved by 
the Company’s shareholders. Interim dividends are recognised 
when paid.

xiv. Other payables
Other payables are initially recognised at fair value and subsequently 
measured at amortised cost. They represent liabilities to pay for 
goods or services that have been received or supplied in the normal 
course of  business, invoiced by the supplier before the year end, but 
for which payment has not yet been made.
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2. Capital
The capital structure of  the Group consists of  equity attributable to 
owners of  the Company, comprising issued capital, reserves and 
retained earnings as disclosed in the consolidated statement of  
changes in equity and note 17(b). For business planning purposes, 
account is also taken of  the Group’s debt facilities as disclosed in 
note 12(e).

The method by which the Group manages its capital base is 
described on page 16 of  the Financial Review section.

During the current and prior financial years, the Group complied with 
all external capital requirements to which it is subject. In addition 
to regulatory capital requirements, the Group also retains sufficient 
level of  capital within the Group to allow it to grow its business in the 
aftermath of  a major insurance disaster, and also to respond to other 
opportunities to enhance long-term growth, for example through 
acquisition. The overall capital held by the Group is driven by the 
business mix, nature and objectives of  each division and its context 
within the wider Group.

The numbers and ratios presented in this note are unaudited.

Solvency II
Solvency II is a new regulatory regime which came into effect on 
the 1 January 2016 replacing the old Solvency I regime which 
was effective until 31 December 2015. The assessment involves a 
market-consistent economic balance sheet and a Solvency Capital 
Requirement. It applies to the Group, Syndicate 2001 and Syndicate 
3210 (as part of  Lloyd’s) and at a solo level, Amlin Insurance S.E.

On the 5 December 2015, the Group was notified by the Prudential 
Regulation Authority (PRA) that its application to use an Internal 
Model from the 1 January 2016 for its solvency calculation had been 
approved. The Group’s Internal Model is capable of  calculating 
Solvency Capital Requirement (SCR) for the Group, all (re)insurance 
undertakings and managed Lloyd’s syndicates. The Group follows 
the Solvency II tiered capital system that classifies all capital 
instruments into one of  three tiers based on their “loss absorbency” 
characteristics with the highest quality capital classified as Tier 1 
Capital and lesser quality capital classified as either Tier 2 Capital 
or Tier 3 Capital.

On 23 December 2016, ahead of  the acquisition of  MS Frontier 
Reinsurance Limited (and subsidiaries) and MSI London 
Management Limited (and subsidiaries), the Group submitted a 
major model change application to the PRA to reflect the impact 
of  these acquisitions on the approved Internal Model calculations. 
This application is currently under review.

The first Solvency and Financial Condition Report of  the Group 
and of  Amlin Insurance S.E. will be published on www.msamlin.
com before 1 July 2017 and 20 May 2017 respectively. The annual 
Solvency II returns for Syndicates 2001 and 3210 will be made 
through the Corporation of  Lloyds.

UK regulations
Amlin Insurance S.E. (AISE)
On 4 January 2016 Amlin Europe N.V. merged into Amlin Insurance 
(UK) plc (AIUK) pursuant to the European SE Directive. As a result 
of  the merger, a new Societas Europaea (SE) entity, Amlin Insurance 
S.E., became the corporate successor of  both Amlin Europe N.V. 
and AIUK. The new entity is subject to prudential supervision by the 
UK’s PRA and conduct supervision by the UK’s FCA and branch 
country regulators.

AISE is required to hold minimum levels of  regulatory capital in 
compliance with Solvency II capital requirements. AISE uses the 
Standard Formula to calculate its regulatory capital requirements. 
AISE holds capital in excess of  all of  its regulatory capital 
requirements as at 31 December 2016.

Lloyd’s regulations
MS Amlin Corporate Member Limited (MS ACM), MSI Corporate 
Capital Limited (MSICC), MS Amlin Underwriting Limited (MS AUL)
Following the acquisition of  MSILM as part of  the wider integration 
project on 31 December 2016, the Group now provides 100% of  the 
capital to both Syndicate 2001 (S2001) and Syndicate 3210 (S3210) 
through MS ACM and MSICC, the respective corporate capital 
providers of  the syndicates. MS AUL is the managing agent for 
S2001 and the agency agreement for S3210 was novated from MSI 
Underwriting at Lloyd’s Limited to MS AUL in May 2016. Our Lloyd’s 
operations are authorised by the PRA and regulated by the FCA and 
the PRA. Our Lloyd’s operations are also subject to supervision by 
the Council of  Lloyd’s.

From 1 January 2017, S3210’s business will be renewed into S2001 
and S3210’s 2016 and prior years of  account will start to run-off. As 
a result of  this, on-going underwriting will be consolidated into one 
member, MS ACM (the continuing member), from 1 January 2017.

Therefore, in December 2016, the Funds at Lloyd’s (FAL) were 
effectively made inter-available between MS ACM and MSICC 
in order to allow the existing capital arrangements to continue 
supporting the open years of  account for S3210 in run-off  and the 
2017 year of  account onwards for S2001.

Underwriting capacity of  a member of  Lloyd’s must be supported 
by providing a deposit calculated for each member as part of  the 
Economic Capital Assessment (ECA) process. The member provides 
capital to meet its ECA by assets held in trust by Lloyd’s (FAL) and/
or assets held within and managed within the Syndicate (referred as 
Funds in Syndicate, FIS).

Lloyd’s require the preparation of  a Lloyd’s Capital Return (LCR), 
including a statement of  financial position prepared under Solvency 
II principles and the calculation of  an ultimate Solvency Capital 
Requirement (uSCR). The uSCR takes account of  one year of  new 
business in full attaching to the next underwriting year and the risks 
over the lifetime of  the liabilities (“to ultimate”) assessed at a 1:200 
confidence level. The member capital requirements for the 2017 
underwriting year of  account are set using the Syndicate’s uSCR, 
augmented by the Economic Capital Uplift of  35%.

The Syndicate also benefits from mutualised capital within the Lloyd’s 
Central Fund, for which a variable annual levy, for 2016 of  0.35% 
(2015: 0.35%) of  Syndicate gross premium, is payable.
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The LCR is reviewed annually by Lloyd’s and periodically by the PRA. 
The PRA expects management to apply their rules continuously. If  
a firm’s capital falls below its ECA, steps must be taken to restore 
capital adequacy. Due to the nature of  the Lloyd’s capital setting 
process, the funding requirements are formally assessed twice yearly 
at discrete periods and must be met for the Syndicate to continue 
underwriting.

For the 2017 underwriting year of  account, the ECA for MS ACM and 
MSICC was performed on a combined basis. MS ACM including 
MSICC funded the agreed funding requirement of  £1,169.2 million 
(2016 MS ACM: £646.6 million) with £838.1 million (MS ACM: £710.6 
million; MSICC: £127.6 million) FIS and £331.1 million FAL. The 
increase of  £510.4 million in the funding requirement is driven by 
the inclusion of  MSICC and a number of  modelling methodology 
enhancements as well as underlying risk profile changes.

The FAL credit facilities contain 4 letters of  credit (LOC) with 
Japanese banks amounting to £165.0 million (2015: £163.5 million) 
and ¥24.2 billion (2015: ¥24.0 billion) Japanese corporate bonds, 
both guaranteed by Mitsui Sumitomo Insurance Company, Limited. 

Since FAL is not under the management of  the Group, no amount 
has been shown in these financial statements by way of  such capital 
resources. However, MS Amlin Underwriting Limited as managing 
agent of  S2001 and S3210, are able to make a call on the Members’ 
FAL to meet liquidity requirements or to settle losses.

The Group does not seek to retain any assets in excess of  the Lloyd’s 
capital requirement within the Lloyd’s framework and any surplus is 
paid to the corporate entities in the Group.

Switzerland, Bermuda and Labuan regulations
MS Amlin AG
MS Amlin AG is domiciled in Switzerland and supervised by the 
Swiss Financial Market Authority (FINMA). Its branches in Bermuda 
and Labuan are under supervision of  the Bermuda Monetary 
Authority (BMA) and the Labuan Financial Services Authority (LFSA), 
respectively. 

FINMA supervision is composed of  various qualitative assessments, 
governance requirements and minimum solvency levels. The 
European Commission recognised the Swiss insurance supervision 
system as equivalent to the Solvency II Directive. This decision 
entered into force in October 2015. MS Amlin AG provides regulatory 
solvency reporting to FINMA under the rules of  the Swiss Solvency 
Test (SST). The SST is based on an economic view and required 
capital is derived from an internal capital model.

MS Amlin AG’s SST model is to a large extent the same as the 
Group’s Solvency II model, which was approved by the UK Prudential 
Regulation Authority (PRA) in 2015 and is currently pending pre-
approval after the acquisition of  MS Amlin plc by Mitsui Sumitomo 
Insurance Company, Limited (MSI) in 2016. The SST model had a 
temporary approval from FINMA until 31 December 2015, which was 
extended in 2016 and 2017. 

For the year ended 31 December 2016, MS Amlin AG calculated a 
SST ratio of  212% (unaudited). The minimum ratio for the SST is set 
at 100%. MS Amlin AG is expected to exceed the minimum ratios for 
the year ending 31 December 2016.

The European Commission recognised in November 2015 Bermuda’s 
prudential framework as equivalent to the Solvency II Directive. This 
decision came into force on 24 March 2016 and the equivalence 
decision will be applied retroactively to 1 January 2016.

Under BMA regulations, MS Amlin AG is licensed as a Class IV insurer 
and the minimum solvency margin is the greater of  US$100 million, 
50% of  net premiums written in the current financial year, 15% of  
claims reserves and the Enhanced Capital Requirement (ECR). 

The ECR is calculated on an annual basis through the Bermuda 
Solvency Capital Requirement (BSCR) model. In addition, as a 
Class IV insurer, MS Amlin AG is required to maintain a minimum 
liquidity ratio such that the value of  “relevant assets” is not less than 
75% of  its “relevant liabilities”. MS Amlin AG calculated an ECR of  
US$669.9 million (unaudited) for the year ending 31 December 2015, 
and is expected to have an ECR for the year ending 31 December 
2016 that exceeds the minimum requirements.

Under LFSA regulations, MS Amlin AG is licensed as a general 
reinsurer and the minimum solvency requirement is the greater of  
a surplus of  assets over liabilities of  MYR10 million ($2.2 million) 
unimpaired by losses or 20% of  net premium income of  the 
preceding year ($3.6 million).

The LFSA has the discretion to impose higher capital requirements 
to commensurate with the Labuan Licensed Entities (LE) business 
activities and risk exposures, based on the LFSA’s supervisory 
assessment of  the LE concerned. For trading purposes, MS Amlin 
AG believes that it is necessary to hold at least US$1.0 billion 
(unaudited) of  capital, which is currently in excess of  the minimum 
required by FINMA and the BMA.

3. Merger and acquisitions

a) Acquisition of subsidiaries
Following the acquisition of  shares in MS Amlin plc on 1 February 
2016, by Mitsui Sumitomo Insurance Company, Limited (MSI), a 
wholly owned subsidiary of  MS&AD Insurance Group Holdings, Inc, 
(MS&AD), the Group undertook a number of  acquisitions:

Mitsui Sumitomo Insurance (London Management) 
Limited
On 31 December 2016, the Group acquired 100% of  the issued 
share capital and voting rights in Mitsui Sumitomo Insurance (London 
Management) Limited (MSILM) and its wholly owned subsidiaries 
MSI Corporate Capital Limited, Mitsui Sumitomo Insurance 
Underwriting at Lloyd’s Limited and MSI Insurance Management 
(Ireland) Limited, from a fellow MS&AD Group company. MSILM 
and its subsidiaries were acquired for £33.8 million, in the form of  a 
short term intercompany loan. This represented the carrying value 
of  MSILM in its parent’s balance sheet at the date of  the transaction. 
The principal activity of  MSILM and its subsidiaries is the transaction 
of  general insurance and reinsurance business in the United Kingdom.
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3. Merger and acquisitions continued

a) Acquisition of subsidiaries continued
MS Frontier Reinsurance Limited
On 31 December 2016, the Group purchased 100% of  the issued share capital and voting rights of  MS Frontier Reinsurance Limited (MSFRe) 
and its wholly owned subsidiary MS Frontier Modelling Research Pte Ltd, from a fellow MS&AD group company, in exchange for shares in 
MS Amlin plc amounting to £394.1 million. Subsequently on 31 December 2016, as part of  a reorganisation within the Group, MS Amlin plc 
sold 100% of  its interest in the issued share capital and voting rights of  MSFRe to MS Amlin AG, a wholly owned subsidiary of  the Group 
in exchange for shares in MS Amlin AG immediately before a legal merger was effected between MSFRe and MS Amlin AG. The merged 
entity will continue to operate under the legal name MS Amlin AG. MSFRe is a reinsurer incorporated in Bermuda licensed to write general 
insurance business.

Acquisition accounting
The Group has applied its accounting policy to use merger accounting for transactions involving businesses under common control. Therefore, 
no goodwill has been recognised on acquisition of  MSILM and MSFRe. Consequently a merger reserve arises on the difference between the 
value of  consideration and carrying value of  net assets acquired after deduction of  retained earnings. The results of  MSILM and MSFRe and 
their subsidiaries have been included in the Group’s results from the date of  acquisition 31 December 2016. 

The subsequent sale of  MSFRe to MS Amlin AG and the merger of  MS Amlin AG and MSFRe are transactions between MS Amlin Group 
entities and therefore have no impact on the Group consolidated accounts. 

Acquired net assets and consideration
As part of  the business combination under common control above, net assets were acquired at their IFRS carrying values after alignment of  
accounting policies. These are set out in the table below.

MSFRe 
sub-group

£m

MSILM 
sub-group

£m
Total

£m

Assets

Cash and cash equivalents 970.0 47.8 1,017.8

Financial investments 1.1 588.5 589.6

Reinsurance assets 8.8 137.4 146.2

Deferred tax assets – 13.9 13.9

Deferred acquisition costs 7.3 57.2 64.5

Other assets 64.9 188.6 253.5

Total assets 1,052.1 1,033.4 2,085.5

Liabilities

Insurance liabilities 119.9 904.7 1,024.6

Deferred tax liabilities – – –

Borrowings – – –

Other liabilities 12.5 63.8 76.3

Total liabilities 132.4 968.5 1,100.9

Net assets 919.7 64.9 984.6

Retained earnings and reserves acquired 478.4 28.9 507.3

Merger reserve arising on acquisition 47.2 2.2 49.4

Value of consideration 394.1 33.8 427.9

b) Group reorganisations
On 4 January 2016 the wholly owned subsidiary Amlin Europe N.V. merged into the wholly owned subsidiary Amlin Insurance (UK) plc (AIUK) 
pursuant to the European SE Directive. As a result of  the merger, a new Societas Europaea (S.E.) entity, Amlin Insurance S.E., a wholly owned 
subsidiary, became the corporate successor of  both Amlin Europe N.V. and AIUK. 
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4. Segmental reporting 

a) Basis of segmentation
Management has determined the Group’s operating segments based on the management information reviewed during the year by the chief  
operating decision maker (identified as the MS Amlin Executive Committee) that is used to make strategic decisions. All operating segments 
used by management meet the definition of  a reportable segment under IFRS 8, ‘Operating segments’.

Segments are as follows:

• Reinsurance – Offering coverage of  catastrophe, property and casualty risks through treaty and facultative reinsurance, and providing 
clients with Insurance Linked Securities (ILS) solutions. Operates through offices in Bermuda, London, Miami, New Jersey, Singapore and 
Zurich.

• Marine & Aviation – Primarily focusing on cargo, energy, hull, liability, aviation, war and terrorism portfolios, and other specialist areas such 
as specie and fine art risks. Operates through offices in Antwerp, London, Paris, Rotterdam, Singapore, Hong Kong, Shanghai and Dubai.

• Property & Casualty – Providing insurance coverage in five main areas – property, casualty, accident and health, motor and bloodstock. 
Operates through offices in Amstelveen, Brussels, Hamburg, London, Paris and Singapore.

• Other, comprising all other entities of  the Group including holding companies, and certain Group related activities which are unrelated to the 
performance of  the SBUs.

Included within the intra group column are consolidation adjustments, eliminating transactions between segments that are outside of  the 
following arrangements:

• Consolidation adjustments eliminating the whole account quota share (WAQS) intra group reinsurance arrangement have been allocated to 
the segments based on the segmental analyses of  the counterparties to the arrangement. Thus each segment is presented excluding the 
WAQS arrangement. 

• Consolidation adjustments relating to transactions within segments are reported through the segment to which the adjustment relates. The 
most significant impact is in respect of  service company commission income recognised as acquisition expenses in Syndicate 2001 and 
Amlin Insurance S.E. 

Investment return generated from centrally managed investments and managing agency expenses are reported through segments to which 
these relate.

Transactions between segments are carried out at arm’s length. The revenue from external parties reported to the chief  operating decision 
maker is measured in a manner consistent with that in the consolidated statement of  profit or loss and revenues are allocated based on the 
country in which the insured is located.

Measures of  total assets and liabilities for each reportable segment are not presented on a regular basis to the chief  operating decision maker 
and therefore this information has not been provided.
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4. Segmental reporting continued

b) Segmental information
Segmental information for the reportable segments of  the Group is provided below. A reconciliation between this information and the 
consolidated statement of  profit or loss is provided in note 4(c).

Income and expenses by business segment 
Year ended 31 December 2016

Reinsurance
£m

Marine & 
Aviation

£m

Property & 
Casualty

£m
Other

£m

Intra group 
items

£m
Total

£m

Analysed by geographic segment:

UK 206.4 109.3 411.8 – (21.8) 705.7

North America 643.4 107.1 254.9 – – 1,005.4

Europe 271.8 141.4 440.2 – (3.9) 849.5

Other 253.9 100.7 89.4 – – 444.0

Gross written premium 1,375.5 458.5 1,196.3 – (25.7) 3,004.6

Net written premium 1,167.1 412.0 1,076.7 (1.8) 0.3 2,654.3

Gross earned premium 1,268.7 460.0 1,144.7 5.4 (27.7) 2,851.1

Reinsurance premium ceded (226.8) (46.4) (113.0) (1.6) 27.6 (360.2)

Net earned premium 1,041.9 413.6 1,031.7 3.8 (0.1) 2,490.9

Insurance claims and claims settlement expenses (714.3) (255.9) (786.8) (1.2) 18.4 (1,739.8)

Insurance claims and claims settlement 
expenses recoverable from reinsurers 8.2 15.5 105.9 15.8 (20.5) 124.9

Expenses for the acquisition of  insurance 
contracts (248.7) (101.1) (232.8) (2.5) 0.1 (585.0)

Underwriting expenses (51.7) (51.1) (119.1) – – (221.9)

Result attributable to underwriting 35.4 21.0 (1.1) 15.9 (2.1) 69.1

Net investment return 42.8 8.6 24.5 32.8 – 108.7

Other operating income 27.4 2.2 1.3 0.5 (3.5) 27.9

Other non-underwriting expenses (36.1) (9.0) (14.3) (65.5) 3.4 (121.5)

Result of operating activities 69.5 22.8 10.4 (16.3) (2.2) 84.2

Finance costs (24.1)

Share of  profit after tax of  associates 0.3

Profit before tax and exceptional items 60.4

Exceptional items (44.3)

Profit before tax 16.1

Claims ratio 68% 58% 66% – – 65%

Expense ratio 29% 37% 34% – – 32%

Combined ratio 97% 95% 100% – – 97%
Note:
Finance costs are incurred in support of the entire business of the Group and have not been allocated to particular segments.

Analysis of  estimated premium income (EPI) included in Gross Written Premium above.

Year ended 31 December 2016
Reinsurance

£m

Marine & 
Aviation

£m

Property & 
Casualty

£m
Other

£m

Intra group 
items

£m
Total

£m

Current year EPI 739.2 308.6 581.6 – – 1,629.4

Adjustment for prior year’s EPI (29.8) (8.2) 53.3 – – 15.3

709.4 300.4 634.9 – – 1,644.7
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Restated
Income and expenses by business segment 
Year ended 31 December 2015

Reinsurance
£m

Marine & 
Aviation

£m

Property & 
Casualty

£m
Other

£m

Intra group 
items

£m
Total

£m

Analysed by geographic segment:

UK 234.6 117.0 340.2 – (34.3) 657.5

North America 584.5 98.4 270.8 – – 953.7

Europe 281.1 134.5 321.7 – (5.6) 731.7

Other 201.7 99.5 90.5 8.9 – 400.6

Gross written premium 1,301.9 449.4 1,023.2 8.9 (39.9) 2,743.5

Net written premium 1,071.4 411.2 912.0 (0.8) (1.4) 2,392.4

Gross earned premium 1,112.9 423.5 980.2 2.7 (43.3) 2,476.0

Reinsurance premium ceded (187.8) (43.1) (105.3) (8.1) 41.1 (303.2)

Net earned premium 925.1 380.4 874.9 (5.4) (2.2) 2,172.8

Insurance claims and claims settlement expenses (452.1) (219.3) (597.2) (1.9) 17.5 (1,253.0)

Insurance claims and claims settlement 
expenses recoverable from reinsurers 16.5 15.2 75.5 0.6 (19.1) 88.7

Expenses for the acquisition of  insurance 
contracts (208.8) (90.0) (203.5) (1.2) 2.9 (500.6)

Underwriting expenses (95.4) (67.0) (124.9) – – (287.3)

Result attributable to underwriting 185.3 19.3 24.8 (7.9) (0.9) 220.6

Net investment return 66.8 14.2 32.5 (6.1) – 107.4

Other operating income 19.7 2.6 1.9 0.8 (3.1) 21.9

Other non-underwriting expenses (28.8) (7.9) (13.1) (66.1) 3.0 (112.9)

Result of operating activities 243.0 28.2 46.1 (79.3) (1.0) 237.0

Finance costs (23.2)

Share of  profit after tax of  associates 0.7

Gain on revaluation of  existing investment 11.6

Profit before tax and exceptional items 226.1

Exceptional items –

Profit before tax 226.1

Claims ratio 47% 54% 60% 54%

Expenses ratio 33% 41% 38% 36%

Combined ratio 80% 95% 98% 90%

Note:
Finance costs are incurred in support of the entire business of the Group and have not been allocated to particular segments.

Analysis of  estimated premium income (EPI) included in Gross Written Premium above.

Year ended 31 December 2015
Reinsurance

£m

Marine & 
Aviation

£m

Property & 
Casualty

£m
Other

£m

Intra group 
items

£m
Total

£m

Current year EPI 581.6 247.1 420.5 7.1 – 1,256.3

Adjustment for prior year’s EPI 0.6 (13.3) 1.8 – – (10.9)

582.2 233.8 422.3 7.1 – 1,245.4
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4. Segmental reporting continued

b) Segmental information continued
Underwriting expenses for 2015 in the Reinsurance, Marine & Aviation and Property & Casualty SBU’s have been restated following a prior year 
adjustment for which further detail is provided in note 1.1. 

This adjustment resulted in a £26.2 million increase to 2015 underwriting expenses of  which £16.7 million was allocated to Reinsurance, 
£4.0 million to Marine & Aviation and £5.5 million to Property & Casualty, resulting in a decrease to the result of  operating activities.

c) Reconciliation between management information and the consolidated statement of profit 
or loss
The table below shows the reconciliation between the management information provided to the chief  operating decision makers and the 
consolidated statement of  profit or loss.

Year ended 31 December 2016
Restated 

Year ended 31 December 2015

Management 
information

£m

Reconciling 
items

£m

IFRS 
Consolidated 
statement of 
profit or loss

£m

Management 
information

£m

Reconciling 
items

£m

IFRS 
Consolidated 
statement of  
profit or loss

£m

Gross written premium 3,004.6 – 3,004.6 2,743.5 – 2,743.5

Net written premium 2,654.3 – 2,654.3 2,392.4 52.7 2,445.1

Gross earned premium 2,851.1 – 2,851.1 2,476.0 – 2,476.0

Reinsurance premium ceded (360.2) 16.3 (343.9) (303.2) 13.2 (290.0)

Net earned premium 2,490.9 16.3 2,507.2 2,172.8 13.2 2,186.0

Insurance claims and claims settlement 
expenses (1,739.8) – (1,739.8) (1,253.0) – (1,253.0)

Insurance claims and claims settlement 
expenses recoverable from reinsurers 124.9 – 124.9 88.7 – 88.7

Expenses for the acquisition of  insurance 
contracts (585.0) – (585.0) (500.6) – (500.6)

Underwriting expenses (221.9) – (221.9) (287.3) – (287.3)

Result attributable to underwriting 69.1 16.3 85.4 220.6 13.2 233.8

Net investment return 108.7 (16.3) 92.4 107.4 (13.2) 94.2

Other operating income 27.9 – 27.9 21.9 – 21.9

Other non-underwriting expenses (121.5) – (121.5) (112.9) – (112.9)

Result of operating activities 84.2 – 84.2 237.0 – 237.0

Finance costs (24.1) – (24.1) (23.2) – (23.2)

Share of  profit after tax of  associates 0.3 – 0.3 0.7 – 0.7

Gain on modification of  defined benefit fund – – – 11.6 – 11.6

Profit before tax and exceptional items 60.4 – 60.4 226.1 – 226.1

Exceptional items (44.3) – (44.3) – – –

Profit before tax 16.1 – 16.1 226.1 – 226.1

The reconciling items relate to items of  income and expense under the Group’s risk transfer contracts with Tramline Re II Ltd. These 
contracts incepted on 1 July 2013 and 1 January 2015 and each provide cover for risk periods of  four years. From a management information 
perspective, these instruments are insurance linked and therefore these balances are included within the Group’s profit attributable to 
underwriting in the segmental information provided to the chief  operating decision maker. Under IAS 39, the instruments are classified as 
derivatives and therefore such items of  income and expense are reported through investment return in the Group’s consolidated statement 
of  profit or loss.
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d) Non-current assets by location
The analysis of  the Group’s non-current assets by geographic location is shown below.

Analysis by geographic location

2016 2015

Property 
and 

equipment
£m

Goodwill 
and 

intangible 
assets

£m

Investment 
in 

associates
£m

Total
£m

Property 
and 

equipment
£m

Goodwill 
and 

intangible 
assets

£m

Investment 
in 

associates
£m

Total
£m

UK 55.3 183.0 6.7 245.0 53.2 171.9 7.7 232.8

North America 4.8 2.0 0.5 7.3 0.8 – – 0.8

Europe 3.9 119.9 – 123.8 3.4 96.2 – 99.6

Other 0.7 – – 0.7 0.1 – – 0.1

64.7 304.9 7.2 376.8 57.5 268.1 7.7 333.3

5. Underwriting activities 

a) Net earned premium

Note
2016

£m
2015

£m

Gross earned premium

Gross written premium 4(c),13(c) 3,004.6 2,743.5

Change in unearned premium (153.5) (267.5)

2,851.1 2,476.0

Reinsurance premium ceded

Reinsurance premium payable 13(c) (350.3) (298.4)

Change in reinsurers’ share of  unearned premium 6.4 8.4

(343.9) (290.0)

2,507.2 2,186.0

b) Net insurance claims

Note
2016

£m
2015

£m

Insurance claims and claims settlement expenses

Current year insurance claims and claims settlement expenses 13(a) 1,713.4 1,307.4

Increased/(reduced) costs for prior-period insurance claims 13(a) 26.4 (54.4)

1,739.8 1,253.0

Insurance claims and claims settlement expenses recoverable from reinsurers

Current year insurance claims and claims settlement expenses recoverable from reinsurers 13(a) (82.9) (63.1)

Increased income from prior-period insurance claims recoverable from reinsurers 13(a) (42.0) (25.6)

(124.9) (88.7)

1,614.9 1,164.3
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6. Net investment return 

Note
2016

£m
2015

£m

Investment income 

– dividend income 30.1 26.2

– interest income 16.1 16.6

– cash and cash equivalents interest income 1.1 0.9

47.3 43.7

Net realised gains/(losses) 

on assets held for trading

– equity securities 45.0 83.3

– debt securities 25.0 8.9

– property funds (6.1) (1.2)

– derivative instruments (91.3) 11.3

– derivative instruments relating to the Group’s contracts with Tramline Re II Ltd 4(c) (16.3) (13.2)

on assets classified as other than trading

– participation in investment pools 1.9 1.7

(41.8) 90.8

Net unrealised gains/(losses) 

on assets held for trading

– equity securities 31.5 (32.0)

– debt securities 2.8 1.1

– property funds 37.0 13.3

– derivative instruments 15.7 (22.7)

on assets classified as other than trading

– other (0.1) –

86.9 (40.3)

92.4 94.2

Note: 
Included within debt securities held for trading are £2.5 million realised gains and £2.3 million unrealised gains relating to the investment in the funds managed by Leadenhall Capital 
Partners LLP (2015: £0.5 million realised gains and £2.4 million unrealised gains). 

7. Other operating income
2016

£m
2015

£m

Investment management income 23.7 16.5

Commission income 2.4 2.4

Other non-insurance income 1.8 3.0

27.9 21.9

8. Expenses 

a) Expenses for the acquisition of insurance contracts

Note
2016

£m
2015

£m

Expenses for the acquisition of  insurance contracts deferred during the year 13(d) 620.9 579.6

Changes in deferred expenses for the acquisition of  insurance contracts (35.9) (79.0)

585.0 500.6
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b) Other operating expenses

2016
£m

Restated
2015

£m

Expenses relating to underwriting

Employee expenses, excluding employee incentives 154.9 139.0

Lloyd’s expenses 26.5 23.8

Other administrative expenses 125.4 106.4

Underwriting foreign exchange (gains)/losses (84.9) 18.1

221.9 287.3

Other expenses

Employee expenses, excluding employee incentives 15.5 17.9

Employee incentives and related social security costs 40.7 40.2

Asset management fees 10.5 5.3

Other administrative expenses 37.4 38.0

Non-underwriting foreign exchange losses 17.4 11.5

121.5 112.9

343.4 400.2

Employee and other administrative expenses not relating to underwriting represent costs associated with the centrally managed activities of  
the Group.

Other operating expenses for 2015 have been restated following a prior year adjustment for which further detail is provided in note 1.1. 
This adjustment resulted in a £26.2 million increase to 2015 underwriting foreign exchange losses.

c) Employee benefit expenses 
The average number of  persons employed by the Group, including individuals on fixed term contracts and Directors, were:

2016 2015

Senior underwriters 154 144

Other underwriters 242 226

Underwriting support 398 380

Claims staff 139 142

Claims support 219 230

Operational 433 438

Operational support 317 342

1,902 1,902

2016 2015

By location

UK 1,109 1,137

Continental Europe 676 655

Bermuda 56 56

Singapore 51 44

US 8 8

Dubai 2 2

1,902 1,902
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8. Expenses continued

c) Employee benefit expenses continued
The aggregate payroll costs incurred by Group companies are analysed as follows: 

Note
2016

£m
2015

£m

Wages and salaries 141.1 130.8

Employee incentives and related social security costs 40.7 40.2

Equity-settled share options and awards granted to Directors and employees 8(d) 8.8 7.5

Social security costs 17.2 16.4

Other pension costs 15.3 14.3

223.1 209.2

d) Long-term employee incentive schemes 
During the year ended 31 December 2016, the Group operated a number of  long-term employee incentive schemes. The total cost recognised 
in the consolidated statement of  profit or loss for these schemes is shown below:

Note
2016

£m
2015

£m

Equity-settled share-based payment schemes 8(c) 8.8 7.5

Cash-settled share-based payment schemes 3.2 8.3

Total expense arising from long-term employee incentive schemes 12.0 15.8

i) Equity-settled share-based payment schemes
At 1 February 2016 all ordinary shares in the Company were acquired by Mitsui Sumitomo Insurance Company, Limited (MSI). Following the 
sanctioning by the High Court of  Justice of  the scheme of  arrangement, all existing equity settled schemes (excluding employee Sharesave 
schemes and Deferred Share awards) ceased on 28 January 2016. The employee Sharesave schemes ceased on 28 July 2016 and the 
Deferred Share awards will be settled in cash in 2018. 

The cost to the Group of  cancelling these share schemes was £8.8 million, as per note 8(d). 

Share options
A summary of  the status and the changes to new or treasury shares under option during the year were as follows:

Number of 
shares

2016

Weighted 
average 

exercise price 
per share

(pence)

Number of  
shares

2015

Weighted 
average 

exercise price 
per share

(pence)

Outstanding at 1 January 3,202,360 350 2,919,772 311

Granted during the year – – 1,099,748 404

Exercised during the year (1,610,432) 325 (590,404) 271

Forfeited during the year (1,591,928) 375 (226,756) 320

Total shares outstanding at 31 December – – 3,202,360 350

Total shares exercisable at 31 December – – 250,860 310

The weighted average share price at the date of  exercise for share options exercised during the year was 670 pence (2015: 551 pence).
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The following table summarises information about options outstanding at the end of  the year:

Number of 
outstanding 

shares under 
option 

2016

Weighted 
average 

remaining 
contractual life 

(years)

Number of  
outstanding 

shares under 
option 
2015

Weighted 
average 

remaining 
contractual life 

(years)

£2.47 – £2.93 – – 400,651 1.24

£2.94 – £3.55 – – 1,710,657 2.49

£3.56 – £4.04 – – 1,091,052 3.42

Share awards
At 31 December 2016, the total awards over new or treasury shares outstanding, or committed to be met by the Group’s Employee Share 
Ownership Trust (ESOT), or shares held in trust under these schemes are summarised below:

Number of 
shares under 

conditional 
award

2016 Vesting period

Number of  
shares under 

conditional 
award
2015 Vesting period

LTIP grants – – 2,799,620 2016 to 2017

PSP grants – – 6,402,088 2016 to 2020

SIP grants – – 2,501,531 2010 to 2018

Amlin Special – – 225,243 2016 to 2020

Deferred Share Award – – 167,698 2017 to 2018

Modifications to share-based payment arrangements
There have been no modifications to share-based payment arrangements in 2016. 

Options from the ESOT 
The trustee of  the ESOT held nil ordinary shares as at 31 December 2016 (2015: 948,702 ordinary shares). 

Fair value of options and awards
At 31 December 2016 there were no remaining options. For 2015 the weighted average fair values of  options and awards granted during the 
year were 141.72 pence per option and 174.03 pence for award.

The Black-Scholes option pricing model was used to determine the fair value of  the option grants and share awards listed above. 

The assumptions used in the model were as follows:

2016 2015

Weighted average share price on grant (pence) – 444.49

Weighted average exercise price (pence) – 341.55

Expected volatility – 30.00%

Expected life (years) – 0.75 – 5.25

Risk-free rate of  return – 1.00% – 3.00%

Expected dividend yield – 5.50% – 7.00%

Volatility
The volatility of  the Company’s share price was calculated as a normalised standard deviation of  the log of  the daily return on the share 
price. In estimating 30% volatility, the volatility of  return for six months, one year and three year intervals are considered. As a guide to the 
reasonableness of  the volatility estimate, similar calculations are performed on a selection of  MS Amlin’s peer group.

Interest rate
The risk free interest rate was consistent with government bond yields.

Dividend yield
The assumptions were consistent with the information given in the financial statements for each relevant valuation year.
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8. Expenses continued

d) Long-term employee incentive schemes continued
Staff turnover
The option pricing calculations were split by staffing grades as staff  turnover was higher for more junior grades. Furthermore, historical 
evidence suggested that senior employees tended to hold their options for longer whereas more junior levels within the organisation appeared 
to exercise earlier. 

In addition, senior employees held a larger proportion of  the options but represented a smaller group of  individuals. 

Market conditions
The Group issued options that included targets for the Group’s performance against a number of  market and non-market conditions. Failure to 
meet these targets could have reduced the number of  options exercisable. In some circumstances, no options were exercised. Assumptions 
were made about the likelihood of  meeting the market and non-market conditions based on the outlook at the time of  each option grant.

ii) Cash-settled share-based payment schemes
Capital builder plan
The Group rewards senior underwriters through payments under the Capital builder plan (the Plan) if  they achieve performance below the 
target loss ratio for their class(es) of  business or business area over the five-year period of  each award under the Plan. Under the scheme 
rules, the Group has the option to settle the awarded bonus in the shares of  the Company or as a cash payment. 

Provision for payments of  an award under the Plan is calculated every year where actual profits exceed the target profit on a cumulative basis 
over the performance period to date under the Plan. The rate of  accrual for each five-year performance period is determined at the start of  the 
period, reflecting the share of  the excess return payable and committed under the terms of  the Plan.

Under this approach, the services received and the related liability are recognised as the services are rendered, in that the liability at any point 
in time for the Plan reflects the level of  actual performance by underwriters in relation to the target. 

The carrying amount of  the liability under the Plan at 31 December 2016 is £7.6 million (2015: £7.3 million) and is recorded in other payables.

e) Directors’ remuneration 
The aggregate remuneration paid to the Directors in respect of  their services to the Group was as follows:

2016
£m

2015
£m

Salaries and other short-term benefits 4.6 3.7

Amounts received under long-term incentive scheme (other than shares or share options) 10.1 0.3

Amounts received from shares and share options – 0.8

14.7 4.8

Employer’s pension contribution 0.4 0.1

15.1 4.9

The highest paid Director received £5.1 million (2015: £1.6 million) in the year, excluding employer’s pension contributions, in respect of  
services to the Group. The employer’s pension contribution was £0.1 million (2015: less than £0.1 million). Four Directors exercised share 
options during the year (2015: three) and (i) two Directors accrued retirement benefits under the Money Purchase Scheme during the year 
(2015: three); and (ii) one Director accrued retirement benefits under defined benefit scheme during the year (2015: one). Four Directors 
received shares under the Long Term Incentive Plan (2015: three).
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f) Finance costs 

2016
£m

2015
£m

Letter of  credit commission 1.9 1.4

Revolving credit facility 4.3 2.8

Subordinated debt interest 14.7 15.7

Other similar charges 3.2 3.3

24.1 23.2

g) Profit before tax
Profit before tax is stated after charging the following amounts:

Note
2016

£m

Restated
2015

£m

Depreciation 14 7.0 5.4

Amortisation 15 12.1 10.3

Operating lease expenditure 20(b) 12.8 13.4

Foreign exchange (gains)/losses 8(b) (67.5) 29.6

Foreign exchange losses for 2015 have been restated following a prior year adjustment for which further detail is provided in note 1.1. This 
adjustment resulted in a £26.2 million increase to 2015 foreign exchange losses.

Fees paid to the Group’s auditor in respect of  the financial year are set out below: 

2016
£’000

2015
£’000

Audit

Audit of  the Group’s and Company’s annual financial statements 220.0 234.1

Audit of  subsidiaries 1,988.0 1,198.0

2,208.0 1,432.1

Assurance services

Audit-related assurance services 337.0 393.6

Other assurance services 445.0 24.4

782.0 418.0

Other non-audit services

Services related to Group financial reporting systems – 550.0

Services related to corporate finance transactions – 150.0

Other services – 75.2

– 775.2

Total fees 2,990.0 2,625.3

h) Exceptional items
Exceptional items are an expense of  £44.3 million (2015: £nil), representing costs of  £20.4 million associated with the acquisition of  MS Amlin 
plc by Mitsui Sumitomo Insurance Company, Limited; and £23.8 million relating to the subsequent integration of  the businesses. 
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9. Tax 
2016

£m
2015

£m

Current tax – current year

Corporate income tax 34.3 6.7

Foreign tax 4.3 3.0

38.6 9.7

Current tax – adjustments in respect of previous years

Corporate income tax (0.9) (0.9)

Deferred tax – current year

Origination and reversal of  temporary differences (24.7) 9.7

Deferred tax – adjustments in respect of previous years

Movements for the year 3.9 1.2

Impact of  change in UK tax rate (0.3) (3.7)

3.6 (2.5)

Income tax expense 16.6 16.0

In addition to the above, tax of  £12.9 million (2015: £1.6 million charged) has been credited directly to other comprehensive income as follows:

2016
£m

2015
£m

Deferred tax on defined benefit pension fund actuarial losses (4.6) (0.9)

Income tax on items that will not be reclassified to profit or loss (4.6) (0.9)

Current tax on foreign exchange (gains)/losses on translation of  foreign operations, net of  designated hedges (9.5) 2.5

Deferred tax charged on other items within the statement of  other comprehensive income 1.2 –

Income tax on items that may be reclassified subsequently to profit or loss (8.3) 2.5

Taxes (credited)/charged to other comprehensive income (12.9) 1.6

In addition to the above, tax of  £0.7 million (2015: £0.4 million credited) has been credited directly to other reserves as follows:

2016
£m

2015
£m

Deferred tax relating to employee share option schemes (0.7) (0.4)

Taxes credited to other reserves (0.7) (0.4)

The cumulative tax in reserves was £43.2 million (2015: £29.6 million), as per note 17(b).
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Reconciliation of tax expense
The UK standard rate of  corporation tax is 20.0% (2015: 20.25%), whereas the tax charged for the year ended 31 December 2016 as a 
percentage of  profit (2015: profit) before tax is 103.1% (2015 restated: 7.1%). The reasons for this difference are explained below:

2016
£m

2016
%

Restated
2015

£m

Restated
2015

%

Profit before tax 16.1 226.1

Taxation on profit on ordinary activities at the standard rate of  corporation tax 
in the UK 3.2 20.0 45.8 20.3

Non-deductible or non-taxable items 16.5 102.4 8.2 3.6

Tax rate differences on foreign subsidiaries (10.1) (62.8) (36.5) (16.1)

Adjustments in respect of  previous years 3.0 18.9 0.3 0.1

Irrecoverable foreign tax 4.3 26.8 1.9 0.8

UK deferred tax rate change (0.3) (2.2) (3.7) (1.6)

Income tax expense 16.6 103.1 16.0 7.1

The deferred tax asset is attributable to temporary differences arising on the following:

Provisions for 
losses

£m

Other 
provisions

£m

Pension 
provisions

£m

Other 
temporary 

differences
£m

Total
£m

At 1 January 2015 16.8 3.6 6.3 (21.0) 5.7

Amounts credited/(charged) to statement of  profit or loss 2.9 (1.0) (2.8) 1.3 0.4

Amounts credited to statement of  other comprehensive 
income – – 0.9 – 0.9

Amounts charged to statement of  changes in equity – – – 0.4 0.4

Amounts netted off  against deferred tax liabilities – – – 4.3 4.3

Other movements 1.0 – – – 1.0

At 31 December 2015 20.7 2.6 4.4 (15.0) 12.7

Amounts credited/(charged) to statement of  profit or loss (5.4) (0.6) (6.0) 19.5 7.5

Amounts credited to statement of  other comprehensive 
income – – 3.3 – 3.3

Amounts credited to statement of  changes in equity – – – 0.7 0.7

Amounts netted off  against deferred tax liabilities – – – (13.4) (13.4)

Other movements 0.5 – – (1.9) (1.4)

At 31 December 2016 15.8 2.0 1.7 (10.1) 9.4

Deferred tax assets in respect of  tax losses have been recognised as follows:

• £nil (2015: £3.2 million) relating to MS Amlin AG (federal taxes only). The federal tax losses in MS Amlin AG were extinguished as a result of  
the merger of  the company with MS Frontier Reinsurance Limited. This has resulted in a prior year adjustment of  £3.7 million. 

• £11.2 million (2015: £13.6 million) relating to Amlin Insurance S.E (formerly Amlin Europe NV).

• £0.1 million (2015: £0.3 million) relating to MS Amlin Marine NV (formerly RaetsMarine Insurance BV).

• £4.1 million (2015: £3.6 million) relating to the Netherlands branch of  MS Amlin (Overseas Holdings) Ltd.

These assets have been recognised as management consider it probable that future taxable profits will be available against which the losses 
can be utilised.

Cantonal tax legislation in Switzerland does not permit the carry forward of  losses against future taxable profits. On this basis, no cantonal tax 
is provided in relation to cantonal tax losses.

No provision has been made for a deferred tax asset in the Group of  £5.9 million (2015: £2.8 million) on the basis that management do not 
consider that suitable taxable profits will arise against which the asset may be offset. 
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9. Tax continued

Reconciliation of tax expense continued
The deferred tax liability is attributable to temporary differences arising on the following:

Underwriting 
results

£m

Unrealised 
capital gains

£m

Syndicate 
capacity

£m
Intangibles

£m

Other 
temporary 

differences 
£m

Total
£m

At 1 January 2015 18.8 13.5 7.0 14.3 32.1 85.7

Amounts charged/(credited) to statement of  
profit or loss 5.3 2.0 0.3 (1.7) 1.7 7.6

Amounts netted off  against deferred tax 
assets – – – – 4.3 4.3

Other movements – (0.1) – – (0.6) (0.7)

At 31 December 2015 24.1 15.4 7.3 12.6 37.5 96.9

Amounts (credited)/charged to statement of  
profit or loss (17.3) (2.8) (0.2) 0.3 6.5 (13.5)

Amounts netted off  against deferred tax 
assets – – – – (13.4) (13.4)

Opening balances recognised on acquisition 
of  subsidiaries (16.0) – – – 2.1 (13.9)

At 31 December 2016 (9.2) 12.6 7.1 12.9 32.7 56.1

A deferred tax liability of  £36.5 million (2015: £55.7 million) is expected to crystallise more than 12 months after the consolidated statement of  
financial position date.

Deferred tax
UK tax rate
Recent UK budgets have announced changes to the main rate of  UK corporation tax. The current rate of  20% was enacted on 2 July 2013 and 
applied from 1 April 2015. Two further reductions to the main rate of  UK corporation tax have been announced. The new rates of  19% and 17% 
will apply from 1 April 2017 and 1 April 2020 respectively. These rates were substantively enacted on 26 October 2015 and 15 September 2016.

Underwriting profits
Underwriting profits and losses are recognised in the consolidated statement of  profit or loss on an annual accounting basis, recognising the 
results in the period in which they are earned. UK corporation tax on Syndicate 2001’s underwriting result is charged in the period in which the 
underwriting profits are actually paid by the Syndicate to the corporate member subsidiary. This creates a deferred tax position.

Deferred tax is provided on the underwriting result with reference to the forecast ultimate result of  each of  the years of  account. Where this 
is a taxable loss, deferred tax is only provided on the movement on that year of  account to the extent that forecasts show that the taxable 
loss will be utilised in the foreseeable future. A deferred tax asset (before netting off) has been recognised on the underwriting result for this 
accounting period of  £9.2 million (2015: £24.1 million liability).

The Group is subject to US tax on US underwriting profits generated by Syndicate 2001. No provision has been made in respect of  such tax 
arising in 2016 (2015: £nil) as any net provision is likely to be immaterial.

Controlled foreign companies legislation
MS Amlin AG operates in Switzerland as Amlin Re Europe, with the Bermudian business operating as a branch. The Group’s tax provision 
for 2016 has been prepared on the basis that MS Amlin AG is non-UK resident for UK corporation tax purposes and is exempt from the UK 
controlled foreign company regime. The corporation tax rate for profits earned by the Bermudian branch of  MS Amlin AG is currently nil% 
(2015: nil%). The combined rate of  Swiss cantonal and federal taxes, applicable to profits arising from the Swiss operation only, is 21.7% 
(2015: 21.2%).

Deferred tax rate
Deferred tax has been provided for at the local tax rate in force when the temporary differences are expected to reverse. The tax rates used are:

• UK – 17%-19% (2015: 20%-18%);

• The Netherlands – 25% (2015: 25%);

• Bermuda – nil% (2015: nil%); and

• Switzerland – 7.8% federal (2015: 7.8%) and 13.4% cantonal (2015: 13.4%).



MS Amlin plc 2016 Annual Report 69

S
trateg

ic rep
ort

D
irectors’ rep

ort
Financial statem

ents

10. Foreign exchange

a) Net foreign exchange movements
The following exchange movements have been credited/(charged) directly to other comprehensive income:

2016
£m

Restated
2015

£m

Gains/(losses) on translation of  foreign operations: 

– MS Amlin AG 203.5 60.5

– MS Amlin Marine N.V. (3.9) 1.5

– Amlin France SAS (3.3) –

– Amlin Insurance S.E. 58.9 (15.7)

– Leadenhall Capital Partners LLP (3.5) 0.2

– Other 5.0 –

256.7 46.5

Gains/(losses) on translation of  intangibles arising from investments in foreign operations 19.8 (2.5)

(Losses)/gains on financial instruments that hedge investments in foreign operations (89.6) 7.4

Foreign exchange gains on translation of foreign operations, net of designated hedges 186.9 51.4

Foreign exchange gains on translation of  foreign operations, net of  designated hedges for 2015, have been restated for the prior year 
adjustment described in note 1.1. 

This adjustment reduced the 2015 gain on translation of  the Solo Absolute Bonds & Currency Fund previously disclosed in the table above 
from £26.2 million to £nil.

b) Principal exchange rates
The principal exchange rates used in translating foreign currency assets, liabilities, income and expenditure in the production of  these 
financial statements were:

Average rate Year end rate

2016 2015 2016 2015

US dollar 1.36 1.53 1.23 1.47

Canadian dollar 1.80 1.95 1.66 2.04

Euro 1.22 1.38 1.17 1.36

New Zealand dollar 1.95 2.19 1.78 2.16

Japanese yen 147.58 185.01 144.50 177.31

c) Foreign exchange risk 
The exposures to translation, revaluation and asset liability currency matching risk combine to form the Group’s overall exposure to foreign 
exchange risk. The Group’s reporting currency is sterling and significant subsidiary functional currencies are sterling, euro and US dollar. 
The Group holds asset and liability balances in major base currencies of  sterling, euro, US dollars, Canadian dollars, New Zealand dollars and 
Japanese yen. 

Translation risk 
Foreign exchange translation risk arises when business is written in non-functional currencies. These transactions are translated into the 
functional currency of  the relevant Group entity at the prevailing spot rate at the inception date of  the premium. Consequently, there is 
exposure to currency movements between the inception date and the date premium is received. Claims incurred in non-functional currencies 
are recorded at the prevailing spot rate on the date of  the loss event (or suitable equivalent) and then translated back from the functional 
currency at the time a claim is to be settled; therefore the Group is exposed to exchange rate risk between the date the claim is made and the 
date of  settlement. 
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10. Foreign exchange continued

c) Foreign exchange risk continued
Revaluation risk 
The Group is subject to revaluation risk as a result of  the translation of  the Group entities that have a non-sterling functional currency into 
the Group’s sterling reporting currency. At 31 December 2016, the Group was exposed to net investments in foreign operations balances 
totalling US$2,550.6 million (2015: US$1,306.4 million) and €1,107.7 million (2015: €1,090.2 million). Foreign exchange gains and losses on 
investments in foreign subsidiaries are recognised in other comprehensive income in accordance with IAS 21, ‘The effects of  changes in 
foreign exchange rates’. 

The foreign exchange gains on translation of  foreign subsidiaries recognised in other comprehensive income for the year ended 31 December 
2016 were £276.5 million (2015: £44.0 million gain). This reflects the movement in the US dollar rate from 1.47 at the start of  the year to 
1.23 at the balance sheet date and the movement in the euro rate from 1.36 at the start of  the year to 1.17 at the balance sheet date. In 
order to mitigate the impact of  these currency fluctuations, up until November 2016 the Group adopted a policy of  hedging of  up to 100% 
(2015: 50%-75%) of  the net currency exposure resulting from the net investments in foreign operations. From December 2016, due to a risk 
tolerance change, there were no options hedges in place and at 31 December 2016 there were drawdowns on the revolving credit facility of  
US$98.0 million and €20.0 million.

For this purpose, the Group designates drawdowns on the revolving credit facility and options as hedging instruments to hedge its net 
investment in foreign operations, in accordance with the requirements of  IAS 39. The effective portion of  all unrealised and realised gains and 
losses on the designated portion of  the hedging instruments is taken to the consolidated statement of  other comprehensive income to match 
the underlying movement in the valuation of  the net investment in foreign operations, with the ineffective portion recognised in consolidated 
statement of  profit or loss. At 31 December 2016 no option hedges were in place (2015: US$813.8 million; €492.5 million). The net realised and 
unrealised loss from hedging, recognised in the consolidated statement of  comprehensive income during the year was £89.6 million (2015: 
£7.4 million gain).

In relation to revaluation of  the net investment in foreign operations, if  the US$/GBP exchange rates were to improve by 10% at 31 December 
2016, this would result in an additional exchange gain of  £115.0 million recognised in other comprehensive income (2015: £88.6 million). 
The same exchange rate deterioration would result in an additional £115.0 million exchange loss through comprehensive income (2015: 
£25.0 million). 

If  the EUR/GBP exchange rate were to improve by 10% at 31 December 2016, this would result in an additional exchange gain of  £97.8 million 
recognised in other comprehensive income (2015: £36.2 million). The same exchange rate deterioration would result in an additional 
£97.8 million exchange loss through comprehensive income (2015: £63.4 million). 

Asset liability matching by currency risk
Underwriting assets are primarily held in the base currencies of  sterling, euros, US dollars, Canadian dollars, New Zealand dollars and 
Japanese yen, which represent the majority of  the Group’s liabilities by currency, thus limiting the underwriting asset liability matching 
currency risk.

The table below presents the Group’s assets and liabilities by currency. The amounts are stated in the sterling equivalent of  the local currency, 
in order that the amounts can be reconciled to the Group’s consolidated statement of  financial position. The local currency amounts have been 
converted into sterling using the exchange rates as disclosed in note 10(b). 

Currency risk

31 December 2016

Sterling
£m

US$
£m

CAN$
£m

Euro
£m

NZ$
£m

JPY
£m

Total
£m

Total assets 3,008.9 4,812.1 285.8 2,187.2 54.8 110.9 10,459.7

Total liabilities 2,458.5 2,852.2 202.2 1,604.1 45.2 85.8 7,248.0

Net assets 550.4 1,959.9 83.6 583.1 9.6 25.1 3,211.7

Currency risk

31 December 2015

Sterling
£m

US$
£m

CAN$
£m

Euro
£m

NZ$
£m

JPY
£m

Total
£m

Total assets 801.4 3,727.6 167.5 2,170.5 72.7 68.5 7,008.2

Total liabilities 344.5 2,864.2 120.7 1,787.7 28.0 14.2 5,159.3

Net assets 456.9 863.4 46.8 382.8 44.7 54.3 1,848.9
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If  the base currencies were to improve/deteriorate by 10%, the movement in the monetary net underwriting assets and liabilities and 
borrowings of  the Group, excluding foreign operations, would result in the following gains/(losses) in the consolidated statement of  profit or 
loss for the year ended 31 December 2016: 

Currency

31 December 2016 31 December 2015

10% 
improvement

£m

10% 
deterioration

£m

10% 
improvement

£m

10% 
deterioration

£m

US dollars 25.3 (20.7) 13.4 (10.9)

Canadian dollars 15.7 (12.9) 8.5 (7.0)

Euro 3.0 (2.4) (0.2) 0.2

New Zealand dollars (0.4) 0.3 4.5 (3.7)

Japanese yen (3.8) 3.1 0.9 (0.7)

39.8 (32.6) 27.1 (22.1)

Further foreign exchange risk arises until non-sterling profits or losses are converted into sterling. The Company aims to match assets and 
liabilities by major currency, which includes the option to actively sell underwriting profits earned in non-functional currencies of  insurance 
entities as they crystallise. Given the inherent volatility in some business classes, a cautious approach is adopted on the speed and level 
of  sales, but the Group seeks to extinguish all currency risk on earned profit during the second year after the commencement of  each 
underwriting year. It is not the intention to take speculative currency positions in order to make currency gains. 

At 31 December 2016, the Group held some forward foreign exchange contracts in their portfolios to hedge non-base currency investments.

11. Dividends
The amounts recognised as distributions to equity holders are as follows:

Group
2016

£m
2015

£m

Final dividend for the year ended:

– 31 December 2014 of  18.9 pence per ordinary share – 94.6

Special dividend for the year ended:

– 31 December 2014 of  15.0 pence per ordinary share – 75.1

Interim dividend for the year ended:

– 31 December 2015 of  8.4 pence per ordinary share – 42.2

– 211.9

An interim ordinary dividend of  15.0 pence per share in respect of  the year ended 31 December 2015, amounting to £75.8 million was 
conditionally declared by the Board on 23 February 2017. This has not been included as a liability as at 31 December 2016, but was paid on 
20 March 2017.
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12. Financial assets and liabilities 

a) Cash and cash equivalents

2016
£m

2015
£m

Cash and cash in hand 348.5 175.5

Short-term deposits and other highly liquid investments 1,013.6 21.1

1,362.1 196.6

b) Net financial investments

At valuation 
2016

£m

At valuation 
2015

£m

At cost 
2016

£m

At cost 
2015

£m

Assets

Financial assets held for trading at fair value through profit or loss

Shares and other variable yield securities 707.9 596.6 635.6 539.0

Debt and other fixed income securities 3,513.7 3,092.6 3,472.5 3,056.1

Property funds 467.4 351.7 418.1 325.9

Derivative instruments 41.1 15.1 3.9 2.3

Other financial assets at fair value through profit or loss

Participation in investment pools 796.6 269.4 796.7 269.4

Deposits with credit institutions 147.3 116.0 147.3 116.0

Other 1.5 1.2 1.5 1.2

Available-for-sale financial assets

Unlisted equities 6.8 6.5 6.8 6.5

Other

Derivative instruments in designated hedge accounting relationships 1.0 3.6 – –

Total financial assets 5,683.3 4,452.7 5,482.4 4,316.4

Liabilities

Financial liabilities held for trading at fair value through profit or loss

Derivative instruments (35.1) (17.2) (7.4) –

Other

Derivative instruments in designated hedge accounting relationships (7.4) (8.0) – –

Total financial liabilities (42.5) (25.2) (7.4) –

Net financial assets 5,640.8 4,427.5 5,475.0 4,316.4

Debt and other fixed income securities include pooled funds, investing in bonds and other fixed income securities. The valuation of  these 
funds is £1,808.0 million (2015: £1,879.4 million). Participation in investment pools includes units held in money market funds.
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Derivative instruments in designated hedge accounting relationships are designated at inception and qualify for hedge accounting under IAS 
39. All other derivatives are classified as fair value through profit and loss. The reconciliation of  opening and closing net financial investments 
is as follows:

2016
£m

2015
£m

At 1 January 4,427.5 4,361.7

Acquisition through business combination 588.5 –

Foreign exchange gains 566.5 3.8

Net purchase/(sales) 87.2 (1.9)

Net realised (losses)/gains on assets held for trading or other than trading  (41.8) 90.8

Net unrealised gains/(losses) on assets held for trading or other than trading 86.9 (40.3)

Net realised and unrealised (losses)/gains on derivative instruments in designated hedge accounting 
relationships (74.0) 13.4

At 31 December 5,640.8 4,427.5

c) Other loans and receivables

2016
£m

2015
£m

Other receivables 117.3 95.2

Prepayments and other accrued income 36.8 30.2

154.1 125.4

The current and non-current portions are expected to be as follows:

2016
£m

2015
£m

Current portion 146.7 119.5

Non-current portion 7.4 5.9

154.1 125.4

Other receivables comprise principally amounts receivable for financial investments sold, input VAT and other sundry receivables.

The carrying amounts disclosed above are reasonably approximate to the fair value at the reporting date. 

d) Other payables

2016
£m

2015
£m

Accrued expenses and deferred income 148.0 117.9

Other liabilities 105.7 26.2

Social security and other tax payables 11.4 10.7

265.1 154.8

The current and non-current portions are expected to be as follows:

2016
£m

2015
£m

Current portion 251.1 138.6

Non-current portion 14.0 16.2

265.1 154.8

Other liabilities comprise principally of  amounts payable for financial investments purchased, collateral repayable on derivative contracts and 
other sundry payables.

The carrying amounts disclosed above are reasonably approximate to the fair value at the reporting date.
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12. Financial assets and liabilities continued

e) Borrowings

2016
£m

2015
£m

Subordinated debt – 229.7

Revolving credit facility 96.5 143.4

Short term loan from MSI 41.7 –

Other 0.3 0.5

138.5 373.6

The current and non-current portions are expected to be as follows:

2016
£m

2015
£m

Current portion 138.3 373.3

Non-current portion 0.2 0.3

138.5 373.6

On 19 December 2016 the Company repaid the Group’s subordinated debt of  £230.0 million.

The Company and certain of  its subsidiaries have a debt facility with its banks which is available until August 2017 and provides an unsecured 
£300.0 million multicurrency revolving credit facility available by way of  cash advances and a secured US$200.0 million letter of  credit (LOC). 
The facility is guaranteed by the Company’s subsidiaries MS Amlin Corporate Services Ltd and MS Amlin (Overseas Holdings) Ltd. The LOC is 
secured by a fixed charge over a portfolio of  assets managed by Insight Investment Management (Global) Ltd with State Street Bank and Trust 
Company as custodian. 

On 8 August 2016, the Company received ¥6.0 billion (£41.7 million), as a short term loan from MSI and this will be repaid with accrued 
interest on 31 May 2017.

MS Amlin AG has three LOC facilities of  US$250.0 million (2015: US$280.0 million), US$60.0 million (2015: US$nil million) and NZ$75.0 million 
(2015: NZ$75.0 million). The US$250.0 million facility is secured by a registered charge over a portfolio of  assets managed by Fiera Capital 
with BNP Paribas as custodian. The US$60.0 million facility is secured by time deposits held at Barclays Bank. The NZ$75.0 million LOC is 
secured by time deposits held at National Australia Bank. As at 31 December 2016, US$254.3 million of  LOC were issued (2015: US$261.1 million). 
The total value of  restricted assets as at 31 December 2016 was US$302.0 million (2015: US$282.8 million).

Amlin Insurance S.E. has a credit facility with ABN AMRO N.V. as arranger. The facility provides a daily revocable overdraft of  up to €5.0 million 
(2015: €5.0 million), a guarantee facility to a third party of  up to €30.0 million (2015: €30.0 million) and a guarantee/standby LOC for up to the 
Euro equivalent of  £22.5 million (2015: £22.5 million).

At 31 December 2016, €7.4 million of  guarantees were issued (2015: €8.1 million); €2.8 million (2015: €8.1 million) from the guarantee facility 
and €4.3 million (2015: €nil) from the guarantee/standby LOC. There are no restricted assets to secure the facility. 
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f) Fair value hierarchy
i) Fair value methodology
For financial instruments carried at fair value the Group has categorised the measurement basis into a fair value hierarchy as follows:

Level 1 – Quoted prices (unadjusted) in active markets for identical assets or liabilities. An active market is one in which transactions for the 
asset occur with sufficient frequency and volume to provide readily and regularly available quoted prices. 

Level 2 – Inputs to a valuation model other than quoted prices included within Level 1 that are observable for the asset or liability, either directly 
(i.e. as prices) or indirectly (i.e. derived from prices).

Level 3 – Inputs to a valuation model for the asset or liability that are not based on observable market data (unobservable inputs) and are 
significant to the overall fair value measurement. Unobservable inputs may have been used to measure fair value to the extent that observable 
inputs are not available, thereby allowing for situations in which there is little, if  any, market activity for the asset or liability at the measurement 
date (or market information for the inputs to any valuation models). As such, unobservable inputs reflect the assumptions it is considered that 
market participants would use in pricing the asset.

There were no changes to the valuation techniques during the year.

Shares and other variable yield securities
Listed equities traded on a primary exchange in an active market are classified as Level 1. 

Available-for-sale unlisted equities represent the Group’s investments in broker businesses and do not have a quoted price in an active 
market. As such they are valued using a discounted cash flow of  future income method adjusted for management expectation of  market 
exit prices which is largely unobservable. Hence, they have been included in Level 3 with fair value movements being recognised in other 
comprehensive income.

Debt and other fixed income securities
The fair value is based upon quotes from pricing services where available. These pricing services derive prices based on an average of  
quotes provided by brokers. Where multiple quotes are not available, the fair value is based upon evaluated pricing services, which typically 
use proprietary cash flow models and incorporate observable market inputs, such as credit spreads, benchmark quotes and other trade 
data. If  such services do not provide coverage of  the asset, then fair value is determined manually using indicative broker quotes, which are 
corroborated by recent market transactions in similar or identical assets. 

Where there is an active market for these assets and their fair value is the unadjusted quoted market price, these are classified as Level 1. This 
is typically the case for government bonds. Level 1 also includes bond funds, where fair value is based upon quoted prices. Where the market 
is inactive or the price is adjusted, but significant market observable inputs have been used by the pricing sources, then these are considered 
to be Level 2. This is typically the case for government agency debt, corporate debt, mortgage and asset-backed securities and catastrophe 
bonds. Certain assets, for which prices or other market inputs are unobservable, are classified as Level 3.

Property funds
The Group’s property fund portfolios are valued using the most recent net asset value provided by the fund managers. The net asset values, 
which may be a quarter in arrears, are determined by the fund managers using proprietary cash flow models. In such cases, adjustments 
may be made to bring the net asset value to a more current valuation. The inputs into that valuation, such as discount rates, are primarily 
unobservable and, as such, these assets are classified as Level 3. Where an investment is made into a new property fund the transaction price 
is considered to be the fair value if  it is the most recent price available. 

Participation in investment pools
These are units held in money market funds and the value is based upon unadjusted, quoted and executable prices provided by the fund 
manager and these are classified as Level 1. Certain investment pools, for which prices or other market inputs are unobservable, are classified 
as Level 3.

Derivatives
Listed derivative contracts, such as futures, that are actively traded are valued using quoted prices from the relevant exchange and are 
classified as Level 1. Over-the-counter currency options are valued by the counterparty using quantitative models with multiple market inputs 
such as foreign exchange rate volatility. The market inputs are observable and the valuation can be validated through external sources. 
These are classified as Level 2. The Group’s risk transfer contracts with Tramline Re II Ltd have been classified as derivative instruments. The 
valuation of  these instruments is based on forecast cash flow models which contain principally unobservable market inputs, and as such are 
classified as Level 3.
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12. Financial assets and liabilities continued

f) Fair value hierarchy continued
ii) Net financial investments by fair value grouping

Fair value hierarchy Fair value hierarchy

Level 1
£m

Level 2
£m

Level 3
£m

Total
2016

£m
Level 1

£m
Level 2

£m
Level 3

£m

Total
2015

£m

Assets

Financial assets held for trading at fair value 
through profit or loss

Shares and other variable yield securities 707.9 – – 707.9 596.6 – – 596.6

Debt and other fixed income securities 2,810.4 703.3 – 3,513.7 2,863.2 227.7 1.7 3,092.6

Property funds 467.4 467.4 – – 351.7 351.7

Derivative instruments – 40.0 1.1 41.1 – 14.4 0.7 15.1

Other financial assets at fair value through 
profit or loss

Participation in investment pools 791.9 – 4.7 796.6 269.4 – – 269.4

Deposits with credit institutions 147.3 – – 147.3 116.0 – – 116.0

Other 1.4 – 0.1 1.5 1.1 – 0.1 1.2

Available-for-sale financial assets –

Unlisted equities – – 6.8 6.8 – – 6.5 6.5

Other

Derivative instruments in designated hedge 
accounting relationships – 1.0 – 1.0 – 3.6 – 3.6

Total assets 4,458.9 744.3 480.1 5,683.3 3,846.3 245.7 360.7 4,452.7

Liabilities

Financial liabilities held for trading at fair 
value through profit or loss

Derivative instruments – (35.1) – (35.1) – (17.2) – (17.2)

Other

Derivative instruments in designated hedge 
accounting relationships – (7.4) – (7.4) – (8.0) – (8.0)

Total liabilities – (42.5) – (42.5) – (25.2) – (25.2)

Net financial investments 4,458.9 701.8 480.1 5,640.8 3,846.3 220.5 360.7 4,427.5

The table above excludes the Group’s holdings of  cash and cash equivalents of  £1,362.1 million (2015: £196.6 million). These are measured 
at fair value and are categorised as Level 1. 

The table also excludes the Group’s loans and receivables, other payables and borrowings, included in notes 12(c), 12(d) and 12(e) 
respectively, which are carried at amounts that approximate to the fair value and are categorised as Level 3 in the fair value hierarchy. 

The majority of  the Group’s investments are valued based on quoted market information or other observable market data. The Group holds 
8.5% (2015: 8.1%) of  its net financial investments at a fair value based on estimates and recorded as Level 3 investments. Where estimates 
are used, these are based on a combination of  independent third party evidence and internally developed models, calibrated to market 
observable data where possible. While such valuations are sensitive to estimates, it is believed that changing one or more of  the assumptions 
to reasonably possible alternative assumptions might result in a higher or lower fair value measurement, though this is unlikely to be significant.
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iii) Transfers between levels of the fair value hierarchy
The Group’s policy is to recognise transfers into and transfers out of  fair value hierarchy levels at the end of  the relevant reporting period 
during which the transfers are deemed to have occurred.

There has been a transfer from Level 3 into Level 2 during the year of  £2.0 million (2015 transfer from Level 2 to Level 3: £1.7 million) due to the 
availability of  quoted prices for that security. There were no transfers between Level 1 and Level 2 during the year or in the comparative year.

The table below analyses the movements in assets and liabilities classified as Level 3 investments during 2016:

Debt and other 
fixed income 

securities
£m

Property 
funds

£m

Derivative 
instruments

£m
Other

£m

Unlisted 
equities

£m
Total

£m

At 1 January 2016 1.7 351.7 0.7 0.1 6.5 360.7

Total net gains recognised in investment 
return in profit or loss – 30.9 (15.2) – 0.2 15.9

Sales – (34.5) – – – (34.5)

Purchases – 71.5 – 4.7 – 76.2

Settlements (0.3) (2.6) 12.3 – – 9.4

Transfers out to Level 2 (2.0) – – – – (2.0)

Foreign exchange gains 0.6 50.4 3.3 – 0.1 54.4

At 31 December 2016 – 467.4 1.1 4.8 6.8 480.1

Total net unrealised gains for the year 
recognised in investment return in profit or 
loss for assets and liabilities held at the end 
of the reporting year 29.3

Debt and other 
fixed income 

securities
£m

Property funds
£m

Derivative 
instruments

£m
Other

£m

Unlisted 
equities

£m
Total

£m

At 1 January 2015 – 255.5 – 0.1 6.6 262.2

Total net gains/(losses) recognised in 
investment return in profit or loss – 12.1 (13.2) – – (1.1)

Sales – (5.3) – – – (5.3)

Purchases – 93.2 – – – 93.2

Settlements – (9.1) 10.3 – – 1.2

Transfers in from Level 2 1.7 – – – – 1.7

Foreign exchange gains/(losses) – 5.3 3.6 – (0.1) 8.8

At 31 December 2015 1.7 351.7 0.7 0.1 6.5 360.7

Total net unrealised gains for the year 
recognised in investment return in profit or loss 
for assets and liabilities held at the end of  the 
reporting year 13.6
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12. Financial assets and liabilities continued

g) Financial risk management 
The following section describes the Group’s investment risk management from a quantitative and qualitative perspective. 

The Group has two main categories of  assets:

• Underwriting assets – premium received and held to meet future insurance claims. 

• Capital assets – capital required by the regulators to support the underwriting business plus working capital and surplus funds. Apart from 
the outstanding borrowings, these assets do not have specific current liabilities attached to them. 

Investment governance
The Group manages its investments in accordance with investment governance frameworks that are set by the Board of  MS Amlin plc. These 
frameworks determine investment governance and the investment risk tolerance. They are reviewed on a regular basis to ensure that the 
Boards’ fiduciary and regulatory responsibilities are being met. Day-to-day management of  the investments is delegated to the Investment 
Management Executive or members of  the relevant subsidiary’s executive, who are advised by the Chief  Investment Officer. 

The Investment Management Executive comprises the Chief  Executive, Chief  Finance & Operations Officer and Chief  Investment Officer, which 
meets quarterly to consider whether the strategic asset allocation and tactical asset allocation ranges are appropriate to optimise investment 
returns within the risk tolerances set by the Board. MS Amlin Investments, led by the Chief  Investment Officer, is responsible for tactical asset 
allocation and the appointment of  external investment managers and custodians.

Risk tolerance
Investment risk tolerances are set by the Board. The investment process is driven from the risk tolerance which is determined by reference 
to factors such as the underwriting cycle and the requirements of  the capital providers. In a hard underwriting market capital preservation is 
paramount in order to support the insurance business and, therefore, the risk tolerance for the capital assets will be low. Conversely, the risk 
tolerance for the underwriting assets under these circumstances will be relatively high due to the strong cash flow. In a soft underwriting market 
the opposite applies. 

Investment risk is monitored by the MS Amlin Investment Management teams using a market-recognised third-party risk model. Risk reporting 
is generated by MS Amlin Investment Management team and an independent review is conducted by the MS Amlin Risk function. These 
reports are then circulated to the Investment Management Executive, and the Risk & Solvency Committee.

Strategic asset allocation
Each of  the Group’s principal subsidiaries has its own strategic asset allocation which is set according to its risk tolerance and liabilities.

The strategic asset allocations for capital assets are set by using a Value at Risk (VaR1) model to determine the optimum asset allocation for 
the current risk tolerance, which ensures that appropriate solvency levels are maintained. 

The expected timescale for future cash flows in each currency is calculated by the Group Actuarial team; the average of  these form the basis 
of  our asset liability duration management. 

Tactical ranges around these strategic asset allocations provide flexibility to ensure that an appropriate risk/reward balance is maintained in 
changing investment markets. 

Investment management
Investments are run on a multi-asset, multi-manager basis. Exposure to asset classes is achieved using physical holdings of  the asset class 
or derivative instruments and may be managed by the Investment Management teams or by outsourced managers, on a segregated, pooled 
or commingled basis2. Manager selection is based on a range of  criteria that leads to the expectation that they will add value to the funds 
over the medium to long-term. The managers have discretion to manage the funds on a day-to-day basis within investment guidelines or 
prospectuses applicable to their funds that ensure that they comply with the investment governance frameworks. The managers’ performance, 
compliance and risk are monitored on an ongoing basis. 

Notes:
1.  VaR is a statistical measure which calculates the possible loss over a year in normal market conditions. As VaR estimates are based on historical market data this should not be 

viewed as an absolute gauge of the level of risk to the investments.
2.  Segregated funds are managed separately for the Group. Pooled funds are collective investment vehicles in which the Group and other investors purchase units. Commingled funds 

combine the assets of several clients. 
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The funds under management with each manager are shown below:

Manager

31 December 2016 31 December 2015

Total assets
£m

Total
%

Total assets
£m

Total
%

Segregated funds

Aberdeen Asset Managers Ltd 223.4 3.4 185.7 4.2

Artemis Investment Management LLP 368.0 5.6 306.2 6.7

Barclays Bank plc 0.1 – 24.2 0.5

Bank of  Butterfield – – 13.7 0.3

CBRE Global Collective Investors (UK) Ltd 319.7 4.8 207.1 4.6

Fiera Capital Corporation 307.8 4.7 75.5 1.7

Insight Investment Management (Global) Ltd 145.5 2.2 109.0 2.4

JP Morgan 2.4 0.1 – –

Lloyds Bank 7.0 0.1 – –

National Australia Bank 11.1 0.2 – –

Townsend Group Europe Ltd 174.4 2.6 155.5 3.4

Veritas Asset Management LLP 396.8 6.0 328.8 7.2

Wellington Management International Ltd 464.6 7.0 387.5 8.5

Pooled vehicles – liquidity funds

BlackRock Investment Management (UK) Ltd 422.9 6.4 78.9 1.7

Bank of  New York Mellon 872.0 13.2 – –

BNP Paribas 1.6 0.1 – –

Citibank 1.5 0.1 0.9 –

Goldman Sachs Asset Management International – – 10.1 0.2

HSBC Global Asset Management (France) 67.9 1.0 45.9 1.0

Western Asset Management 29.6 0.4 – –

Pooled vehicles – bonds and LIBOR plus funds

Bluebay Asset Management LLP1 298.6 4.5 352.4 7.8

Goldman Sachs Asset Management International1 603.0 9.1 568.9 12.5

H20 AM LLP 624.2 9.4 595.6 13.1

Insight Investment Management (Global) Ltd1 281.7 4.3 306.0 6.7

PIMCO Global Advisers (Ireland) Ltd1 227.7 3.4 336.0 7.4

Wellington Management International Ltd1 315.2 4.8 242.3 5.3

Pooled vehicles – insurance linked securities

Leadenhall Capital Partners LLP 81.0 1.2 69.1 1.5

Commingled funds

Corporation of  Lloyd’s Treasury Services 238.9 3.6 101.4 2.2

Fiera Capital Corporation (formerly Union Bank of  Switzerland) 121.1 1.8 47.9 1.1

6,607.7 100.0 4,548.6 100.0

Note: 
The table above excludes the Group’s directly held securities of £6.5million (2015: £13.0 million) comprising insurance linked securities £nil million (2015: £0.1 million), unlisted equities 
£6.4 million (2015: £5.9 million) and other liquid investments £0.1 million (2015: £7.1 million). The table also excludes £0.7 million unrealised gains (2015: £9.3 million unrealised losses) 
accruing to a series of foreign exchange contracts placed on behalf of the Group to hedge portfolio currency exposures.
1. These funds are sub-funds within an umbrella structure as referenced in note 18(c). See table below for the associated umbrella structure.

Sub funds under management Umbrella structure

Bluebay Asset Management LLP BlueBay Funds

Goldman Sachs Asset Management International Goldman Sachs Funds SICAV

Insight Investment Management (Global) Ltd BNY Mellon Global Fund, plc

PIMCO Global Advisers (Ireland) Ltd PIMCO Funds: Global Investors Series plc

Wellington Management International Ltd Wellington Management Portfolios (Luxembourg)
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12. Financial assets and liabilities continued

g) Financial risk management continued
Asset allocation
The total value of  investments in the following tables is reconciled to note 12(b), financial assets and financial liabilities, as follows:

2016
£m

2015
£m

Net financial investments per note 12(b) 5,640.8 4,427.5

Assets/(liabilities) shown separately in the notes to the financial statements:

Accrued income 4.1 4.1

Net unsettled receivables for investments sold 13.7 43.2

Cash funds held by financial institutions 935.1 74.8

Assets not analysed in the investment asset allocation tables: 

Liquid investments 21.5 0.5

Unlisted equities 0.9 (0.7)

Margin and collateral balances relating to derivative instruments (1.2) 2.9

Total investments in asset allocation tables below 6,614.9 4,552.3

The asset allocation of  the Group’s investments is set out below:

31 December 2016 31 December 2015

Underwriting 
assets

£m

Capital 
assets

£m

Total 
assets

£m
Total

%

Underwriting 
assets

£m

Capital 
assets

£m

Total 
assets

£m
Total

%

Global equities 6.4 708.6 715.0 10.8 5.8 597.0 602.8 13.3

Bonds

Government securities 1,104.4 19.5 1,123.9 17.0 787.6 23.2 810.8 17.8

Government agencies/guaranteed bonds 46.5 – 46.5 0.7 9.3 – 9.3 0.2

Asset-backed securities 0.6 – 0.6 – 10.4 – 10.4 0.2

Mortgage-backed securities – Prime 17.1 – 17.1 0.3 30.1 – 30.1 0.7

Corporate bonds 218.1 5.6 223.7 3.4 99.5 0.4 99.9 2.2

Pooled vehicles 1,212.7 644.0 1,856.7 28.0 1,198.9 680.5 1,879.4 41.3

Insurance linked securities – – – – 0.1 – 0.1 –

2,599.4 669.1 3,268.5 49.4 2,135.9 704.1 2,840.0 62.4

Property funds – 467.4 467.4 7.1 – 351.8 351.8 7.7

Other liquid investments

Liquidity funds and other liquid investments 1,645.5 518.5 2,164.0 32.7 619.6 138.1 757.7 16.6

4,251.3 2,363.6 6,614.9 100.0 2,761.3 1,791.0 4,552.3 100.0

Pooled vehicles held are represented by 40.2% government/agency bonds (2015: 36%), 37.5% corporate bonds (2015: 35%), 14.0% 
mortgage-backed and asset-backed securities (2015: 13.9%), 4.4% insurance linked securities (2015: 3.7%) and 1.3% equities (2015: 0.3%) 
and 2.6% other liquid investments (2015: 11.1%).
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The industry and geographical splits were as follows:

Industry

31 December 2016 31 December 2015

Corporate 
bonds

%

Global  
equities

%
Total

%

Corporate 
bonds

%

Global  
equities

%
Total

%

Oil & gas 2.6 2.3 2.4 3.4 7.7 7.1

Basic materials – 4.2 3.2 0.3 3.8 3.3

Industrials 2.6 14.0 11.3 1.1 19.4 16.8

Consumer goods & services 7.8 16.8 14.6 6.5 15.1 13.9

Healthcare 1.3 24.3 18.8 0.7 19.0 16.4

Government guaranteed 17.4 – 4.1 2.3 0.7 0.9

Telecommunications 2.2 10.7 8.7 2.7 8.0 7.2

Utilities 4.2 1.4 2.1 3.5 4.3 4.2

Financials 59.7 16.1 26.5 78.9 12.0 21.5

Technology 2.2 10.2 8.3 0.6 10.0 8.7

100.0 100.0 100.0 100.0 100.0 100.0

Note: 
The table above excludes government bonds and pooled vehicles but includes £2.1 million (2015: £0.5 million) of corporate bonds with government guarantees. 

Region

31 December 2016 31 December 2015

Corporate 
bonds

%

Global  
equities

%
Total

%

Corporate 
bonds

%

Global  
equities

%
Total

%

UK 1.9 9.7 4.5 1.3 7.8 3.8

US and Canada 75.3 58.0 69.6 71.5 54.2 64.9

Europe (excluding UK) 15.7 15.9 15.7 23.1 20.6 22.1

Far East 6.4 10.6 7.8 3.8 12.9 7.3

Emerging markets 0.7 5.8 2.4 0.3 4.5 1.9

100.0 100.0 100.0 100.0 100.0 100.0

Note: 
The table above includes all bond and equity investments, but excludes pooled vehicles.

h) Market risk 
Market risk concerns the risks associated with valuation, interest rates, liquidity and counterparty credit. Foreign exchange risk is described 
in note 10(c).

Valuation risk 
Where possible, Group assets are marked to market at bid price. Prices are supplied by the Group’s custodians whose pricing processes 
are covered by their published annual controls reports. In accordance with their pricing policies, prices are sourced from market recognised 
pricing vendor sources. These pricing sources use closing trades or, where more appropriate in illiquid markets, pricing models. These 
models typically use broker quotes or other independent valuation techniques such as discounted cash flow models using observable or 
unobservable market inputs. 

The Group has an established control framework with respect to fair value measurement which ensures the valuation of  financial assets and 
financial liabilities meets the requirements of  IFRS. As part of  this process, the Group reviews the valuation policies of  its custodians along 
with the evidence provided by the custodians to support fair value measurement. The prices are also reconciled to the fund managers’ records 
to check for reasonableness.

As an additional level of  governance over pricing, the Group validates the prices provided by pricing vendor sources against information 
obtained from Bloomberg where available. A review of  stale prices was also conducted at 31 December 2016 and the impact of  stale prices 
on the Group’s investment valuation is considered immaterial. Further details of  the fair value measurement of  financial assets and financial 
liabilities are included in note 12(f).

The valuation of  investments is sensitive to equity risk. The impact on profit before tax of  a 1% improvement/deterioration in the total market 
value of  shares and other variable yield securities would be a £7.1 million gain/loss (2015: £6.0 million). Sensitivities in relation to other risks 
are considered in the following pages and 10(c).
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12. Financial assets and liabilities continued

h) Market risk continued
Interest rate risk 
Investors’ expectations for interest rates will impact bond yields1. Therefore, the value of  the Group’s bond holdings is subject to fluctuation 
as bond yields rise and fall. If  yields fall the capital value will rise, and vice versa. The sensitivity of  the price of  a bond is indicated by its 
duration2. The greater the duration of  a security, the greater its possible price volatility. Typically, the longer the maturity of  a bond the greater 
its duration. The maturity bands of  the Group’s bond holdings as at 31 December 2016 are shown below:

31 December 2016 31 December 2015

Underwriting 
assets

£m
Capital assets

£m
Total

£m

Underwriting 
assets

£m
Capital assets

£m
Total

£m

Less than 1 year 862.4 9.3 871.7 265.7 8.8 274.5

1-2 years 251.7 0.2 251.9 415.4 – 415.4

2-3 years 112.9 – 112.9 63.0 0.2 63.2

3-4 years 21.8 – 21.8 47.9 – 47.9

4-5 years 30.9 – 30.9 28.7 – 28.7

Over 5 years 106.9 15.6 122.5 116.3 14.6 130.9

1,386.6 25.1 1,411.7 937.0 23.6 960.6

Note: 
The table above excludes pooled vehicles of £1,856.7 million (2015: £1,879.4 million). 

The duration of  underwriting assets is set with reference to the duration of  the underlying liabilities. It should be noted that the liabilities are 
not currently discounted and therefore their value is not impacted by interest rate movements. Cash is raised, or the duration of  the portfolio 
reduced, if  it is believed that yields may rise and therefore capital values will fall. 

The average durations of  the bond and cash portfolios for the underwriting assets and associated insurance liabilities as at 31 December 2016 
were as follows:

Underwriting assets/liabilities

31 December 2016 31 December 2015

Assets 
Years

Liabilities 
Years

Assets 
Years

Liabilities 
Years

Sterling 0.7 3.0 1.2 4.1

US dollar 0.1 2.1 0.4 2.5

Euro 0.2 3.2 0.8 3.5

Canadian dollar 0.5 2.7 0.8 4.0

Note: 
The table above includes pooled vehicles.

The asset durations above are calculated by the custodian and are checked against those reported by the fund managers. Liabilities durations 
are calculated by the Group Actuarial team.

Notes:
1.  The yield is the rate of return paid if a security is held to maturity. The calculation is based on the coupon rate, length of time to maturity and the market price. It assumes coupon 

interest paid over the life of the security is reinvested at the same rate.
2. The duration is the weighted average maturity of the security’s expected cash flows, where the present values of the cash flows serve as the weights.
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An indication of  the potential sensitivity of  the value of  the bond and cash funds to changes in yield is shown below:

Shift in yield 
(basis points)

Syndicate 2001 & Syndicate 3210 MS Amlin AG Amlin Insurance S.E. Net  
(reduction)/

 increase 
in value 

£m

U/wtg 
Sterling

%

U/wtg 
US$

%

U/wtg 
CAN$

%

U/wtg 
Euro 

%

U/wtg 
NZ$ 

%

U/wtg 
JPY 

%

Capital 
Sterling 

%
U/wtg 

%
Capital 

%
U/wtg 

%
Capital 

%

100 (0.7) 0.1 (0.6) (0.1) (0.6) (0.7) 0.1 – 0.3 (0.1) 0.7 (4.0)

75 (0.5) – (0.4) (0.1) (0.5) (0.5) 0.1 – 0.2 (0.1) 0.5 (3.0)

50 (0.4) – (0.3) (0.1) (0.3) (0.3) 0.1 – 0.1 – 0.4 (2.0)

25 (0.2) – (0.1) – (0.2) (0.2) – – 0.1 – 0.2 (1.0)

– 25 0.2 – 0.1 – 0.2 0.2 – – (0.1) – (0.2) 1.0

– 50 0.4 – 0.3 0.1 0.3 0.3 (0.1) – (0.1) – (0.4) 2.0

– 75 0.6 – 0.4 0.1 0.5 0.5 (0.1) – (0.2) 0.1 (0.5) 3.0

– 100 0.7 (0.1) 0.6 0.1 0.6 0.7 (0.1) – (0.3) 0.1 (0.7) 4.0

Note: 
The table above includes pooled vehicles.

Liquidity risk
It is important that the Group’s entities can pay their obligations as they fall due. Levels of  cash are therefore managed on a daily basis and 
buffers of  liquid assets are held in excess of  the immediate requirements. This is to reduce the risk of  being forced sellers of  any of  the 
Group’s assets, which may result in realising prices below fair value, especially in periods of  below normal investment market liquidity. 

The Group funds its insurance liabilities with a portfolio of  cash and debt securities exposed to market risk. The following table indicates the 
contractual timing of  cash flows arising from assets and liabilities for management of  insurance contracts at 31 December 2016:

31 December 2016
Financial assets

Contractual cash flows (undiscounted) 

Carrying 
amount

£m

No stated 
maturity

£m
0-1 yr

£m
1-3 yrs

£m
3-5 yrs

£m
>5 yrs

£m

Shares and other variable yield securities 714.6 – 0.4 – – 715.0

Debt and other fixed income securities 1,856.7 8.3 870.8 121.2 150.8 3,268.5

Property funds 467.3 – – – – 467.3

Liquidity funds and other liquid investments 2,162.0 – – – – 2,162.0

Derivative financial instruments, net (1.8) 3.9 – – – 2.1

Total 5,198.8 12.2 871.2 121.2 150.8 6,614.9

Insurance liabilities

Expected cash flows (undiscounted) 

Carrying 
amount

£m

No stated 
maturity

£m
0-1 yr

£m
1-3 yrs

£m
3-5 yrs

£m
>5 yrs

£m

Outstanding claims – 1,368.1 1,740.1 609.6 664.3 4,382.1

Less reinsurers’ share of  outstanding claims – (289.9) (93.5) (42.3) (44.0) (469.7)

Total – 1,078.2 1,646.6 567.3 620.3 3,912.4

Difference in contractual cash flows 5,198.8 (1,066.0) (775.4) (446.1) (469.5) 2,702.5
Note: 
Debt and other fixed income securities include pooled vehicles of £1,856.7 million (2015: £1,879.4 million) which have no stated maturity.
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h) Market risk continued

31 December 2015
Financial assets

Contractual cash flows (undiscounted) 

Carrying 
amount

£m

No stated 
maturity

£m
0-1 yr

£m
1-3 yrs

£m
3-5 yrs

£m
>5 yrs

£m

Shares and other variable yield securities 602.4 0.4 – – – 602.8

Debt and other fixed income securities 1,879.4 570.4 176.8 82.4 159.7 2,840.0

Property funds 351.8 – – – – 351.8

Liquidity funds and other liquid investments 764.5 – – – – 764.5

Derivative financial instruments, net (6.6) (0.2) – – – (6.8)

Total 3,591.5 570.6 176.8 82.4 159.7 4,552.3

Insurance liabilities

Expected cash flows (undiscounted) 

Carrying 
amount

£m

No stated 
maturity

£m
0-1 yr

£m
1-3 yrs

£m
3-5 yrs

£m
>5 yrs

£m

Outstanding claims – 879.0 777.2 537.2 748.3 2,941.7

Less reinsurers’ share of  outstanding claims – (86.6) (83.4) (66.4) (81.8) (318.2)

Total – 792.4 693.8 470.8 666.5 2,623.5

Difference in contractual cash flows 3,591.5 (221.8) (517.0) (388.4) (506.8) 1,928.8

Liquidity, in the event of  a major disaster, is tested regularly using internal cash flow forecasts and realistic disaster scenarios. Liquidity is 
supported by pre-arranged revolving credit facilities as detailed in note 12(e). If  a major insurance event occurs the investment strategy is 
reviewed to ensure that sufficient liquidity is also available in the assets. 

A breakdown of  the current and non-current portions of  the other non-derivative financial liabilities is available in notes 12(d) and 12(e).
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Credit risk 
Credit risk is the risk that the Group becomes exposed to losses if  a specific counterparty fails to perform its contractual obligations in a timely 
manner, impacting the Group’s ability to meet its claims as they fall due. Credit risk can also arise from underlying causes that have an impact 
upon the creditworthiness of  all counterparties of  a particular description or geographical location. The Group’s credit risk is mitigated by the 
collateral received from counterparties, details of  which are given in note 12(j). The Group is exposed to credit risk in its investment portfolio 
and with its premium and reinsurance receivables. The table below shows the breakdown at 31 December 2016 of  the exposure of  the bond 
portfolio, liquidity funds and insurance and reinsurance receivables by credit quality1.

31 December 2016

Debt 
securities

£m %

Liquidity 
funds

£m %

Insurance 
and 

reinsurance
receivables2

£m %

Reinsurers’ 
share of 

outstanding 
claims

£m %

AAA 951.2 29.1 731.0 100.0 5.4 0.3 – –

AA 841.1 25.7 – – 20.0 1.1 136.0 29.0

A 893.3 27.3 – – 110.6 6.0 248.3 52.9

BBB 387.3 11.9 – – 0.8 0.2 0.2 –

Other 195.6 6.0 – – 1,702.1 92.6 85.2 18.1

3,268.5 100.0 731.0 100.0 1,838.9 100.0 469.7 100.0

31 December 2015

Debt 
securities

£m %

Liquidity 
funds

£m %

Insurance 
and 

reinsurance
receivables

£m %

Reinsurers’ 
share of  

outstanding 
claims

£m %

AAA 652.3 22.9 258.3 100.0 3.0 0.3 2.5 0.8

AA 810.5 28.5 – – 12.8 1.1 124.0 39.0

A 1,117.8 39.4 – – 43.2 3.7 156.6 49.2

BBB 150.0 5.3 – – 5.5 0.5 0.9 0.3

Other 109.4 3.9 – – 1,099.9 94.4 34.2 10.7

2,840.0 100.0 258.3 100.0 1,164.4 100.0 318.2 100.0

Notes:
1.  Credit ratings on debt securities are State Street composite ratings based on Standard & Poor’s, Moody’s and Fitch, depending on which agency/agencies rate each bond.
2.  Insurance and reinsurance receivables includes £153.8 million (2015: £342.8 million) of premium receivable from policyholders and £1,548.3 million (2015: £757.1 million) of premium 

receivable from intermediaries that are not rated.

i. Insurance and reinsurance
The table above includes premium receivables, representing amounts due from policyholders. The quality of  these receivables is not graded, 
but based on historical experience there is limited default risk relating to these amounts. Premium credit risk is managed through a number 
of  controls that include broker approval, annual financial review and internal rating of  brokers and regular monitoring of  premium settlement 
performance.

Also included are reinsurance receivables, which represent the amounts due at 31 December 2016, as well as amounts expected to be 
recovered on unpaid outstanding claims (including IBNR) in respect of  earned risks. These are stated net of  provisions for impairment. 
The credit risk in respect of  reinsurance receivables, including reinsurers’ share of  outstanding claims, is primarily managed by review and 
approval of  reinsurance security by the Group’s Reinsurance Security Committee prior to the purchase of  the reinsurance contract. Guidelines 
are set, and monitored, that restrict the purchase of  reinsurance security based on the Group’s own ratings for each reinsurer. The Group holds 
collateral from certain reinsurers including those that are non-rated as security against potential default. The details of  reinsurance collaterals 
held and placed with third party trust funds are provided in note 12(j). At 31 December 2016, the Group held collateral of  £836.2 million (2015: 
£642.7 million). Provisions are made against the amounts due from certain reinsurers, depending on the age of  the debt and the current rating 
assigned to the reinsurer. The impact on profit before tax of  a 1% variation in the reinsurance assets would be £4.7 million (2015: £3.6 million). 
The details of  overdue reinsurance assets and insurance receivables are provided in notes 13(a) and 13(e).

ii. Investments
As well as failure of  a counterparty to perform its contractual obligations, the price of  government and corporate bond holdings will be 
affected by investors’ perception of  a borrower’s creditworthiness. Credit risk within the investment funds is managed through restrictions on 
the exposures by credit rating, as determined by the rating agencies, and by holding diversified portfolios. No bonds held at 31 December 
2016 were subject to downgrades during the year (2015: nil). 

The Group’s largest non-government counterparty as at 31 December 2016 has an A rating. The investment held with this counterparty 
is valued at £67.7 million (2015: £88.2 million) at 31 December 2016 and comprises £38.3 million liquid funds, £7.7 million equities and 
£21.7 millions of  corporate bonds.
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i) Offsetting financial assets and financial liabilities 
The majority of  the Group’s derivative transactions with respect to over-the-counter options and currency forwards are subject to International 
Swaps and Derivatives Association (ISDA) master netting agreements. Transactions under such agreements meet the criteria for offsetting in 
the Group’s consolidated statement of  financial position. The Group also receives and pledges collateral in the form of  cash in respect of  the 
derivative transactions. The fair value of  the Group’s options and currency forwards are not offset by such collaterals as they create a right of  
set-off  that is enforceable only following an event of  default, insolvency or bankruptcy of  the Group or the counterparties. 

The Group’s listed futures are transacted under Global Principal Clearing agreements and are not subject to offsetting in the consolidated 
statement of  financial position. In addition, the Group and its counterparties do not intend to settle on a net basis or to realise the assets and 
the liabilities simultaneously. 

The disclosure provided in the tables below include derivatives that are set off  in the Group’s consolidated statement of  financial position. 
Financial assets subject to offsetting, enforceable master netting arrangements and similar agreements:

31 December 2016

Gross 
amounts of 
recognised 

financial 
assets

£m

Gross amounts 
of recognised 

financial 
liabilities set 

off in the 
statement 

of financial 
position

£m

Net amounts 
of financial 

assets 
presented in 

the statement 
of financial 

position
£m

Related amounts not set off 
in the statement of financial 

position

Net amount
£m

Financial 
instruments

£m

Cash 
collateral 
received

£m

Derivative instruments held for trading 1,809.9 (1,768.8) 41.1 (11.9) (17.4) 11.8

Derivative instruments in designated hedge 
accounting relationships 132.7 (131.7) 1.0 – (1.6) (0.6)

1,942.6 (1,900.5) 42.1 (11.9) (19.0) 11.2

31 December 2015

Gross  
amounts of  
recognised 

financial 
assets

£m

Gross amounts 
of  recognised 

financial 
liabilities set 

off  in the 
statement 

of  financial 
position

£m

Net amounts 
of  financial 

assets 
presented in 

the statement 
of  financial 

position
£m

Related amounts not set off  
in the statement of  financial 

position

Net amount
£m

Financial 
instruments

£m

Cash  
collateral 
received

£m

Derivative instruments held for trading 1,589.5 (1,574.4) 15.1 (0.5) (6.4) 8.2

Derivative instruments in designated hedge 
accounting relationships 7.3 (3.7) 3.6 – (2.9) 0.7

1,596.8 (1,578.1) 18.7 (0.5) (9.3) 8.9
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Financial liabilities subject to offsetting, enforceable master netting arrangements and similar agreements:

31 December 2016

Gross 
amounts of 
recognised 

financial 
assets

£m

Gross amounts 
of recognised 

financial 
liabilities set 

off in the 
statement 

of financial 
position

£m

Net amounts 
of financial 

assets 
presented in 

the statement 
of financial 

position
£m

Related amounts not set off 
in the statement of financial 

position

Net amount
£m

Financial 
instruments

£m

Cash 
collateral 
received

£m

Derivative instruments held for trading 1,804.0 (1,768.8) 35.2 (11.9) (6.7) 16.6

Derivative instruments in designated hedge 
accounting relationships 139.1 (131.7) 7.4 – (7.3) 0.1

1,943.1 (1,900.5) 42.6 (11.9) (14.0) 16.7

31 December 2015

Gross  
amounts of  
recognised 

financial 
assets

£m

Gross amounts 
of  recognised 

financial 
liabilities set 

off  in the 
statement 

of  financial 
position

£m

Net amounts 
of  financial 

assets 
presented in 

the statement 
of  financial 

position
£m

Related amounts not set off  
in the statement of  financial 

position

Net amount
£m

Financial 
instruments

£m

Cash  
collateral 
received

£m

Derivative instruments held for trading 1,591.6 (1,574.4) 17.2 (0.5) (3.5) 13.2

Derivative instruments in designated hedge 
accounting relationships 11.7 (3.7) 8.0 – (3.9) 4.1

1,603.3 (1,578.1) 25.2 (0.5) (7.4) 17.3

j) Restricted funds held/placed by the Group
At 31 December 2016, the Group holds restricted funds in the form of  trust fund investments, letter of  credit (LOC) collaterals, initial margin 
calls on derivative financial instruments and collateral received from reinsurance counterparties. 

Trust funds
Syndicate 2001 holds gross assets of £4,188.3 million (2015: £3,538.1 million), offset by gross liabilities of £3,642.7 million (2015: £2,890.7 million), 
which are held within individual trust funds. Syndicate 3210 holds gross assets of  £976.8 million (2015: £849.6 million), offset by gross 
liabilities of  £944.5 million (2015: £772.8 million), which are held within individual trust funds. The Group, other than for working capital 
purposes of  the Syndicates; cannot obtain or use these assets until such time as each Syndicate underwriting year is closed and profits are 
distributed, or an advance profit release is made. The Funds in Syndicate, as set out in note 2, represent the restricted capital for regulatory 
purposes. Furthermore, £102.4 million (2015: £39.0 million) of  assets are held within trust funds and restricted from use within the working 
capital of  the Group until settlement has been made by Syndicate 2001.

LOC facilities
At 31 December 2016, £244.7 million (2015: £191.9 million) of  MS Amlin AG’s assets are restricted for use by the Group. These assets are 
collateral for the LOC facility drawn at the end of  the year. Details are included in note 12(e). At 31 December 2016, Syndicate 2001 recognised 
£1.1 million (2015: £0.9 million) of  cash drawn down from LOC facilities as a liability on the consolidated statement of  financial position. 
This has been received from reinsurance counterparties as a guarantee for business written and is included within total funds held by 
Syndicate 2001. 

For the 2017 underwriting year of  account, the ECA for MS ACM and MSICC was performed on a combined basis. MS ACM including MSICC 
funded the agreed funding requirement of  £1,169.2 million (2016 MS ACM: £646.6 million) with £838.1 million (MS ACM: £710.6 million; 
MSICC: £127.6 million) FIS and £331.1 million FAL. 

The FAL credit facilities contain 4 letters of  credit (LOC) with Japanese banks amounting to £165.0 million (2015: £163.5 million) and 
¥24.0 billion (2015: ¥24.0 billion) Japanese corporate bonds, both guaranteed by Mitsui Sumitomo Insurance Company, Limited. 

Derivative margins and collateral
Derivative instruments traded across the Group give rise to collateral being placed with, or received from, external counterparties. At 
31 December 2016, included in other receivables and other payables are £27.9 million (2015: £6.1 million) margins and collaterals pledged 
and £12.9 million (2015: £2.0 million) margins and collaterals held in relation to listed futures margins and other derivatives respectively. 
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12. Financial assets and liabilities continued

j) Restricted funds held/placed by the Group continued
Collaterals received under reverse repurchase agreements
Collateral assets received under reverse repurchase agreements amounted to £nil (2015: £47.9 million). 

Reinsurance collateral received
Collateral of  £341.4 million (2015: £300.0 million) is held in third party trust funds relating to the 2016 year retrocession programme which 
jointly protects Syndicate 2001 and MS Amlin AG. Furthermore, collateral of  £477.3 million, £13.5 million, £2.7 million and £1.3 million (2015: 
£331.2 million, £10.3 million and £1.1 million) is held in third party trust funds as a guarantee against reinsurance counterparties for Syndicate 
2001, Syndicate 3210, MS Amlin AG and Amlin Insurance S.E. respectively. 

Collateral held in third party trust funds is not recognised as assets pertaining to the Group but is available for immediate drawdown in the 
event of  a default. 

Insurance collateral placed
Syndicate 2001 and Syndicate 3210 holds £471.9 million (2015: £395.8 million) and £22.0 million (2015: £380.6 million) respectively of  
collaterals in a US trust fund to meet US regulatory requirements, which are recognised as an asset to the Group. As part of  the quarterly 
reserving process these funds can be released to match paid claims. Amlin Insurance S.E. has £nil (2015: £8.1 million) of  bank guarantees 
in place to cover insurance counterparties.

Funds withheld as premium/claim deposits
At 31 December 2016, the Group had net funds of  £57.8 million (2015: £21.6 million) placed as claim deposits and net £23.5 million (2015: 
£5.6 million) premium deposits placed with/receivable from external brokers. MS Amlin AG and its branch in Bermuda have placed a further 
£59.7 million (2015: £45.9 million) and £2.0 million (2015: £1.7 million) respectively into pledge accounts to collateralise against losses due to 
reinsurance cedants.

Funds in escrow
At 31 December 2016, the Group holds £14.2 million (2015: £14.2 million) of  funds in an escrow account to secure against the future 
obligations due to the Lloyd’s Superannuation Fund. Further details are provided in note 16(a).

13. Insurance liabilities and reinsurance assets

a) Net outstanding claims

Outstanding claims Note

2016 2015

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

At 1 January 2,941.7 (318.2) 2,623.5 2,928.2 (305.9) 2,622.3

Claims incurred during the 
current year 5(b) 1,713.4 (82.9) 1,630.5 1,307.4 (63.1) 1,244.3 

Movements arising from prior 
year claims 5(b) 26.4 (42.0) (15.6) (54.4) (25.6) (80.0)

4(b) 1,739.8 (124.9) 1,614.9 1,253.0 (88.7) 1,164.3 

Acquisition through business 
combination 747.6 (129.6) 618.0 – – –

Claims paid during the year (1,273.3) 134.6 (1,138.7) (1,213.4) 88.5 (1,124.9)

Accretion of  fair value 
adjustment 2.6 (0.4) 2.2 2.8 (0.5) 2.3

Exchange adjustments 223.7 (31.2) 192.5 (28.9) (11.6) (40.5)

At 31 December 4,382.1 (469.7) 3,912.4 2,941.7 (318.2) 2,623.5
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In connection with the purchase accounting for the acquisition of  Amlin Europe N.V. (now part of  Amlin Insurance S.E.), the Group adjusted 
outstanding claims and related reinsurers’ share of  outstanding claims to fair value on acquisition. The reduction to the original carrying value 
of  £39.1 million and £6.4 million to outstanding claims and reinsurers’ share of  outstanding claims respectively is being recognised through a 
charge to the consolidated statement of  profit or loss over the period the claims are settled. 

The fair value was based on the present value of  the expected cash flows with consideration for the uncertainty inherent in both the timing 
of, and the ultimate amount of, future payments for losses and receipts of  amounts recoverable from reinsurers. The nominal amounts were 
discounted to their present value using an applicable risk-free discount rate. The carrying value at 31 December 2016 of  the reduction 
was £9.6 million and £1.6 million (2015: £10.5 million and £1.7 million) to outstanding claims and reinsurers’ share of  outstanding claims 
respectively.

Further information on the calculation of  outstanding claims and the risks associated with them is provided in notes 13(i) and 13(g) respectively. 

Outstanding claims are further analysed between notified outstanding claims and claims incurred but not reported below:

Outstanding claims

2016 2015

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

Notified outstanding claims 2,814.7 (311.1) 2,503.6 2,083.3 (238.7) 1,844.6

Claims incurred but not reported 1,567.4 (158.6) 1,408.8 858.4 (79.5) 778.9

4,382.1 (469.7) 3,912.4 2,941.7 (318.2) 2,623.5

The current and non-current portions for outstanding claims are expected to be as follows: 

Outstanding claims

2016 2015

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

Current portion 1,654.4 (240.5) 1,413.9 1,249.4 (124.3) 1,125.1

Non-current portion 2,727.7 (229.2) 2,498.5 1,692.3 (193.9) 1,498.4

4,382.1 (469.7) 3,912.4 2,941.7 (318.2) 2,623.5

The total reinsurers’ share of  outstanding claims is set out in the table below:

2016
£m

2015
£m

Reinsurers’ share of  outstanding claims (472.9) (327.2)

Less provision for impairment of  receivables from reinsurers 3.2 9.0

(469.7) (318.2)

The Group assesses its reinsurers’ share of  outstanding claims for impairment on a quarterly basis by reviewing counterparty payment 
history and credit grades provided by rating agencies. The credit ratings of  the Group’s reinsurers’ share of  outstanding claims are shown in 
note 12(h). As at 31 December 2016 there were £0.1 million (2015: £nil) of  reinsurers’ share of  outstanding claims greater than three months 
overdue. The Group holds collateral of  £22.4 million (2015: £26.7 million) in relation to reinsurers’ share of  outstanding claims. Details are 
included in note 12(j). 



MS Amlin plc 2016 Annual Report90

13. Insurance liabilities and reinsurance assets continued

b) Claims development
The tables below illustrate the development of  the estimates of  ultimate cumulative claims for the consolidated Group (excluding Amlin 
Insurance S.E.) after the end of  the underwriting year, illustrating how amounts estimated have changed from the first estimates made. The 
ultimate claims to be settled from the acquisitions of  MSILM and MSFRe have been shown separately, by underwriting year. Tables for Amlin 
Insurance S.E. have been constructed on an accident year basis. All tables are prepared on an undiscounted basis and exclude the effect of  
intra Group reinsurance arrangements. Non-sterling balances have been converted using closing 2016 exchange rates to aid comparability.

Group (ex AISE, MSILM & MSFRe)

Gross basis
Underwriting year

2007
£m

2008
£m

2009
£m

2010
£m

2011
£m

2012
£m

2013
£m

2014
£m

2015
£m

2016
£m

Current ultimate gross written premium 1385.6 1,356.5 1,532.6 1,643.6 1,968.1 2,149.4 2,291.2 2,417.4 2,585.4 2,650.2

Estimate of  cumulative claims at end of  
underwriting year 644.0 1,004.0 686.5 968.5 1,306.1 1,245.5 1,243.7 1,433.7 1,402.6 1,624.0

One year later 614.1 845.8 714.4 1,373.7 1,222.9 1,088.5 1,198.9 1,297.0 1,359.2

Two years later 566.7 847.7 702.6 1,377.2 1,194.8 1,076.3 1,150.5 1,306.7

Three years later 553.7 842.9 692.8 1,373.5 1,226.2 1,068.2 1,163.4

Four years later 543.7 841.7 683.2 1,388.0 1,222.7 1,056.2

Five years later 543.3 845.1 685.9 1,383.7 1,198.3

Six years later 537.9 846.9 691.5 1,376.9

Seven years later 536.7 839.8 672.0

Eight years later 536.5 846.6

Nine years later 535.3

Cumulative payments 522.6 815.8 635.0 1,297.8 1,079.8 883.2 894.1 836.1 494.6 112.2

Estimated balance to pay 12.7 30.8 37.0 79.1 118.5 173.0 269.4 470.6 864.6 1,511.8

Net basis
Underwriting year

2007
£m

2008
£m

2009
£m

2010
£m

2011
£m

2012
£m

2013
£m

2014
£m

2015
£m

2016
£m

Estimate of  cumulative claims at end of  
underwriting year 579.5 792.9 607.0 864.9 1,076.7 1,118.5 1,121.9 1,303.2 1,304.7 1,506.9

One year later 532.1 656.5 613.5 1,145.1 1,022.3 991.2 1,068.7 1,198.4 1,273.7

Two years later 493.9 661.3 604.4 1,153.6 997.5 980.1 1,034.6 1,199.0

Three years later 483.5 655.1 599.8 1,149.6 1,013.3 969.2 1,049.7

Four years later 477.9 649.3 589.0 1,159.1 1,012.9 960.2

Five years later 473.8 650.1 590.5 1,150.7 988.3

Six years later 468.6 649.7 595.8 1,140.6

Seven years later 467.9 645.8 574.5

Eight years later 468.1 643.5

Nine years later 469.2

Cumulative payments 460.6 631.9 548.4 1,070.1 869.5 797.2 798.0 771.4 465.7 109.7

Estimated balance to pay 8.6 11.6 26.1 70.6 118.9 163.0 251.7 427.5 808.0 1,397.1

Total
£m

Net claims reserve (strengthen)/release (1.1) 2.3 21.3 10.1 24.6 9.0 (15.1) (0.6) (31.0) (81.5)

Ultimate claims to be settled from the acquisitions of MSILM and MSFRe

Gross claims to be settled 24.0 205.7 0.9 254.9 1,099.3 758.9 845.0 634.2 466.6 130.7

Net claims to be settled 24.0 205.7 0.9 254.9 1,056.4 707.4 749.7 599.8 389.3 117.9

Notes to the financial statements
For the year ended 31 December 2016
continued
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The Group’s net aggregate reserve releases from all prior years amounted to £15.6 million (2015: £80.0 million). In part, this arises from the 
Group’s reserving philosophy which aims to make the most recent years, with the greatest uncertainty of  result, prudently reserved leaving 
a potential for subsequent release.

This differs from the £81.5 million strengthening of  the reserves stated in the claims development table above because:

• the table is on an underwriting year basis and the surpluses in this narrative are on an annually accounted basis;

• the table excludes any net aggregate reserve releases from 2006 and prior years; and

• the table excludes Amlin Insurance S.E., which is disclosed on an accident year basis and for which net reserve releases are £50.7 million. 
The Amlin Insurance S.E. table also excludes any net aggregate reserve releases from 2006 and prior years.

• Current ultimate gross written premium per the tables above exclude MSILM and MSFRe.

Further details on these reserve releases and other aspects of  the underwriting performance are included in the Financial Review section on 
page 9.

Amlin Insurance S.E. (excluding UK branch)

Gross basis
Accident year

2007
£m

2008
£m

2009
£m

2010
£m

2011
£m

2012
£m

2013
£m

2014
£m

2015
£m

2016
£m

Current ultimate gross written premium 559.5 650.0 603.8 672.4 543.5 452.4 460.4 449.7 453.5 470.2

Current gross earned premium 538.5 631.2 633.1 582.1 575.2 454.5 468.2 442.0 463.6 466.8

Estimate of  cumulative claims at end of  
underwriting year 334.3 537.8 428.3 425.8 427.7 288.7 290.0 268.8 310.6 301.1

One year later 348.0 527.4 439.4 501.3 442.7 311.7 297.8 304.5 315.4

Two years later 373.2 518.3 439.9 458.6 414.2 317.2 291.8 303.5

Three years later 362.3 519.8 457.9 426.9 394.7 316.5 278.5

Four years later 351.3 501.1 444.2 491.9 389.5 312.3

Five years later 349.3 494.3 409.8 458.4 384.8

Six years later 345.9 484.8 412.8 453.1

Seven years later 329.5 479.1 411.6

Eight years later 330.8 477.6

Nine years later 327.0

Cumulative payments 315.3 455.2 362.2 417.1 347.6 252.5 232.1 225.7 197.7 82.6

Estimated balance to pay 11.7 22.4 49.4 36.0 37.2 59.8 46.4 77.8 117.7 218.5

Net basis
Accident year

2007
£m

2008
£m

2009
£m

2010
£m

2011
£m

2012
£m

2013
£m

2014
£m

2015
£m

2016
£m

Estimate of  cumulative claims at end of  
underwriting year 294.5 413.4 398.5 390.9 381.1 266.1 273.6 258.7 282.2 246.5

One year later 294.2 410.3 412.3 438.6 403.3 263.5 276.3 275.1 284.5

Two years later 305.3 404.9 416.4 398.2 376.0 252.7 268.5 274.1

Three years later 289.2 389.4 397.9 385.4 352.5 247.1 255.4

Four years later 269.3 372.5 383.7 403.8 336.4 244.0

Five years later 280.4 367.5 351.0 366.9 333.4

Six years later 274.3 363.6 351.2 362.8

Seven years later 266.6 367.6 349.8

Eight years later 270.3 361.8

Nine years later 270.1

Cumulative payments 262.7 341.8 325.2 332.0 297.0 203.2 209.9 203.5 178.4 70.0

Estimated balance to pay 7.4 20.0 24.6 30.8 36.4 40.8 45.5 70.6 106.1 176.5

Total
£m

Net claims reserve (strengthen)/release 0.2 5.8 1.4 4.1 3.0 3.1 13.1 1.0 (2.3) 29.4



MS Amlin plc 2016 Annual Report92

13. Insurance liabilities and reinsurance assets continued

c) Net unearned premium
Unearned premiums are further analysed between written and earned premium below: 

Unearned premium Note

2016 2015

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

At 1 January 1,410.7 (46.7) 1,364.0 1,168.4 (44.0) 1,124.4

Acquisition through business 
combination 3(a) 277.0 (16.6) 260.4 – – –

Premium written during the 
year 4(c),5(a) 3,004.6 (350.3) 2,654.3 2,743.5 (298.4) 2,445.1

Premium earned during the 
year 4(c),5(a) (2,851.1) 343.9 (2,507.2) (2,476.0) 290.0 (2,186.0)

Foreign exchange losses/
(gains) 150.7 (0.5) 150.2 (25.2) 5.7 (19.5)

At 31 December 1,991.9 (70.2) 1,921.7 1,410.7 (46.7) 1,364.0

The current and non-current portions for unearned premium are expected to be as follows: 

Unearned premium

2016 2015

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

Insurance 
liabilities

£m

Reinsurers’ 
share

£m
Net liabilities

£m

Current portion 1,627.0 (33.7) 1,593.3 1,194.3 (22.1) 1,172.2 

Non-current portion 364.9 (36.5) 328.4 216.4 (24.6) 191.8 

1,991.9 (70.2) 1,921.7 1,410.7 (46.7) 1,364.0 

d) Deferred acquisition costs
The reconciliation of  opening and closing deferred acquisition costs is as follows:

Note
2016

£m
2015

£m

At 1 January 346.4 270.7

Acquisition through business combination 3(a) 64.5 –

Expenses for the acquisition of  insurance contracts deferred during the year 8(a) 620.9 579.6

Amortisation 8(a) (585.0) (500.6)

Foreign exchange gains/(losses) 37.8 (3.3)

At 31 December 484.6 346.4

The current and non-current portions are expected to be as follows: 

2016
£m

2015
£m

Current portion 392.0 297.3

Non-current portion 92.6 49.1

484.6 346.4

Notes to the financial statements
For the year ended 31 December 2016
continued
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e) Insurance and reinsurance receivables

2016
£m

2015
£m

Receivables arising from insurance and reinsurance contracts 1,865.6 1,186.4

Less provision for impairment of  receivables from contract holders and agents (26.7) (22.0)

Insurance and reinsurance receivables 1,838.9 1,164.4

The current and non-current portions are expected to be as follows:

2016
£m

2015
£m

Current portion 1,788.6 1,110.2

Non-current portion 50.3 54.2

1,838.9 1,164.4

Receivables arising from reinsurance contracts are comprised principally of  amounts recoverable from reinsurers in respect of  paid claims 
and premium receivables on inward reinsurance business, including reinstatement premium. The carrying amounts disclosed above are 
reasonably approximate to the fair value at the reporting date. The Group assesses its insurance and reinsurance receivables for impairment 
on a quarterly basis by reviewing counterparty payment history and for circumstances which may give rise to a dispute or default, alongside 
credit grades provided by rating agencies. The credit ratings of  the Group’s insurance and reinsurance receivables are shown in note 12(h).

At 31 December 2016, insurance and reinsurance receivables at a nominal value of  £106.2 million (2015: £60.1 million) were greater than 
three months overdue and provided for on the basis of  credit rating to the value of  £16.0 million (2015: £15.8 million). 

The ageing analysis of  insurance and reinsurance receivables overdue, before impairment provision, is as follows:

2016
£m

2015
£m

Not overdue or less than 3 months 1,759.4 1,126.3

3 to 6 months 32.5 12.9

6 to 9 months 22.8 8.0

Greater than 9 months 50.9 39.2

1,865.6 1,186.4

Movements on the Group’s provision for impairment of  receivables from contract holders and agents are as follows:

2016
£m

2015
£m

At 1 January (22.0) (22.6)

Acquisition through business combination (5.7) –

Increase in the provision (5.8) (6.2) 

Utilised provision 0.4 3.4 

Release of  unused provision 7.5 3.2

Foreign exchange (losses)/gains (1.1) 0.2

At 31 December (26.7) (22.0)
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13. Insurance liabilities and reinsurance assets continued

f) Insurance and reinsurance payables

2016
£m

2015
£m

Insurance and reinsurance payables 297.8 118.6

The current and non-current portions are expected to be as follows:

2016
£m

2015
£m

Current portion 261.9 117.1

Non-current portion 35.9 1.5

297.8 118.6

The carrying amounts disclosed above are reasonably approximate to the fair value at the reporting date.

Insurance payables are comprised principally of  premium payable for reinsurance, including reinstatement premium.

g) Underwriting risk
The Group accepts underwriting risk in a range of  classes of  business through Lloyd’s Syndicates 2001 and 3210, Amlin Insurance S.E. and, 
MS Amlin AG (including its branch operation in Bermuda). The analysis of  underwriting risk that follows is based upon the regulated legal 
entities in existence at 31 December 2016. 

The bias of  the Group’s portfolio is towards short-tail property and accident risk but liability coverage is also underwritten. The Group 
underwrites through three Strategic Business Units (Reinsurance, Marine & Aviation and Property & Casualty) operating across regional and 
national boundaries to provide a global service. 

In underwriting insurance or reinsurance policies, the Group’s underwriters use their skill and knowledge to assess each risk. Exposure 
information and data on past claims experience is used to evaluate the likely claims cost and therefore the premium that should be sufficient 
(across a portfolio of  risks) to cover claims costs, expenses and to produce an acceptable profit. However, due to the nature of  insurance 
risk, there is no guarantee that the premium charged will be sufficient to cover claims costs. This shortfall may originate either from insufficient 
premium being calculated and charged or may result from an unexpected, or unprecedented, high level of  claims. 

A number of  controls are deployed to control the amount of  insurance exposure underwritten. Each year a business plan is prepared and 
agreed by the boards of  the Company and its subsidiaries. This plan is used to monitor the amount of  premium income, and exposure, written 
in total and for each class of  business. Progress against this plan is monitored during the year. 

Apart from the UK, European and international comprehensive motor liability portfolios, which have unlimited liability, all policies have a per 
loss limit which caps the size of  any individual claim. For larger sum insured risks, facultative reinsurance coverage may be purchased. The 
Group operates line guides that determine the maximum liability per policy that can be written for each class (on a gross or net of  facultative 
reinsurance basis) by each underwriter. These limits can be exceeded in exceptional circumstances with the approval of  senior management. 

The Group is also exposed to catastrophe losses which may impact many risks in a single event. Reinsurance is purchased to limit the impact 
of  loss aggregation from such events. These reinsurance arrangements are described in section 13(h).

Insurance policies are written through individual risk acceptances, reinsurance treaties or through facilities whereby the Group is bound by 
other underwriting entities. Facility arrangements delegate underwriting authority to other underwriters, or to agents acting as coverholders, 
that use their judgement to write risks on the Group’s behalf  under clear authority levels.
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The insurance policies underwritten by the Group are reviewed on 
an individual risk, or contract, basis and through review of  portfolio 
performance. Claims arising are reserved upon notification. Each 
quarter the entire portfolio of  business is subject to a reserving 
process whereby levels of  paid and outstanding (advised but not 
paid) claims are reviewed. Potential future claims are assessed with 
a provision for incurred but not reported (IBNR) claims being made. 
Whilst a detailed and disciplined exercise is carried out to provide 
for claims notified, it is possible that known claims could develop and 
exceed the reserves carried. 

Furthermore, there is increased uncertainty in establishing an 
accurate provision for IBNR claims and there is a possibility that 
claims may arise which, in aggregate, exceed the reserve provision 
established. This is partly mitigated by the reserving policy adopted 
by the Group which is to carry reserves in excess of  the mean 
actuarial best estimate.

The review of  claims arising may result in underwriters adjusting 
pricing levels to cater for an unexpectedly higher trend of  claims 
advices or payments. However, this may not be possible in a 
competitive market and underwriters may respond either by 
accepting business with lower expected profit margins or declining 
to renew policies and thus reducing income. Also, there is a portfolio 
of  risks already underwritten which cannot be re-priced until renewal 
at the end of  the policy period.

The Group is exposed to the impact of  large catastrophe events 
such as windstorms, earthquakes or terrorist incidents. Exposure 
to such events is controlled and measured through loss modelling. 
The Group’s broad risk appetite guidelines are set out on pages 
20 to 25. It is possible that a catastrophe event could exceed the 
maximum expected event loss. This is particularly the case for the 
direct property proportion of  the loss exposure, where models 
are used to calculate a damage factor representing the amount 
of  damage expected to exposed aggregate insured values from a 
particular scenario. Errors, or incorrect assumptions in the damage 
factor calculation, can result in incurred catastrophe event claims 
higher, or lower, than predicted due to unforeseen circumstances, 
inadequacies in data, or shortcomings in the models used. 

As explained in note 13(h), reinsurance is purchased to protect 
against the impact of  any individual or series of  severe catastrophes. 
However, the price and availability of  such cover is variable and the 
amount of  loss retained by the Group may therefore also increase 
or reduce. The Group will alter its insurance and reinsurance 
exposures to take account of  changes in reinsurance availability and 
cost, capital levels and profitability in order to remain within the risk 
appetite guidelines. 

Sections A, B and C below describe the insurance and reinsurance 
portfolios written by the Group and the associated risks of  such 
business. Section D summarises the business written within each 
group of  insurance and reinsurance portfolios.

A. Reinsurance portfolios
The geographic spread, based on the country in which the insured is 
located, of  treaty Reinsurance portfolios is shown below:

2016 – Reinsurance (%)

North America
Europe
UK
Rest of World
Oceania
Asia
Caribbean
Central and 
South America
Africa

45.2
21.8
9.5
6.0
5.3
5.3
4.3

2.3
0.3

2015 – Reinsurance (%)

47.0
19.9
10.8
5.2
6.1
5.0
4.4

1.2
0.3

North America
Europe
UK
Rest of World
Oceania
Asia
Caribbean
Central and 
South America
Africa
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g) Underwriting risk continued
A. (i) Property
Catastrophe reinsurance protects insurance companies against 
losses, such as windstorm or earthquake, which may impact more 
than one risk written by the client. The catastrophe excess of  loss 
portfolio is a key part of  the reinsurance risk written by the Group. 

These programmes are placed on a layered or excess of  loss basis. 
Territorial exposures, from a number of  programmes, are carefully 
recorded and analysed through loss simulations or realistic disaster 
scenarios but represent significant loss exposure to natural or man-
made catastrophes. 

Aggregate excess of  loss programmes are also written providing 
protection in response to multiple loss events.

Per risk property reinsurance is also written on an excess of  
loss basis but covers loss or damage to any single risk within 
the reinsured’s portfolio. This portfolio protects insureds against 
large individual property losses and will also be affected by large 
catastrophe losses.

Proportional property reinsurance covers a proportionate share of  
a reinsured’s portfolio of  business subject to payment of  commission 
and/or profit commission. Proportional property business is normally 
written with an occurrence limit.

The Group’s portfolio of  property reinsurance business is written 
with the aim of  achieving territorial diversification. However, as 
experienced in 2011, a single or series of  severe catastrophes 
to major economic zones in Europe, Japan, Australasia or the US 
is likely to result in a loss to the portfolio prior to retrocessional 
reinsurance. For each operating division, overall catastrophe loss 
limits are applied in relation to specific scenarios as an allocation 
of  total Group tolerances.

A. (ii) Casualty
The US casualty reinsurance account provides cover for reinsureds 
in respect of  legal liability arising from insureds’ activities and actions 
or for incidents occurring on insureds’ properties. The portfolio is 
written on both an excess of  loss and proportional basis but most 
underlying policies are on a claims notified basis (responding to 
all claims made during a defined period). The portfolio includes 
specialist general casualty, professional indemnity, medical 
malpractice and errors and omissions cover. Small amounts of  
directors’ and officers’ liability and auto liability are also written.

US Workers Compensation Act/casualty clash excess of  loss 
business may be impacted by large catastrophic events such 
as earthquake. 

International liability reinsurance business is mainly general third 
party liability protecting companies against significant public or 
products liability claims, written on a proportional or excess of  
loss basis. The liability account also includes some professional 
liability reinsurance. 

The construction and engineering portfolio provides liability and 
property reinsurance cover for construction projects which may be 
of  several years’ duration.

A. (iii) Motor
Motor reinsurance is written on a proportional and excess of  loss 
basis. This portfolio is at risk from increases in frequency or severity 
of  motor accident claims and bodily injury or third party property 
claims payments which may take several years to settle. The motor 
book is highly sensitive to any changes in the discount rates used in 
the determination of  bodily injury awards, as published in the Ogden 
Tables. Unlimited and limited motor business is written. Whilst the 
original premium and the investment income generated are expected 
to be more than sufficient to meet such claims, there is no guarantee 
that this will be the case, particularly due to inflation or superimposed 
inflation resulting from changes to court awards. The aim is to 
diversify the portfolio across several territories in order to reduce the 
impact of  a single legal jurisdiction revising its claims policy.

A. (iv) Personal accident
Personal accident reinsurance is written on a worldwide basis. Such 
business could be impacted by a single or series of  accidents to 
high-value insured individuals or from a multiple death and injury 
event, such as an air crash or natural catastrophe.

A. (v) Marine and aviation
The Group’s portfolio of  aviation and marine excess of  loss 
reinsurance protects insurers against losses to their direct portfolios 
of  business on a worldwide basis. This will include offshore 
energy business, specie and other static risks written in reinsured 
companies’ marine portfolios. The marine account, in particular, is 
exposed to catastrophe losses as well as large individual risk losses.

A. (vi) Special risks
The special risks reinsurance account is predominantly made up of  
terrorism excess of  loss and nuclear reinsurance emanating from 
all parts of  the world and written without excess of  loss reinsurance 
protection. The portfolio also includes short-term trade credit and 
contingency business as well as trade credit reinsurance which 
protects reinsureds against the non-payment of  monies or goods 
or services due from trade partners locally or overseas. Mortgage 
indemnity business and satellite physical damage cover is also 
written in the special risks account.

Notes to the financial statements
For the year ended 31 December 2016
continued



MS Amlin plc 2016 Annual Report 97

S
trateg

ic rep
ort

D
irectors’ rep

ort
Financial statem

ents

B. Marine & Aviation portfolios
The geographic spread, based on the country in which the insured 
is located, of  Marine & Aviation direct insurance and facultative 
reinsurance portfolios is shown below: 

2016 – Marine & Aviation (%)

17.5
30.3
26.5
8.5
3.6
7.4
2.2

1.9
2.0

North America
Europe
UK
Rest of World
Oceania
Asia
Caribbean
Central and 
South America
Africa

2015 – Marine & Aviation (%)

17.0
31.3
26.4

9.5
3.2
7.0
1.8

1.8
2.0

North America
Europe
UK
Rest of World
Oceania
Asia
Caribbean
Central and 
South America
Africa

B. (i) Hull 
The hull account is worldwide covering property damage to ships. 
Coverage may include machinery breakdown. The portfolio written 
includes lower-value tonnage, smaller “brown water” vessels and 
fishing boats as well as larger “blue water” ocean hull risks such 
as cruise liners, tankers and bulk carriers. Inland hull and builders’ 
risks are also written. The hull account can be impacted by attritional 
claims of  a small size as well as single individual large claims. In 
an economic recession, premium income is likely to fall as trade 
reduces and hull values are impacted by reduced freight rates.

B. (ii) Cargo
The cargo account is also worldwide and covers loss or damage, to 
a large variety of  cargo or goods in transit. This portfolio is exposed 
to small attritional claims and single individual large claims. The 
cargo account could be involved in a major natural catastrophe loss 
or be impacted by an economic recession when claims frequency 
could increase due to increased economic pressures leading to 
fraud and theft claims.

The continental European portfolio includes a commodities book for 
Belgian and French trading corporations. 

B. (iii) Energy
The energy portfolio mainly comprises offshore rig and construction 
policies, which may be impacted by large individual claims from 
construction fault or property damage such as fire or explosion, but is 
also exposed to severe catastrophe losses, for example, in the North 
Sea and Gulf  of  Mexico. The account includes control of  well to limit 
loss of  oil and avoid pollution and also some business interruption 
cover which indemnifies companies for loss of  production.

B. (iv) War and terrorism
War business includes marine, aviation and on-land terrorism 
coverage. The account is exposed to single incidents or a series of  
losses arising from concerted action. Political risk, confiscation and 
contract frustration business is also written. 

B. (v) Yacht
Yacht business covers property damage and third party injury for 
small leisure boats and craft. The UK domestic account is comprised 
of  smaller-value yachts in the UK and Europe, although there are 
a number of  binders written by coverholders elsewhere, such as 
Scandinavia, USA, Canada and Australia. 

There is an expectation of  a large number of  small claims, as 
average values are low in comparison to other policies written in the 
Group. Third-party liability yacht claims arise from injury or damage 
caused by one of  our policyholders to third parties. There is also 
the potential for a large catastrophe loss, such as a UK windstorm, 
where there are large aggregate sums insured in coastal regions 
such as southern England. 

Amlin Insurance S.E. and Syndicate 2001 write shares of  a portfolio 
of  large private yachts.
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13. Insurance liabilities and 
reinsurance assets continued

g) Underwriting risk continued
B. (vi) Marine liability
The marine liability portfolio is written to protect ship-owners, harbours, 
charterers and energy companies against damage or injury to crew 
or third parties. This includes the potential for pollution damage and 
clean-up claims. The account could suffer a large catastrophe incident 
from a collision causing death of  crew and passengers or an oil, or 
chemical, spill which could incur large clean-up costs. 

B. (vii) Specie
Specie business consists of  the insurance against damage or theft to 
fine art, the contents of  vaults and other high-value goods including 
jewellers’ block and cash in transit. The fine art may be shown 
at exhibitions which have very high aggregate values at risk. The 
class is therefore exposed to the potential for a frequency of  small 
claims and also large individual losses. Some specie is written in 
catastrophe zones, for example California, and may be exposed to 
terrorist events.

B. (viii) Aviation
The aviation airline account is exposed to large claims arising from 
property damage, death or injury arising from aircraft accidents. 
The domicile of  the airline and passengers has a notable influence 
on the cost of  claims, for example, US court awards are generally 
higher. The general aviation account covers smaller aircraft or cargo 
and covers owners or operators against loss or damage and third 
party injury. The risk excess account is a book of  general aviation 
reinsurance business written to protect a small number of  insurers 
against large general aviation claims.

Airport liability insurance covers airport operators, refuellers and 
air traffic controllers against losses arising from injury caused 
by their activities or occurring on their premises. Product liability 
covers manufacturers against accidents arising from faulty parts or 
equipment, or poor servicing of  aircraft. Both airport and product 
liability coverage is written on a losses occurring basis, meaning 
that claims advices can be made after the policy has expired. Space 
liability insurance covers launch and operation of  satellites whilst in 
orbit for a limited period, normally of  one year. 

The aviation account is subject to both small and large claims. Claims 
involving loss of  life or serious injury to high-earning passengers 
or third parties are subject to the ongoing inflation of  court awards 
particularly in the US. Large accidents involving the potential death 
of  500 or more passengers are feasible and could potentially result 
in a gross claim to the business of  more than the vertical reinsurance 
programme if, for example, two large aircraft were to collide. 

C. Property & Casualty portfolios
The geographic spread, based on the country in which the insured 
is located, of  Property & Casualty direct insurance and facultative 
reinsurance portfolios is shown below: 

2016 – Property & Casualty (%)

18.2
29.8
42.5

1.3
4.6
1.5
0.9

1.0
0.3

North America
Europe
UK
Rest of World
Oceania
Asia
Caribbean
Central and 
South America
Africa

2015 – Property & Casualty (%)

19.1
28.4
41.5
1.2
5.8
1.3
1.0

1.5
0.3

North America
Europe
UK
Rest of World
Oceania
Asia
Caribbean
Central and 
South America
Africa

C. (i) Property
Property cover is provided to large commercial enterprises with 
high-value, single locations and/or many locations, and also for small 
commercial property. The perils covered include fire, flood, wind and 
earthquake damage. Business interruption cover is also provided 
for loss of  earnings sustained due to the perils and properties 
covered but may also be extended to connected enterprises such as 
suppliers or customers that provide potential for contingent business 
interruption claims. 

Terrorism cover is given on a limited basis, particularly where 
required by local regulation, but nuclear and bio-chemical coverage 
is excluded from standard property cover in most territories. 
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Property insurance is written for the full value of  the risk, on a 
primary or excess of  loss basis, through individual placements, 
or by way of  delegated underwriting facilities given to coverholders 
(“binding authorities”). Binding authority arrangements delegate 
the day-to-day underwriting to underwriting agents and therefore, 
for these contracts, the Group is reliant on coverholders exercising 
underwriting judgement on its behalf. Coverholders must have local 
regulatory approval (including Lloyd’s where relevant), and also be 
approved by internal Binding Authority Committees. 

For binding authority facilities, the Group receives monthly or 
quarterly bordereaux which are checked by underwriting staff. 
The underwriting is controlled by setting clear authority levels for 
coverholders stipulated within the binding authority agreement, 
regularly monitoring performance and periodically carrying out 
underwriting visits and/or commissioning third-party audits. 

The coverholder is incentivised to produce an underwriting profit 
through the payment of  profit commission. However, with the day 
to day underwriting not controlled by the Group, there is a risk that 
coverholder underwriting, or claim decisions, are made which would 
not have been made by MS Amlin underwriters or claims staff. 

As well as natural catastrophes, the property portfolio is also 
exposed to an above average frequency of  individual fire, explosion 
or weather related claims. The premium charged for the coverage 
given may not be sufficient to cover all claims made in any year, 
particularly in a year in which there is an abnormal frequency of  
claims. The US account is particularly exposed to large catastrophe 
events, such as California earthquake, tornado and hurricane losses. 

The territorial scope of  business written in the UK property 
department is predominately restricted to the UK and Ireland. 
However, clients insured within the corporate property and real 
estate portfolios include UK and European domiciled multi-
national companies which may generate losses in other territories. 
Standalone property protection is written mainly on a 100% basis for 
small and medium commercial and household properties. Package 
policies combine one or more liability coverages (mainly employers’ 
and public liability) with motor and/or property damage protection. 

The European property account mainly comprises large schedules of  
properties (e.g. for municipalities) written on a co-insurance basis in the 
Netherlands and larger commercial industrial clients in Belgium and 
France. Overseas exposure is written mainly from the large commercial 
industrial portfolio where there are clients or other incidental operations 
overseas. The engineering book includes contractors all risks, 
machinery breakdown and some computer equipment.

These portfolios are exposed to European weather conditions 
whereby a large windstorm, flood or winter freeze could result in 
a large number of  small claims.

Bloodstock and livestock business are also written within the 
syndicate Property & Casualty business unit. The bloodstock account 
provides coverage for death, illness or injury to horses mainly in the 
UK. Business from the US, Australia and South Africa is also written. 
This covers racing or eventing horses and breeding studs. The 
average value insured is below £1 million but there is the potential 
for an aggregate loss, such as a stable fire, which could cause 
multiple claims. 

The livestock account provides a broad portfolio of  protection 
for livestock and specialist products such as zoo animals, with a 
maximum line of  any one policy of  US$10 million. The Group also 
writes employers’ liability cover for livestock business up to a limit 
of  £10 million. Again, an event such as disease affecting several 
animals across many policies could result in a loss significantly 
higher than this. 

C. (ii) Casualty
The US casualty insurance account provides insurance cover to 
individuals, or companies, in order to indemnify them against legal 
liability arising from their activities and actions or for incidents 
occurring on their property. 

The portfolio is made up of  specialist general casualty, professional 
indemnity, medical malpractice and errors and omissions cover. 
Small amounts of  directors’ and officers’ liability and auto liability are 
also written. Professional lines liability cover is written by a dedicated 
underwriting team. This class includes professional indemnity cover 
given to US lawyers, accountants, architects and engineers. 

The casualty portfolio is mostly written on a claims notified basis 
(responding to all claims made during a defined period) except for 
small amounts of  general liability business which may be written on 
a losses occurring basis (the policy responds to losses which occur 
during the period even if  reported after the policy has expired). 

Claims from this class emanate from professional error, negligence 
or an accident which causes injury, damage or financial loss. 
The account is vulnerable to a high frequency of  claims, but not to 
individual large losses as the cost to the Group of  any individual claim 
is lower than property due to line size restrictions. Claims frequency 
may be impacted by a generic claim type such as poor housing 
design or bad medical practice which impacts many individuals and 
(re)insurance policies. The size of  many individual claims is subject to 
the decisions arising from the US court system which can be higher 
than anticipated. There is also the potential for US courts to impose 
a ‘bad faith’ judgement on insurers if  it is deemed that the insurer 
has acted improperly in trying to avoid contractual obligations. Such 
awards can, in exceptional circumstances, be much higher than the 
value of  the insurance claim.

The Group’s international liability portfolio predominantly protects 
insureds domiciled in the UK, Ireland, France, Germany, Belgium and 
the Netherlands. An international casualty team was established in 
2012 to develop business in other territories, including Canada and 
Australia. A portfolio of  professional indemnity and general liability 
business is written in the Netherlands, on a claims made basis with a 
particular focus on property related professions and miscellaneous 
professions such as travel operators. In Belgium, medical liability and 
general liability are written on a losses occurring basis. In the UK and 
Ireland, employers’ liability insurance protects employers against 
accident or injury to employees. This is also written on a losses 
occurring basis. 

Public liability insurance in the same territories provides coverage, 
often written in conjunction with employers’ liability, for accident or 
injury occurring to clients, customers or other third parties as a result 
of  contact with the insured’s personnel, property or products. This is 
written on a losses occurring basis. 
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13. Insurance liabilities and 
reinsurance assets continued

g) Underwriting risk continued
Professional indemnity business written in the UK covers liability which 
may arise from services provided by the assured, for example, as a 
result of  negligence or error which may lead to financial or physical 
loss. This includes, but is not limited to, services from architects, 
engineers, surveyors, advertising firms, medical professionals and 
financial advisors. This portfolio is written on a claims made basis.

Through AUA Insolvency Risk Services Ltd, a Financial Conduct 
Authority (FCA) registered broker, the Group writes a portfolio of  
UK insolvency practitioners business providing protection against 
fraud or negligence committed by the practitioners. Such cover also 
protects the property assets under their management. 

The Group also writes a small account of  financial institutions 
policies covering fidelity, professional indemnity and directors’ 
and officers’ liability for companies providing financial services. 
Approximately half  of  the income is from western European financial 
institutions with the balance spread broadly by territory. Coverage is 
given on a claim made basis.

The expected claims costs from these lines of  business may be 
impacted by larger than anticipated damage awards to injured 
parties, as well as due to an unforeseen increase in generic claims 
such as industrial disease or other health hazards. It is expected 
that claims frequency will increase during an economic downturn 
as unemployment leads to an increase in action against employers 
and people are more likely to seek redress for third party advice or 
behaviour which may have led to financial loss or injury. It is also 
possible that multiple claims could arise under multiple policies 
from a common cause such as financial advice or generic building 
defects. The financial institutions account could be affected by a 
major fraud or a series of  related liability claims arising from banking, 
investment activity, stockbroking or other practices.

C. (iii) Motor
The Group’s UK motor insurance account provides protection for 
fire, theft, collision and third party property and bodily injury liability. 
Under the requirements of  UK law, third party liability coverage is 
unlimited, but matching reinsurance is purchased. The UK motor 
book is highly sensitive to any changes in the discount rates used in 
the determination of  bodily injury awards, as published in the Ogden 
Tables. The account is biased towards commercial clients such as 
coach operators, haulage companies, commercial vehicle fleets and 
company executive fleets. A small UK agriculture facility, a taxi book 
and a specialist private car account are also written. 

The Benelux commercial motor account is comprised of  domestic 
company fleets including a large leasing and rental fleet, portfolio 
written in the Netherlands and a smaller portfolio in Belgium. Cars, 
vans or commercial vehicles account for over 70% of  the book. 

Claims frequency has improved in recent years due to car and 
road safety measures, but can fluctuate due to factors such as 
weather conditions. Inflation is a key factor in determining the size 
of  motor claims. Car values affect the size of  theft claims and for 
physical damage claims size is linked to repair costs. Inflationary 
pressure on court awards within the European legal systems impacts 
liability claim values. This issue is evidenced in the UK through 

the provision for Periodic Payment Orders (PPOs) which spread 
insurers’ payment liabilities for bodily injury claims over future years. 
Government intervention, such as liability award limit changes or 
expense recoveries for government bodies, for example the UK 
National Health Service, will also impact claim size. For the motor 
account, severe bodily injury and catastrophe damage claims 
(e.g. UK flood) are limited through the purchase of  a reinsurance 
programme, the highest layer of  which is unlimited. 

Motor insurance is a highly competitive area of  insurance and pricing 
levels fluctuate. Whilst underwriters accept business subject to 
sufficient rates per vehicle, in a year where there is an unexpectedly 
high level of  claims the total premium may not be sufficient to cover 
all the claims. There is also a risk that legal changes impact bodily 
injury payments and result in a requirement to increase reserves for 
outstanding claims.

Auto business is also written covering property damage only (fire, 
theft and collision) in the US and property damage and third party 
motor liability combined cover in other international territories. This 
class could be impacted by unexpected claim frequency, a multi 
vehicle event, such as a severe flood and also large bodily injury 
award claims emanating from an accident.

C. (iv) Personal accident
The accident and health class is written through medical expense 
schemes in the US and direct personal accident cover on a 
worldwide basis. Medical expense cover is subject to a high 
frequency of  claim and significant medical cost inflation. Personal 
accident insurance could be impacted by a single or series of  
accidents to high-value insured individuals or from a multiple death 
and injury event such as an air crash or natural catastrophe. 

C. (v) Special risks
The direct special risks class is largely comprised of  insurance of  
nuclear installations, contingency business and film finance risk. 
Transmission and distribution business is also written. This account 
is generally written without reinsurance protection.

There is also a small portfolio of  captive business written in Belgium 
where Amlin Insurance S.E. acts as a fronting carrier for captive 
reinsurers of  large industrial companies. Captives are subject to 
detailed financial analysis to manage potential credit risk.

D. Business written and, maximum and average line sizes 
by operating divisions
On the following pages are tables summarising the business written, 
in both gross written premium and line size, across the insurance and 
reinsurance portfolios of  the Group, per operating division.

The following points apply to each of  the tables:

• UK limits are set in US dollars converted to sterling at a rate of  
exchange of  £1= US$1.5, Europe and Zurich limits are set in euros 
converted to sterling at a rate of  exchange of  £1= €1.2. Therefore, 
currency rate of  exchange changes may increase or reduce the 
sterling limits.

• UK maximum line size is after business written and ceded by 
specific proportional treaties to Bermuda and Europe.

• Gross written premium is stated gross of  acquisition costs and 
excludes adjustments in respect of  prior periods.

• Gross written premiums are converted to sterling using the year 
end average rates set out in note 10(b).



MS Amlin plc 2016 Annual Report 101

S
trateg

ic rep
ort

D
irectors’ rep

ort
Financial statem

ents

Reinsurance portfolios (unaudited)

2016

UK
Gross 

written 
premium

£m

Bermuda
Gross 

written 
premium

£m

Zurich
Gross 

written 
premium

£m

UK
Max 

line size
£m

Bermuda
Max 

line size
£m

Zurich
Max 

line size
£m

UK
Average 
line size

£m

Bermuda
Average 
line size

£m

Zurich
Average 
line size

£m

(i) Property          

Catastrophe (per programme) 248 152 32 50 50 25 11 5 4

Per risk property (per programme) 54 29 16 33 17 21 2 2 2

Proportional 97 111 60 20 20 25 3 2 2

Engineering – – 41 – – 17 – – 3

(ii) Casualty

Casualty 119 92 44 13 10 – 2 1 –

Liability – – – – – 17 – – 1

(iii) Motor

Motor – – 95 – – Unlimited – – Unlimited

(iv) Personal accident

Accident and health 2 2 – 10 – – 3 – –

Personal accident – – 7 – 10 17 – 3 1

(v) Marine and aviation

Marine (per programme) 29 1 7 67 50 17 2 9 1

Aviation (per programme) 6 – – 27 – – 4 – –

(vi) Special risks

Special risks 76 76 7 17 17 21 5 6 4

Surety – – 2 – – 2 – – 1

Total Reinsurance 631 463 311

2015

UK
Gross 
written 

premium
£m

Bermuda
Gross 
written 

premium
£m

Zurich
Gross 
written 

premium
£m

UK
Max 

line size
£m

Bermuda
Max 

line size
£m

Zurich
Max 

line size
£m

UK
Average 
line size

£m

Bermuda
Average 
line size

£m

Zurich
Average 
line size

£m

(i) Property          

Catastrophe (per programme) 264 151 31 50 50 25 5 5 3 

Per risk property (per programme) 56 36 14 33 17 21 2 2 2 

Proportional 83 121 64 20 20 25 2 1 2 

Engineering – – 36 – – 17 – – 3 

(ii) Casualty

Casualty 88 46 – 13 10 – 1 1 –

Liability – – 25 – – 17 – – 1 

(iii) Motor

Motor – – 62 – – Unlimited – – Unlimited

(iv) Personal accident

Accident and health 2 – – 10 – – 2 – –

Personal accident – – 3 – 10 17 – 3 1 

(v) Marine and aviation

Marine (per programme) 22 2 6 67 50 17 3 6 1 

Aviation (per programme) 6 – – 27 – – 4 – –

(vi) Special risks

Special risks 54 95 5 17 17 21 4 5 3 

Surety – – 1 – – 2 – – 1 

Total Reinsurance 575 451 247
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13. Insurance liabilities and reinsurance assets continued

g) Underwriting risk continued
Marine & Aviation portfolios (unaudited)

2016

UK
Gross 

written 
premium

£m

Europe
Gross 

written 
premium

£m

UK
Max 

line size
£m

Europe
Max 

line size
£m

UK
Average 
line size

£m

Europe
Average 
line size

£m

(i) Hull 45 52 50 50 3 2

(ii) Cargo 46 30 50 33 9 2

(iii) Energy 34 – 73 – 6 –

(iv) War and terrorism 51 – 50 – 15 –

(v) Yacht 52 3 67 33 7 8

(vi) Marine Liability 81 19 67 67 12 6

(vii) Specie 15 – 43 – 7 –

(viii) Aviation 47 – 87 – 17 –

Total Marine & Aviation 371 104

2015

UK
Gross 
written 

premium
£m

Europe
Gross 
written 

premium
£m

UK
Max 

line size
£m

Europe
Max 

line size
£m

UK
Average 
line size

£m

Europe
Average 
line size

£m

(i) Hull 46 49 50 50 3 6

(ii) Cargo 43 32 50 33 8 2

(iii) Energy 49 – 67 – 5 –

(iv) War and terrorism 38 – 50 – 11 –

(v) Yacht 48 3 67 33 7 6

(vi) Marine Liability 62 35 67 67 8 8

(vii) Specie 14 – 33 – 6 –

(viii) Aviation

Airline (hull & liability) 18 – 87 – 20 –

General aviation (hull & liability) 9 – 60 – 12 –

Risk excess 8 – 70 – 12 –

Airports liability 5 – 67 – 24 –

Products 5 – 67 – 24 –

Total Marine & Aviation 345 119
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Property & Casualty portfolios (unaudited)

2016

UK
Gross 

written 
premium

£m

Europe
Gross 

written 
premium

£m

UK
Max 

line size
£m

Europe
Max 

line size
£m

UK
Average 
line size

£m

Europe
Average 
line size

£m

(i) Property

Direct and facultative property 101 – 23 – 2 –

Binding authorities 49 – 2 – 1 –

UK/Europe property/package 135 124 100 83 1 4

Corporate property – – – – – –

Real estate – – – – – –

Construction – – – – – –

Engineering – 30 – 63 – 3

Bloodstock/livestock 21 – 7 – 1 –

(ii) Casualty

International casualty 44 – 17 – 9 –

Casualty 54 – 10 – 1 –

Professional lines 40 14 13 – 3 –

Employers’ liability 34 – 27 – 11 –

Liability – 74 – 42 – 2

Public/products liability 27 – 12 – 5 –

Financial institutions fidelity and liability 11 – 15 – 3 –

Professional indemnity 27 3 10 – 2 –

Healthcare – – – – – –

(iii) Motor

US/International auto 80 – 3 – – –

UK/Europe motor 132 79 Unlimited Unlimited Unlimited Unlimited

(iv) Personal accident

Accident and health 31 – 10 21 2 2

(v) Special risks 

Special risks 6 23 97 63 22 5

Total Property & Casualty 792 347
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13. Insurance liabilities and reinsurance assets continued

g) Underwriting risk continued

2015

UK
Gross 
written 

premium
£m

Europe
Gross 
written 

premium
£m

UK
Max 

line size
£m

Europe
Max 

line size
£m

UK
Average 
line size

£m

Europe
Average 
line size

£m

(i) Property      

Direct and facultative property 103 – 23 – 2 –

Binding authorities 46 – 2 – 1 –

UK/Europe property/package 127 90 100 83 1 4

Engineering – 25 – 63 – 3

Bloodstock/livestock 18 – 7 – 1 –

(ii) Casualty

International casualty 41 – 17 – 6 –

Casualty 48 – 10 – 1 –

Professional lines 32 11 13 – 2 –

Employers’ liability 25 – 27 – 11 –

Liability – 59 – 42 – 2

Public/products liability 21 – 12 – 5 –

Financial institutions fidelity and liability 10 – 15 – 3 –

Professional indemnity 39 3 10 – 2 –

(iii) Motor

US/International auto 57 – 3 – 1 –

UK/Europe motor 138 54 Unlimited Unlimited Unlimited Unlimited

(iv) Personal accident

Accident and health 31 – 10 21 2 1

(v) Special risks

Special risks 7 21 97 63 17 5

Total Property & Casualty 743 263

h) Reinsurance and other risk mitigation arrangements
Proportional reinsurance is purchased to supplement line size and to reduce exposure on individual risks, notably for large property risks. 
Part of  the premium ceded under such facilities by Syndicate 2001 is placed with MS Amlin AG. 

The Group purchases a number of  excess of  loss reinsurances to protect its portfolio from severe frequency or size of  losses. The structure of  
these programmes and type of  protection bought will vary from year to year depending on the availability and price of  cover. 

On large risks, individual facultative reinsurance may be purchased to protect against a loss to that specific risk.

Specific risk excess of  loss reinsurance is purchased for certain portfolios of  business. The amount of  cover bought depends upon the line 
size written for each class. The deductibles, or amounts borne prior to recovery, vary from class to class as do the amounts of  co-reinsurance 
or unplaced protection. Specific programmes are purchased to protect against large individual risk losses, such as fire or large energy losses, 
and these programmes may be combined at a higher level into a general programme for larger losses.

The combined claims from several policies which may aggregate in a single catastrophe event are protected by catastrophe cover. UK and 
European direct property accounts are protected by a European property catastrophe programme. There is also a worldwide catastrophe 
programme protecting direct and facultative property business.

A separate retrocessional excess of loss programme is purchased by the Group to protect the excess of loss reinsurance portfolio written in London, 
Bermuda and Zurich against such losses. With effect from 1 January 2017, the programme deductible for all territories and perils is US$50.0 million 
for first and second losses (other than Florida which is protected excess of  US$75.0 million and the UK and Europe which are protected excess 
of  US$100.0 million). Aggregate protection has been renewed to provide lower level cover in the event of  multiple losses to the portfolio.
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Excess of  loss protection is also purchased to protect the motor treaty reinsurance account written in UK and Zurich.

In July 2013, the Group acquired coverage for US and Canadian earthquake perils of  up to US$75.0 million from a Bermudian special 
purpose insurer, Tramline Re II Ltd, which in turn placed a catastrophe bond into the capital markets. This transaction provides the Group with 
fully collateralised protection over a four-year period from 1 July 2013 and is in addition to the protection the Group purchases through the 
traditional reinsurance marketplace. The bond provides protection against a remote catastrophic event for the Group. 

In December 2014, the Group acquired coverage for US hurricane, US earthquake and European windstorm perils of  up to US$200.0 million 
from Tramline Re II Ltd, which in turn placed a second catastrophe bond into the capital markets. This transaction replaces the coverage 
provided by Tramline Re Ltd (which expired on 31 December 2014) and provides the Group with fully collateralised protection over a four-year 
period from 1 January 2015. This is in addition to the protection the Group purchases through the traditional reinsurance marketplace. The 
bond provides significant protection against remote but substantial catastrophe events for the Group. 

There is no guarantee that reinsurance coverage will be available to meet all potential loss circumstances as, for very severe catastrophe 
losses, it is possible that the full extent of  the cover bought is not sufficient. Any loss amount which exceeds the programme would be retained 
by the Group. It is also possible that a dispute could arise with a reinsurer which reduces the recovery made. The reinsurance programme is 
bought to cover the expected claims arising on the original portfolio. However, it is possible for there to be a mismatch, or a gap in cover, which 
would result in a higher than expected retained loss.

Many parts of  the programme also have limited reinstatements and therefore the number of  claims which may be recovered from second or 
subsequent major losses is limited. It is possible for the programme to be exhausted by a series of  losses in one annual period and it may 
not be possible to purchase additional reinsurance at all or for an acceptable price. This would result in the Group bearing higher losses from 
further events occurring. It should also be noted that the renewal date of  the reinsurance programmes does not necessarily correspond to 
that of  the business written. Where business is not protected by risk attaching reinsurance (which provides coverage for the duration of  all 
the policies written) this reinsurance protection could expire resulting in an increase in possible loss retained by the Group if  renewal of  the 
programme is not achieved.

Realistic disaster scenario (RDS) analysis
The Group has a defined event risk tolerance which determines the maximum net loss that the Group intends to limit its exposure with respect 
to major modelled catastrophe event scenarios. Currently this is a maximum of  £508.0 million for scenarios impacting multiple zones and 
£350.0 million for single zone events (2016: £300.0 million overall maximum) for the Group. The Group Underwriting Risk team are responsible 
for aggregating potential scenarios and at 1 January 2017, levels of  exposure were above the maximum tolerance for the North East US 
windstorm at £551.0 million for the Group against the muti zone tolerance of  £508.0 million and the San Francisco Earthquake at £353.0 million 
against a tolerance of  £350.0 million. The North East US scenario is expected to be within tolerance before the US wind season after further 
line reductions. The small breach for the San Francisco Earthquake is caused by further weakening of  the sterling against the US dollar.

These scenarios are extraordinary events – with an occurrence probability of  less than 1 in 100 years estimated for natural peril or elemental 
losses. The Group also adopts risk tolerance maximum net limits for a number of  other non-elemental scenarios, including aviation collision 
and North Sea rig loss.

The risk tolerance policy recognises that there may be circumstances in which the net event limit could be exceeded. Such circumstances 
include changes in rates of  exchange, non-renewal or delay in renewal of  reinsurance protection, reinsurance security failure, or regulatory 
and legal requirements which increase original claims levels. 

A detailed analysis of  catastrophe exposures is carried out every quarter and measured against risk tolerance. The following assumptions and 
procedures are used in the process:

• The data used reflects the information supplied to the Group by insureds and ceding companies. This may prove to be incomplete, 
inaccurate or could develop during the policy period;

• The exposures are modelled using a mixture of  stochastic models and underwriter input to arrive at “damage factors” – these factors are 
then applied to the assumed aggregate exposure to produce gross loss estimates. The damage factors may prove to be inadequate;

• The reinsurance programme as purchased is applied – a provision for reinsurer counterparty failure is included in the analysis but may 
prove to be inadequate; and

• Reinstatement premiums both payable and receivable are included. 

There is no guarantee that the assumptions and techniques deployed in calculating these event loss estimate figures are accurate.

Furthermore, there could also be a loss which exceeds these figures. The likelihood of  such a catastrophe is considered to be remote, but the 
most severe scenarios modelled are simulated events and these simulations could prove to be unreliable. 
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13. Insurance liabilities and reinsurance assets continued

i) Claims reserving and IBNR
Insurance liabilities and reinsurance assets: Calculation of incurred but not reported (IBNR) and claims development
The Group adopts a rigorous process in the calculation of  an adequate provision for insurance claim liabilities. The overriding aim is to 
establish reserves which are expected to be at least adequate and that there is consistency from year to year. Therefore, the reserves are 
set at a level above the mean actuarial “best estimate” position. However, there is a risk that, due to unforeseen circumstances, the reserves 
carried are not sufficient to meet insurance claim liabilities reported in future years on policy periods which have expired.

Process and methodology
The reserving process commences with the proper recording and reporting of premiums and claims information which consists of  booked premiums 
and paid and outstanding claims. For the London market business information is received through Xchanging plc (the London market bureau) 
and, in the case of  MS Amlin UK service companies and Amlin Insurance S.E., MS Amlin AG, directly from brokers and policyholders. Claims 
records are maintained for each policy and class. For outstanding claims, a case reserve is established based on the views of  underwriting 
management and claims managers, using external legal or expert advice where appropriate. This reserve is expected to be sufficient to meet the 
claim payment when it is finally determined. For some classes of  business, particularly liability business, settlement may be several years after the 
initial notification of  the claim, as it may be subject to complexities or court action. For claims received from Xchanging plc, the market reserve is 
generally set by the lead underwriter, but there are circumstances on larger claims where the Group will post higher reserves than those notified. 

To assist with the process of  determining the reserves, triangulation statistics for each class are produced which show the historical 
development of  booked premium, as well as paid and incurred losses, for each underwriting year (accident year for Amlin Insurance S.E.). In 
all cases, the different potential development of  each class of  business is fully recognised. The development period varies by class, by method 
of  acceptance and is also determined by the deductible of  each policy written. For casualty business, the policy form will determine whether 
claims can be made on a claims made (as advised) or on a losses occurring (determined by date of  loss) basis. This has a significant impact 
on the reporting period in which claims can be notified. 

IBNR
To establish a provision for IBNR claims, the local actuarial teams use their experience and knowledge of  the classes of  business to estimate 
the potential future development of  the incurred claims for each class for every underwriting year (accident year for Amlin Insurance S.E.). This 
is known as the “best estimate”. In setting the IBNR provision, estimates are made for the ultimate premium and ultimate gross claims value 
for each underwriting year (‘ultimate’ earned claims for each accident year for Amlin Insurance S.E.). Allowance is then made for anticipated 
reinsurance recoveries to reach a net claim position. Reinsurance recoveries are calculated for outstanding and IBNR claims, sometimes 
through the use of  historical recovery rates or statistical projections, and provisions are made as appropriate for bad debt or possible disputes. 
The component of  ultimate IBNR provision estimates and reinsurance recoveries that relates to future events occurring to the existing portfolio 
is removed in order to reflect generally accepted accounting practice. 

Actuarial reserves and management margins are discussed in review meetings.

Areas of uncertainty
The reserves established can be more or less than adequate to meet eventual claims arising. The level of  uncertainty varies significantly from class 
to class but can arise from inadequate case reserves for known large losses and catastrophes or from inadequate provision for IBNR claims. The 
impact on profit before tax of  a 1% improvement/deterioration in the total net claims reserves would be £39.1 million gain/loss (2015: £26.2 million).

Large loss case reserves are determined through careful analysis of  the individual claim, often with the advice of  lawyers. Claims arising from 
events such as the 11 September 2001 terrorist attacks in the US are examples of  cases where there continues to be some uncertainty over 
the eventual value of  claims. 

Property catastrophe claims, such as earthquake or hurricane losses can take several months or years, to develop as adjusters visit damaged 
property and agree claim valuations. Until all the claims are settled it requires an analysis of  the area damaged, contracts exposed and the use of  
models to simulate the loss against the portfolio of  exposure in order to arrive at an estimate of ultimate loss to the Group. There is uncertainty over 
the adequacy of information and modelling of major losses for a period that can range from several months to a number of years after a catastrophe 
loss. Account should also be taken of  factors which may influence the size of  claims such as increased repair cost inflation or a change in law. 

The long tail liability classes represent the most difficult classes to project because often claims are notified and settled several years after the 
expiry of  the policy concerned. This is particularly the case for liability business written on a losses occurring basis.

The use of  historical development data is fundamental to reserving these classes. It is used in conjunction with the advice of  lawyers and third 
party claims adjusters on material single claims. Known changes to wordings or the claims environment are also considered.

The allocation of  IBNR to the reinsurance programme is an uncertain exercise as there is limited knowledge of  the size or number of  future 
claims advices. The assumption over future reinsurance recoveries may be incorrect and unforeseen disputes could arise which would reduce 
recoveries made.
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The estimated premium income in respect of  facility contracts, for example, binding authorities and lineslips, is deemed to be written in full 
at the inception of  the contract but actual premium may exceed or fail to meet initial estimates. The magnitude of  claims arising from such 
facilities may differ from estimates as a result of  differences between estimated and actual premium.

j) Internal capital modelling of risk
To improve the Group’s risk management capability, and assessment of  capital requirements, the Group has developed a stochastic financial 
model. This enables standalone modelling for each entity as well as a consolidated Group total position. The output from the model includes a 
distribution of  financial outcomes for all material risks. The main output of  the model gives a full distribution of  potential profit or loss scenarios 
allowing the future profitability of  the business to be managed on a risk adjusted basis. 

The model requires the input of  a large number of  explicit parameters. Those inputs are based on many different sources of  information 
including detailed historical data on premium and claims, forecast income and exposures, estimated rating levels and catastrophe loss data 
from proprietary models applied to the Group’s portfolio. It enables projection of  an estimated mean ultimate loss ratio and the distribution of  
results around it. The model explicitly recognises diversification credit, since class results are not all strongly correlated and thus individual 
classes are unlikely to all produce losses (or profits) in the same year. Due to the inherent uncertainty of  predicting the key drivers of  business 
performance, including in particular the level of  claims, any individual simulation of  the model viewed in isolation cannot be relied upon as an 
accurate forecast. However, the output from many thousands of  simulated results can provide a picture of  the possible distribution of  business 
results. This output is useful in developing an understanding of  the losses which may be borne by the business at varying levels of  probability.

There are a large number of  uncertainties and difficulties in achieving accurate results from the model. Some of  the key issues are:

• The model is based on a best estimate view of  business volumes and rate expectations, which may not be borne out in practice;

• A significant change in the portfolio of  business could result in the past not being a reliable guide to the future;

• Forecasting changes to external environmental factors may be incorrectly assessed;

• Model risk may be significant in such a complex and developing discipline;

• Key assumptions over levels of  correlation between classes may over time prove to be incorrect; and

• Catastrophe model inputs, which estimate the severity and frequency of  large catastrophes on the portfolio, may turn out to overstate or 
understate the risk.

The results reproduced in the table below represents the modelled capital amounts required to be able to absorb an extreme loss at the 1 in 
200 year level (i.e. at the 0.5 percentile). This probability is the calculation benchmark required under Solvency II, which provides a minimum 
level of  financial strength. However, MS Amlin maintains a higher level of  capital than this to provide additional protection to our valued clients, 
achieve a minimum financial strength rating from the rating agencies, and to ensure sufficient capital is available to capitalise on important 
business opportunities as they arise.

Forecast (unaudited)
2017

£m
2016

£m

Underwriting risk 618 451

Reserving risk 476 367

Credit (reinsurance counterparty risk) 59 33

Investment (market & currency risk) 265 82

Liquidity risk 4 1

Operational risk 53 54

Contingency capital load 105 –

Diversified result 1,580 988

Note:
1.  All figures are based on business plan forecasts which are subject to regular review to take account of changes in the trading environment, interest rate outlook and movements 

in rates of exchange.
2.  The 2017 figures are derived from the Group internal capital model and are based on data as at 31 December 2016 (2016 based on 31 December 2015). The 2017 figures also 

include MSI Frontier Re and Syndicate 3210 businesses which were formally integrated on 31st December 2016.
3.  Capital has been allocated to risk categories using the Percentile Layer Capital Allocation approach. It should be recognised that allocating capital has a number of limitations 

and different allocations can be obtained by using alternative allocation approaches.
4.  No dividend is considered.
5.  Investment (market) risk includes explicit modelling of currency risk.
6.  Non-sterling amounts in the internal capital model have been converted using business planning rates of exchange as at 31 December 2016 (US$1.23: CAN$1.66: €1.17) 

(31 December 2015: US$1.47: CAN$2.04: €1.36).
7.  Figures include an allowance for investment returns generated on assets backing the insurance liabilities (i.e. discounting).
8.  Investment income includes Group corporate (surplus) assets.
9.  No credit has been taken for carried reserve margins. The 2017 figures also do not allow for any risk mitigation effects of deferred tax.
 10.  A temporary contingency capital load of £105 million has been applied to the modelled SCR, whilst the Major model change application following the integration, is reviewed 

and approved by the PRA. Once the Major change is approved this contingency capital load will be removed.
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14. Property and equipment

Note

Freehold land 
and buildings

£m

Leasehold 
land and 
buildings

£m
Motor vehicles

£m

Computer 
equipment

£m

Fixtures, 
fittings and 

leasehold 
improvements

£m
Total

£m

Cost

At 1 January 2016 22.0 2.2 0.6 32.1 31.5 88.4

Acquisition through business 
combination 3(a) – – 0.2 3.3 1.3 4.8

Additions – – – 3.5 5.3 8.8

Disposals – – (0.1) (0.1) (0.6) (0.8)

Foreign exchange gains – – – 1.2 1.4 2.6

At 31 December 2016 22.0 2.2 0.7 40.0 38.9 103.8

Accumulated depreciation

At 1 January 2016 0.2 0.2 – 23.8 6.7 30.9

Charge for the year  8(g) 0.5 – 0.2 2.2 4.1 7.0

Disposals – – (0.1) (0.1) (0.4) (0.6)

Foreign exchange losses/
(gains) – – – 1.1 0.7 1.8

At 31 December 2016 0.7 0.2 0.1 27.0 11.1 39.1

Net book value

At 31 December 2016 21.3 2.0 0.6 13.0 27.8 64.7

At 1 January 2016 21.8 2.0 0.6 8.3 24.8 57.5

Note

Freehold land 
and buildings

£m

Leasehold 
land and 
buildings

£m
Motor vehicles

£m

Computer 
equipment

£m

Fixtures, 
fittings and 

leasehold 
improvements

£m
Total

£m

Cost

At 1 January 2015 22.4 2.2 0.8 42.3 19.9 87.6

Additions 3.7 – 0.1 6.0 21.0 30.8

Disposals (4.1) –  (0.3) (16.2) (9.3) (29.9)

Foreign exchange losses – – – – (0.1) (0.1)

At 31 December 2015 22.0 2.2 0.6 32.1 31.5 88.4

Accumulated depreciation

At 1 January 2015 0.6 0.1 – 37.6 13.4 51.7

Charge for the year 8(g) 0.1 0.1 0.2 2.4 2.6 5.4

Disposals (0.5) – (0.2) (16.2) (9.2) (26.1)

Foreign exchange gains – – – – (0.1) (0.1)

At 31 December 2015 0.2 0.2 – 23.8 6.7 30.9

Net book value

At 31 December 2015 21.8 2.0 0.6 8.3 24.8 57.5

At 1 January 2015 21.8 2.1 0.8 4.7 6.5 35.9
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15. Goodwill and intangible assets

Note
Goodwill

£m

Syndicate 
participations 

£m

Broker and 
customer 

relationships
£m

Computer 
software

£m

Other 
intangibles

£m
Total

£m

Cost

At 1 January 2016 104.9 63.2 81.9 69.1 3.0 322.1

Acquisition through business 
combination 3(a) – – – 8.6 – 8.6

Additions – – – 18.0 1.1 19.1

Foreign exchange gains 12.6 – 10.9 1.8 0.5 25.8

At 31 December 2016 117.5 63.2 92.8 97.5 4.6 375.6

Accumulated amortisation

At 1 January 2016 0.4 – 31.6 19.0 2.9 53.9

Charge for the year 8(g) – – 5.6 6.1 0.4 12.1

Foreign exchange losses – – 3.7 0.9 0.1 4.7

At 31 December 2016 0.4 – 40.9 26.0 3.4 70.7

Net book value

At 31 December 2016 117.1 63.2 51.9 71.5 1.2 304.9

At 1 January 2016 104.5 63.2 50.3 50.1 0.1 268.2

Note
Goodwill

£m

Syndicate 
participations 

£m

Broker and 
customer 

relationships
£m

Computer 
software

£m

Other 
intangibles

£m
Total

£m

Cost

At 1 January 2015 106.5 63.2 83.6 55.7 3.0 312.0

Additions – – – 14.1 – 14.1

Foreign exchange losses (1.6) – (1.7) (0.7) – (4.0)

At 31 December 2015 104.9 63.2 81.9 69.1 3.0 322.1

Accumulated amortisation

At 1 January 2015 0.4 – 27.3 14.0 2.9 44.6

Charge for the year 8(g) – – 5.1 5.2 – 10.3

Foreign exchange gains – – (0.8) (0.2) – (1.0)

At 31 December 2015 0.4 – 31.6 19.0 2.9 53.9

Net book value

At 31 December 2015 104.5 63.2 50.3 50.1 0.1 268.2

At 1 January 2015 106.1 63.2 56.3 41.7 0.1 267.4

The amortisation charge for the year is included within ‘Other administrative expenses’ in note 8(b).

Syndicate participations represent the on-going rights to trade on Syndicate 2001 within the Lloyd’s insurance market. 

Goodwill and the intangible asset in relation to syndicate participations are considered to have an indefinite life. As such, they are tested for 
impairment annually. All other intangible assets are amortised and are therefore tested for impairment only if  an indication exists that the asset 
may be impaired at the reporting date.

Broker and customer relationship intangibles include those acquired in relation to AUA Insolvency Risk Services Limited, Amlin Insurance S.E., 
MS Amlin Marine NV (formerly RaetsMarine Insurance BV) and Leadenhall Capital Partners LLP; the net book value being £6.0 million (2015: 
£7.0 million), £13.3 million (2015: £13.0 million), £16.5 million (2015: £15.5 million) and £16.1 million (2015: £14.8 million) respectively. These 
intangibles are being amortised over a period of  13, 15, 15 and 12 years respectively, and their remaining amortisation life is 7, 8, 11 and 10 
years respectively.
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15. Goodwill and intangible assets continued
Included within the broker and customer relationship intangibles for Leadenhall Capital Partners LLP net book value of  £16.1 million (2015: 
£14.8 million) is £4.0 million (2015: £3.8 million) relating to the non-controlling interest’s share. 

Computer software represents the costs that the Group has incurred on internally developed software and predominantly relates to 
development of  Group finance systems and to a underwriting platform for Amlin Insurance S.E. developed in 2012. Costs relating to Amlin 
Insurance S.E. are being amortised over 10 years, with six years remaining. 

In October 2016, the Group implemented the finance system and commenced amortising. This will be amortised over 8 years.

For the purpose of  impairment testing, goodwill and intangible assets are allocated to the Group’s cash generating units (CGUs) identified 
according to how assets are managed in the Group. This has been identified at legal entity level, and aggregated by geographical area. A full 
listing of  the Group’s legal entities can be found in note 18.

The analysis of  goodwill and indefinite life intangible assets by CGU is shown below.

2016 2015

Goodwill
£m

Syndicate 
participations 

£m
Total

£m
Goodwill

£m

Syndicate 
participations 

£m
Total

£m

UK entities

MS Amlin Corporate Member Limited – 63.2 63.2 – 63.2 63.2

Lead Yacht Underwriters Limited 11.5 – 11.5 11.5 – 11.5

Other CGUs 12.1 – 12.1 12.1 – 12.1

23.6 63.2 86.8 23.6 63.2 86.8

Europe entities

Amlin Insurance S.E. 53.7 – 53.7 47.2 – 47.2

MS Amlin Marine NV 13.3 – 13.3 11.5 – 11.5

67.0 67.0 58.7 – 58.7

Other entities

Leadenhall Capital Partners LLP 26.5 – 26.5 22.2 – 22.2

26.5 – 26.5 22.2 – 22.2

Total goodwill and indefinite life intangible 
assets 117.1 63.2 180.3 104.5 63.2 167.7

When testing for impairment, the recoverable amount of  a CGU is determined based on value in use calculations. Value in use is calculated 
for each CGU using a discounted cash flow projection based on business plans and growth assumptions approved by management and 
discounted at an appropriate discount rate.

Key assumptions used in the calculation are as follows:

• Cash flow projections are based on the budgeted profit before tax for each CGU contained within the most recent business plans approved 
by management, adjusted for non-cash items such as depreciation. As such, these forecasts reflect the best estimate of  future cash flows 
based on historical trends and expected growth rates. The period covered by the projections is five years. The most significant assumptions 
used to derive the operating profit include an assessment of  the market cycle, retention rates, claims inflation, outwards reinsurance 
expenditure and long-term investment return;

• In order to extrapolate future cash flows beyond the business plan period, a long-term average growth rate of  2.5% (2015: 2.5%) has been 
assumed for all CGUs, based on historical growth rates and management’s estimates of  future growth; and

• A risk adjusted pre-tax discount rate of  7.25% (2015: 7.5%), has been applied to each CGU’s cash flow projection, which reflects a 
combination of  factors including the Group’s expected cost of  equity, expected cost of  borrowing, and different risk factors attaching to 
each CGU.

In each case, the results of  this exercise indicate that the recoverable amount exceeds the intangible asset’s carrying value and would not be 
sensitive to reasonable possible changes in assumptions. 
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16. Retirement benefit obligations
The Group participates in a number of  pension arrangements, including defined contribution schemes and defined benefit schemes. 

a) Defined benefit schemes
The Group participates in four funded defined benefit schemes, the Lloyd’s Superannuation Fund located in the United Kingdom, Amlin 
Insurance S.E. schemes located in The Netherlands and Belgium, and the MS Amlin AG scheme in Switzerland. 

Scheme descriptions
Lloyd’s Superannuation Fund – United Kingdom
The scheme is operated as part of  the Lloyd’s Superannuation Fund (the Fund). The Fund is administered by an entity which is legally 
separate from the Group. The board of  the pension fund, the board of  trustees, is made up by a majority of  independent directors, an 
MS Amlin employers’ director and an MS Amlin members’ director. The trustees are required by legislation and by its articles of  association 
to act in the interests of  the pension scheme and the plan participants. The trustees are responsible for the investment strategy of  the Fund, 
in accordance with the Statement of  Investment Principles. The trustees are also responsible for the appointment of  custodians and actuaries 
for the Fund, in addition to consulting with the employers of  the Fund.

Historically the Fund has catered for a number of  employers in the Lloyd’s market. As a consequence of  market consolidation, employers 
closing final salary schemes and some companies failing, MS Amlin is the only active employer in the Fund. 

Prior to MS Amlin becoming the sole participating employer, the trustees operated separate notional accounts for the scheme of  each 
contributing employer and also a section relating to former employees of  the employers no longer contributing to the fund (known as the 
orphans’ section). Since becoming the sole participating employer, the trustees has stopped notionally segregating the assets and therefore 
the Company continues to be ultimately responsible for the assets and liabilities of  the Fund, including 100% of  the orphan liabilities 
(2015: 100%).

During 2013, the trustees entered into a contract with a third party insurance company to secure the liabilities relating to the employers 
exiting the Fund and to some of  the liabilities relating to the orphans’ section. During 2014 and 2015, the trustees decided that they would 
not be securing nine members of  the exiting employer outside the Fund under this insurance contract. Instead the trustees opted to retain 
them in the Fund as orphan section members and maintain their cover with the insurance contract. The number of  excluded members 
remained unchanged during 2016. There is an allowance in the defined benefit obligation for the liability in respect of  these members, and 
a corresponding (and equal) allowance in the scheme assets of  the Fund as at 31 December 2016 for the value of  this insurance contract 
for these members. The increase in defined benefit obligation and scheme assets over the year has been treated as an experience loss/gain 
as appropriate.

Amlin Insurance S.E. schemes – Netherlands and Belgium
Amlin Insurance S.E. (AISE) operates two defined benefit pension schemes covering the majority of  its employees. These plans are governed 
by the AISE board in accordance with Dutch and Belgian legislation. Under these schemes, benefits are based on years of  service and level 
of  salary. Benefits also include other post-employment benefits which continue to be granted to employees after retirement. These plans are 
insured and are funded partly by means of  employee contributions.

For the Dutch pension plan, during 2015 specific budgets for future indexation of  accrued pension rights up to 2015 of  both inactive and 
active pension members were agreed with the Worker’s Council, as well as specific indexation principles for accrued pension rights from 
1 January 2016. Additionally on 31 December 2015 a new agreement with the insurance company was signed and the legacy contract 
was closed.

The pension plan for accrued pension rights from 1 January 2016 qualifies as a defined contribution plan under IAS 19R (paragraph 8), 
i.e. AISE pays fixed contributions into a separate entity (a fund) and will have no legal or constructive obligation to pay further contributions if  
the fund does not hold sufficient assets to pay all employee benefits relating to employee service in the current and prior periods. The future 
indexation of  past accrued pension rights (before 1 January 2016) of  current active pension members qualifies as a remaining obligation. 
As this future payment relates to employee benefits and the indexation budget is not fixed the legacy pension contract qualifies as a defined 
benefit scheme under IAS 19R.

MS Amlin AG scheme – Switzerland
MS Amlin AG operates a pension scheme which meets the classification of  a defined benefit scheme under IAS 19. In accordance with Swiss 
legislation, MS Amlin AG provides for occupational pension insurance, the regulations of  which, as may be amended from time to time, apply 
to both MS Amlin AG and the employee. The pension scheme’s management board (equally consisting of  employer as well as employee 
representatives) retains overall responsibility for deciding on such fundamental aspects as the level and structure of  plan benefits.

The insured salary is based on the agreed compensation exclusive of  bonus and/or other benefits granted by MS Amlin AG. The employees 
pay a portion of  the premium determined in the applicable pension fund regulations.
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16. Retirement benefit obligations continued

a) Defined benefit schemes continued
Net defined benefit liability
The amount recognised in the consolidated statement of  financial position in respect of  the Group’s defined benefit schemes is as follows:

2016
£m

2015
£m

Present value of  defined benefit obligation (664.8) (542.0)

Fair value of  scheme assets 610.3 521.5

Deficit in schemes (54.5) (20.5)

Restriction to defined benefit asset due to asset ceiling – (9.0)

Net defined benefit liability (54.5) (29.5)

The movement in the net defined benefit liability is as follows:

Present value 
of obligation

£m

Fair value 
of scheme 

assets
£m

Deficit in 
schemes

£m

Effect 
of asset 

ceiling
£m

Net defined 
benefit 
liability

£m

At 1 January 2016 (543.6) 523.1 (20.5) (9.0) (29.5)

Acquisition through business combination – – – – –

Interest (expense)/income (18.3) 18.1 (0.2) – (0.2)

Current service cost (2.2) – (2.2) (0.3) (2.5)

Past service cost 0.9 – 0.9 – 0.9

Administration expenses – (1.3) (1.3) – (1.3)

(Charged)/credited to consolidated statement of profit or loss (19.6) 16.8 (2.8) (0.3) (3.1)

Re-measurements:

Actuarial gains and (losses) arising from:

– changes in demographic assumptions 0.9 – 0.9 – 0.9

– changes in financial assumptions (111.8) 11.4 (100.4) – (100.4)

– changes in experience 0.3 0.1 0.4 – 0.4

Return on plan assets, excluding amounts included in interest 
(expense)/income – 58.1 58.1 – 58.1

Changes in asset ceiling, excluding amounts included in 
interest (expense)/income – – – 9.3 9.3

(Charged)/credited to consolidated statement of other 
comprehensive income (110.6) 69.6 (41.0) 9.3 (31.7)

Exchange differences (16.2) 13.0 (3.2) – (3.2)

Participant contributions (0.6) 0.6 – – –

Benefits paid 25.8 (25.8) – – –

Employer contributions – 13.0 13.0 – 13.0

At 31 December 2016 (664.8) 610.3 (54.5) – (54.5)

Included in the past service costs line above is £nil (2015: £11.6 million) relating to the limiting of  the obligation on the Amlin Insurance 
S.E. defined benefit scheme in The Netherlands as described on the previous page. All other past service costs are included within Other 
operating expenses in the consolidated statement of  profit or loss.
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Present value 
of  obligation

£m

Fair value 
of  scheme 

assets
£m

Deficit in 
schemes

£m

Effect of  
asset ceiling

£m

Net defined 
benefit 
liability

£m

At 1 January 2015 (572.3) 535.1 (37.2) (4.2) (41.4)

Interest (expense)/income (18.2) 17.5 (0.7) (0.2) (0.9)

Current service cost (5.4) – (5.4) – (5.4)

Past service cost 12.4 – 12.4 – 12.4

Administration expenses 0.3 (1.3) (1.0) – (1.0)

(Charged)/credited to consolidated statement of profit or loss (10.9) 16.2 5.3 (0.2) 5.1

Re-measurements:

Actuarial gains and losses arising from:

– changes in financial assumptions 15.6 – 15.6 – 15.6

– change in experience (3.0) 4.2 1.2 – 1.2

Return on plan assets, excluding amounts included in interest 
(expense)/income – (11.8) (11.8) – (11.8)

Changes in asset ceiling, excluding amounts included in 
interest (expense)/income – – – (4.6) (4.6)

Credited/(charged) to consolidated statement of other 
comprehensive income 12.6 (7.6) 5.0 (4.6) 0.4

Exchange differences 5.5 (3.9) 1.6 – 1.6

Participant contributions (1.1) 1.1 – – –

Benefits paid 22.6 (22.6) – – –

Employer contributions – 4.8 4.8 – 4.8

At 31 December 2015 (543.6) 523.1 (20.5) (9.0) (29.5)

Funding arrangements 
Lloyd’s Superannuation Fund
Contributions are paid to provide for the cost of  benefit accrual. The rate of  contribution agreed with the trustees is 16% (2015: 16%) paid by 
the employer plus 5% (2015: 5%) member contributions, in each case of  pensionable earnings, and additional contributions as agreed with 
the trustees. Contributions totalled £2.0 million at 31 December 2016 (2015: £2.0 million). 

The funding position of  the Fund is assessed every three years by an independent qualified actuary. Contributions are made at the funding 
rates recommended by the actuary and typically include adjustments to amortise any funding surplus or shortfall over a period. Amounts 
paid under the scheme are charged to Syndicate 2001 or other Group companies. The last completed formal valuation of  the Fund was as 
at 31 March 2013 and was completed in June 2014 by Mr D Wilding, Fellow of  the Institute of  Actuaries, and used the projected unit credit 
actuarial method.

On 20 June 2014, the Group agreed a schedule of  contributions with the Trustee, to run over 10 years. The schedule requires four separate 
payments of  £2.0 million to the Fund, followed by six separate payments of  £1.2 million to the Fund. 

The Group has also entered into an agreement with the trustees to hold certain funds within an escrow account. The Group has made 
payments totalling £14.0 million to the escrow account, and it is fully funded. Following the 2013 triennial actuarial valuation, the escrow 
account is being held as security against the future obligations due to the fund. Further details are provided in note 12(j).

Other schemes
Funding for the other schemes in operation is in accordance with related insurance arrangements and regulations described above.

Restriction to defined benefit asset due to asset ceiling 
The Lloyd’s Superannuation Fund’s rules do not allow the Group to receive a refund of  contributions in any circumstances. Therefore, the 
present value of  the future payments was recognised as a liability at 31 December 2015, to the extent that the contributions were not available 
after they were paid into the Fund. There is no effect of  an asset ceiling as at 31 December 2016.
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16. Retirement benefit obligations continued

a) Defined benefit schemes continued
Risks to which the Group is exposed through its defined benefit schemes
The defined benefit schemes expose the Group to the following risks:

• Changes in bond yields – The discount rate used in calculating the present value of  the defined benefit obligation is based upon the yield 
of  high-quality debt instruments issued by blue-chip companies, with maturities consistent with those of  the defined benefit obligations. 
A decrease in bond yields is likely to increase the defined benefit obligation. 

• Asset volatility – There is a risk that the return on the plan assets underperforms the yield on corporate bonds, thereby reducing the surplus 
or increasing the deficit. 

• Inflation risk – The defined benefit obligation is linked to inflation and therefore should the inflation rate increase, there will be an increase in 
the plan obligation.

• Life expectancy – The present value of  the defined benefit obligation is calculated based on certain mortality assumptions as stated below. 
An increase in the life expectancy of  the plan participants will result in an increase in the defined benefit obligation. 

• Risk of  insurer default – Where the schemes have entered into an insurance arrangement, if  the insurer is unable to meet its obligations, 
or if  the contract is cancelled by either party, it will fall to the Group to provide the benefits to members in accordance with the relevant 
scheme assets.

Significant actuarial assumptions
The significant actuarial assumptions used as at 31 December 2016 were:

UK
% pa

The 
Netherlands

% pa
Belgium

% pa
Switzerland

% pa

Discount rate for pension benefits 2.5 1.8 0.8/1.9 0.8

Price inflation (CPI/RPI for UK) 2.3/3.4 – 1.8 1.0

Expected salary increases – general – – 2.8 2.0

Indexation for active and formerly active employees – 1.0 – –

For the Lloyd’s Superannuation Fund, there are nil expected salary increases (2015: nil) because the plan participants’ salaries have been 
capped at the date of  buy-out. They continue to accrue additional years’ service but do not benefit from salary increases.

The significant actuarial assumptions used as at 31 December 2015 were:

UK
% pa

The 
Netherlands

% pa
Belgium

% pa
Switzerland

% pa

Discount rate for pension benefits 3.7 2.6 1.3 0.8

Price inflation (CPI/RPI for UK) 2.1/3.1 1.9 1.9 1.3

Expected salary increases – general – 1.5/2.0 1.9 2.3

Indexation for active and formerly active employees – 1.0/1.5 – –

The mortality assumptions used in the 31 December 2016 valuation included the following life expectancies:

Life expectancy (years) at age 60 
for a member currently:

UK The Netherlands Belgium Switzerland

Male Female Male Female Male Female Male Female

Aged 60 28.4 30.2 26.1 28.4 26.7 30.9 27.2 29.5

Aged 45 29.9 31.8 27.9 30.3 26.7 30.9 28.7 30.9

The mortality assumptions used in the 31 December 2015 valuation included the following life expectancies:

Life expectancy (years) at age 60 
for a member currently:

UK The Netherlands Belgium Switzerland

Male Female Male Female Male Female Male Female

Aged 60 28.3 30.1 26.8 27.9 26.7 30.9 26.5 29.1

Aged 45 29.8 31.7 28.0 28.8 26.7 30.9 27.8 30.4
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Significant actuarial assumptions – sensitivities
The table below shows the impact on the defined benefit obligation that a change in certain key assumptions would have: 

Assumption change
2016

£m
2015

£m

(Increase)/decrease in discount rate by 0.25% (24.1)/27.5 (20.0)/22.6

(Decrease)/increase in inflation rate by 0.25% (9.3)/10.3 (7.3)/8.4

(Decrease)/increase in salary rate by 0.5% (0.9)/0.4 (0.5)/0.4

(Decrease)/increase in indexation rate by 0.5% (2.2)/3.1 (2.0)/3.5

(Decrease)/increase in life expectancy by one year (22.4)/22.3 (17.2)/17.1

The above sensitivities of  the significant actuarial assumptions have been calculated by changing each assumption in turn whilst all remaining 
assumptions are held constant. The limitation of  this sensitivity analysis is that in practice assumptions may be correlated and therefore are 
unlikely to change in isolation. 

Analysis of  scheme assets
Total scheme assets are analysed by those that have a quoted market price in active market and those that are unquoted as follows:

31 December 2016 31 December 2015

Quoted
£m

Unquoted
£m

Total
£m

Total
%

Quoted
£m

Unquoted
£m

Total
£m

Total
%

Cash and cash equivalents – 30.1 30.1 4.9 – 18.0 18.0 3.4

Equity instruments

United Kingdom 82.9 – 82.9 13.6 78.1 – 78.1 14.9

Europe 9.8 – 9.8 1.6 13.5 – 13.5 2.6

North America 33.7 – 33.7 5.5 31.0 – 31.0 5.9

Asia 8.4 – 8.4 1.4 6.7 – 6.7 1.3

Rest of  World 5.6 – 5.6 0.9 5.4 – 5.4 1.1

Bonds

Government 214.9 – 214.9 35.2 166.9 – 166.9 31.9

Corporate 96.5 – 96.5 15.8 98.0 – 98.0 18.7

Property

United Kingdom 20.1 – 20.1 3.3 31.4 – 31.4 6.0

Total directly managed scheme assets – 
United Kingdom 471.9 30.1 502.0 82.2 431.0 18.0 449.0 85.8

The Netherlands 90.1 14.8 59.0 11.3

Belgium 4.2 0.7 3.5 0.7

Switzerland 14.0 2.3 11.6 2.2

Insured scheme assets 108.3 17.8 74.1 14.2

Total scheme assets 610.3 100.0 523.1 100.0

The analysis of  the scheme assets by asset class are not provided for the MS Amlin AG and Amlin Insurance S.E. defined benefit schemes as 
the investment decisions are at the discretion of  the third parties to whom MS Amlin AG and Amlin Insurance S.E. have ceded investment risk 
under the insurance policies taken out to meet their obligations. These scheme assets are shown as insured scheme assets in the table above.

Asset-liability matching strategies 
In accordance with the governance arrangements set out above, investment strategies are in place to maintain long-term investments which 
are aligned to the obligations under the defined benefit pension schemes. The Group actively monitors how the duration and expected yield 
of  the investments match the expected cash outflows arising from the pension obligations.

In addition, for the scheme in the UK, a proportion of  the Fund’s assets are invested in a liability driven investment portfolio. The objective 
of  this portfolio is to match these assets to a proportion of  the Fund’s liabilities.

The Group has not changed the processes used to manage its risks from prior period.
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16. Retirement benefit obligations continued

a) Defined benefit schemes continued
Maturity profile of  the defined benefit obligations
The weighted average duration of  the defined benefit obligation (years) is as follows:

2016 2015

UK 17 17

The Netherlands 22 26

Belgium 12 12

Switzerland 18 18

The expected maturity analysis of  the undiscounted pension benefits is as follows:

UK
£m

The 
Netherlands

£m
Belgium

£m
Switzerland

£m

Less than a year 23.0 1.6 0.4 0.8

Between 1-2 years 23.6 1.7 0.6 0.8

Between 2-5 years 74.2 5.6 2.6 2.7

Over 5 years 879.2 136.6 12.0 42.9

Total as at 31 December 2016 1,000.0 145.5 15.6 47.2

UK
£m

The 
Netherlands

£m
Belgium

£m
Switzerland

£m

Less than a year 22.1 1.3 0.2 0.7

Between 1-2 years 22.5 1.4 0.4 0.7

Between 2-5 years 70.5 4.7 2.0 2.1

Over 5 years 854.9 217.2 12.7 39.5

Total as at 31 December 2015 970.0 224.6 15.3 43.0

Expected contributions
The effect of  the defined benefit plans on the Group’s future cash flows as a result of  the expected contributions for the year ending 
31 December 2017 is as follows:

UK
£m

The 
Netherlands

£m
Belgium

£m
Switzerland

£m

Contributions from the Group 2.3 0.4 0.5 1.1

Contributions from plan participants 0.1 – – 0.5

Total contributions to the schemes 2.4 0.4 0.5 1.6

The cash flows in respect of  the Netherlands scheme relate to the settlement of  the outstanding obligations related to indexation of  
inactive pension members. After the payment only the obligation for future indexation of  active employees of  accrued pension rights up to 
31 December 2016 remains.

b) The stakeholder defined contribution schemes
The defined contribution schemes operated by the Group are stakeholder arrangements. The total contributions to the schemes for the year 
ended 31 December 2016 are £14.7 million (2015: £9.2 million).

c) Other arrangements
In addition to the defined benefit schemes and defined contribution schemes described above, the Group has an occupational money 
purchase scheme which provides death in service protection for all employees. Regular contributions, expressed as a percentage of  
employees’ earnings, are paid into this scheme and are allocated to accounts in the names of  the individual members, which are independent 
of  the Group’s finances. There were £0.2 million outstanding contributions at 31 December 2016 (2015: £nil).



MS Amlin plc 2016 Annual Report 117

S
trateg

ic rep
ort

D
irectors’ rep

ort
Financial statem

ents

17. Capital & reserves

a) Share capital 

2016
Number

2016
£m

2015
Number

2015
£m

Allotted, called up and fully paid ordinary shares

At 1 January issued ordinary shares of  28.125p each 506,177,051 142.4 504,865,900 142.0

Ordinary shares of  28.125 pence each issued in the year 2,864,817 0.8 1,311,151 0.4

At 31 December issued ordinary shares of 28.125p each 509,041,868 143.2 506,177,051 142.4

The Group issued 2,864,815 ordinary shares during the year in relation to the early closure of  the Employee Share Option scheme following 
the acquisition of  the Company by Mitsui Sumitomo Insurance Company Limited (MSI) at a fair value of  £5.7 million (205 pence per share). 
An additional one share was issued on the 4 November 2016 for £230.0 million and the proceeds used to repay the Group’s subordinated 
debt. A further share was issued on 31 December 2016 for £394.1 million for the acquisition of  the MS Frontier Reinsurance Limited and 
subsidiaries. The fair value of  all the shares issued is £629.8 million (£219.88 per share). 

b) Other reserves
All items of  other comprehensive income in 2016 and 2015 are charged to ‘Other reserves’. Other reserves are as follows:

Note

Defined 
benefit 

pension 
reserve

£m

Foreign 
operations 
translation 

reserve
£m

Employee 
share 
option 

reserve
£m

Hedge 
accounting 

reserve
£m

Capital 
redemption 

reserve
£m

Merger 
reserve

£m

Pre-1999 
goodwill 
write-off

£m
Other 

£m

Tax 
relating 
to other 

reserves
£m

Total
£m

At 1 January 2015 as reported (49.9) (8.1) 11.3 (41.1) 123.1 87.7 (45.7) 1.0 30.8 109.1

Prior year restatement 1.1 – 56.1 – – – – – – – 56.1

At 1 January 2015 restated (49.9) 48.0 11.3 (41.1) 123.1 87.7 (45.7) 1.0 30.8 165.2

Defined benefit pension fund gains 0.4 – – – – – – – 0.9 1.3

Foreign exchange gains on 
translation of  foreign operations, 
net of  designated hedges – 44.0 – 7.4 – – – – – 51.4

Tax on items that may be 
reclassified subsequently to profit 
or loss – – – – – – – – (2.5) (2.5)

Movement in share-based 
payment reserve – – 4.4 – – – – – 0.4 4.8

At 31 December 2015 restated (49.5) 92.0 15.7 (33.7) 123.1 87.7 (45.7) 1.0 29.6 220.2

Adjustments arising from business 
combinations – – – – – 49.4 – – – 49.4

Defined benefit pension fund losses (31.7) – – – – – – – 4.6 (27.1)

Foreign exchange gains on 
translation of  foreign operations, 
net of  designated hedges – 276.5 – (89.6) – – – – – 186.9

Tax on items that may be 
reclassified subsequently to profit 
or loss – – – – – – – – 8.3 8.3

Movement in share-based payment 
reserve – – (15.7) – – – – – 0.7 (15.0)

At 31 December 2016 (81.2) 368.5 – (123.3) 123.1 137.1 (45.7) 1.0 43.2 422.7

The foreign operations translation reserve for 2015 has been restated following a prior year adjustment for which further detail is provided in 
note 1. This adjustment has reduced the foreign exchange gains on translation of  foreign subsidiaries recognised in other comprehensive 
income for the year ended 31 December 2015 which were £26.2 million. 
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17. Capital & reserves continued

b) Other reserves continued
The nature and purpose of  each reserve within equity is shown below:

Reserve Nature and purpose

Defined benefit pension reserve Records the defined benefit pension fund balances

Foreign operations translation reserve Records the foreign currency translation of  investments in foreign operations

Employee share option reserve Records the equity settled share based payment plans

Hedge accounting reserve Records the impact on revaluation of financial instruments in designated hedge accounting relationships

Capital redemption reserve Records the impact of  the share buy back

Merger reserve Records the value of  the merger accounting reserve on business combinations

Pre-1999 goodwill write-off Records the write-off  of  goodwill on acquisitions prior to 1 January 1999

Other reserve Records any item that does not fall into any of  the above categories

Tax relating to other reserves Records tax relating to components of  other reserves

18. Subsidiaries and associates

a) Subsidiaries consolidated in the financial statements
The subsidiaries at 31 December 2016 which are consolidated in these financial statements are detailed below. Unless otherwise stated, 
the Group owns 100% of  ordinary share capital and voting rights in these entities: 

Subsidiaries Registered address

Allied Cedar Insurance Group Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Allied Underwriting Agencies Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Amlin Bermuda Holdings Limited Clarendon House, 2 Church Street, Hamilton, HM11, Bermuda

Amlin France Legacy Services 25 Rue de Liege, 75008, Paris, France

Amlin Insurance S.E. The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Amlin Netherlands Holding BV Van Heuven Goedhartlaan 939, 1181 LD Amstelven, Netherlands

Amlin Plus Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Amlin UK Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

AUA Insolvency Risk Services Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

AUT Holdings Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Crowe Livestock Underwriting Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Haven Knox-Johnston Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

JR Clare Underwriting Agencies Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Just Law Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Lead Yacht Underwriters Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Leadenhall Capital Partners LLP The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Leadenhall Capital Partners US LLC Corporation Trust Center, 1209 Orange Street, Wilmington, New Castle, Delaware 19801, U.S.A.

Leadenhall Capital Partners US LP Corporation Trust Center, 1209 Orange Street, Wilmington, New Castle, Delaware 19801, U.S.A.

Mitsui Sumitomo Insurance (London 
Management) Limited 2nd Floor 25 Fenchurch Avenue, London, EC3M 5AD, UK

Mitsui Sumitomo Insurance 
Underwriting at Lloyd’s Limited 2nd Floor 25 Fenchurch Avenue, London, EC3M 5AD, UK

MS Amlin (MENA) Limited Unit Office 301 & 401, Level 4, The Gate Precinct Building 2, Dubai International; Financial Centre, 
Dubai, 506929, United Arab Emirates

MS Amlin (Overseas Holdings) Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

MS Amlin AG Kirchenweg 5, 8008, Zurich, Switzerland

MS Amlin Asia Pacific Pte. Limited 138 Market Street #03-01, CapitaGreen, Singapore 048946
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Subsidiaries Registered address

MS Amlin Corporate Member Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

MS Amlin Corporate Services Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

MS Amlin Investment Management 
Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

MS Amlin Investments Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

MS Amlin Labuan Limited Brumby Centre, Lot 42, Jalan Muhibbah, 87000, Labuan F.t., Malaysia

MS Amlin Marine (France) Sarl 83 BD DU Montparnasse 75006, Paris, France

MS Amlin Marine NV Fascinatio Boulevard 622, 2909VA Capelle Aan Den Ijssel, Postbus 8910, 3009AX, Rotterdam, 
Netherlands

MS Amlin Reinsurance Managers, Inc 820 Bear Tavern Road, West Trenton, NJ, 08628, United States

MS Amlin Underwriting Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

MS Amlin Underwriting Services 
Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

MS Frontier Modelling Research Pte Ltd 16 Raffles Quay, #40-01, Hong Leong Bldg., Singapore 048581, SINGAPORE

MSI Corporate Capital Limited 2nd Floor 25 Fenchurch Avenue, London, EC3M 5AD, UK

MSI Insurance Management (Ireland) 
Limited 6th Floor, South Bank House, Barrow Street, Dublin 4

RaetsAsia P&L Services Pte Ltd 78 Shenton Way, #29-01, 079120, Singapore

RaetsMarine UK Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Serviceline (U.K.) Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

St Margaret’s Insurance Services 
Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Stace Barr Angerstein Limited The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Summit Insurance Group Ltd The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG, UK

Toro Prism Public Limited Company 2nd Floor, Block E, Iveagh Court, Harcourt Road, Dublin, Ireland

Notes:
MS Amlin Group has a 75% share in Leadenhall Capital Partners LLP

b) Investments in associates
The investments in associates balance represents interests in entities over which the Group has significant influence. Other investments not 
meeting these criteria and not controlled by the Group are included as equity investments in note 12.

The Group owns interests in two associates as detailed below, both incorporated in England and Wales. 

Holding Principle activity Class of share held Shareholding held

Miles Smith Holdings Limited Regulated broker Ordinary 25.8%

Eagle Underwriting Regulated broker Ordinary 20.0%

Manchester Underwriting Management Limited 
Syndicate 2001 had a financial interest of  30.0% in Manchester Underwriting Management Limited (MUM) which was disposed of  on 
2 December 2016, resulting in a loss of  £0.2 million.
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18. Subsidiaries and associates continued

b) Investments in associates continued
Eagle Underwriting Limited 
Syndicate 2001 acquired a financial interest of  20% in Eagle Underwriting Limited on 15 September 2016 for CAD$0.8 million. Syndicate 2001 
has the option to increase the stake to 49% by the fifth anniversary of  the transaction.

The aggregate amount of  the Group’s share of  profit after tax from investments in associates during the year is as follows:

2016
£m

2015
£m

Share of  profit after tax of  associates 0.3 0.7

Total comprehensive income 0.3 0.7

Investment in associates 7.2 7.7

Total assets 7.2 7.7

At 31 December 2016, the Group had an aggregate balance receivable from associates, excluding loans as detailed below, of  £4.3 million 
(2015: £2.9 million). No amounts were provided for doubtful recovery of  outstanding balances and no expense was recognised during the year 
in respect of  bad or doubtful debts due from associates.

c) Interests in unconsolidated structured entities
As per note 12(b), the Group holds financial investments in certain pooled vehicles which are typically sub-funds of  umbrella structures. These 
sub-funds meet the definition of  structured entities under IFRS 10, ‘Consolidated Financial Statements’, as voting and similar rights, which are 
not substantive and are protective in nature, are not the dominant factor in determining who controls the entity. Decision making at the sub-
fund level is typically restricted to administrative tasks only, and instead it is the voting rights at the umbrella level which determines the control 
of  the sub-funds.

The investments which meet the definition of  structured entities are certain of  the Group’s investments in pooled vehicles – bonds and LIBOR 
plus funds, as provided in footnote on page 79. The funds under management with each of  the fund managers in these pooled vehicles 
are also included within the same note. These amounts are recorded within financial assets on the Group’s consolidated statement of  
financial position.

The maximum exposure to loss from the Group’s interests in unconsolidated structured entities is 100% of  the funds invested in those entities, 
should the fair value of  the assets held deteriorate to nil.

The Group has provided no financial or other support to any unconsolidated structured entities in the period outside of  transactions in the 
ordinary course of  investment management, and has no current intentions to do so.

19. Contingent liabilities
The Group has no material contingent liabilities as at 31 December 2016 (2015: £nil).

20. Commitments

a) Capital commitments
The Group has commitments to subscribe to property funds at 31 December 2016 of  £22.7million (2015: £41.7 million) made in the normal 
course of  investment activities.

b) Operating lease commitments
The Group leases various offices, as a lessee, under operating lease agreements. The Group is required to give notice for the termination 
of  these agreements. The lease expenditure charged to the consolidated statement of  profit or loss during the year is £12.8 million (2015: 
£13.4 million), as disclosed in note 8(g). 
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The future aggregate minimum lease payments under the non-cancellable portion of  the Group’s operating leases are as follows:

2016
£m

2015
£m

No later than 1 year 15.6 5.2

Later than 1 year and no later than 5 years 45.0 25.9

Later than 5 years 47.7 53.7

108.3 84.8

21. Related party transactions

a) Transactions and balances with related parties
i) Associates
The Group enters into transactions with its associates in the normal course of  business. The sales to, and purchases from, associates are 
made at normal market prices. Details of  the Group’s associates are given in note 18(b).

ii) Short term loan from the Parent Company
On 8 August 2016, MS Amlin received ¥6.0 billion (£41.7 million), as a short term loan from MSI and this will be repaid with accrued interest 
on 31 May 2017.

iii) Letters of credit provided by MSI to Corporation of Lloyds
The Funds at Lloyds (FAL) inter-available balance relating to the two syndicates the Group participates in, include letters of  credit guaranteed 
by MSI of  £165.0 million and Japanese corporate bonds provided by MSI with a market value of  ¥24.2 billion (£164.0 million). Since FAL 
is not under the management of  the Group, these balances have not been included on the statement of  financial position. However, the 
Group, through MS Amlin Underwriting Limited as managing agent of  the two syndicates, is able to make a call on the FAL to meet liquidity 
requirements or to settle losses.

b) Compensation of key management personnel
Key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities of  the 
business, directly or indirectly. Compensation includes that which has been earned by the Executive Directors and certain members of  Group 
Management. These are analysed below:

2016
£m

2015
£m

Salaries and other short-term benefits 12.0 7.6

Amounts received under long-term incentive scheme (other than shares and share options) 18.2 0.7

Amounts received from shares and share options – 1.9

30.2 10.2

Employer’s pension contribution 1.0 0.3

31.2 10.5

c) Transactions with companies with common directors
Certain Directors of  the Company are also directors of  other companies. Such other companies (and/or their subsidiaries) may, and in some 
cases do, conduct business with companies in the MS Amlin Group. In all cases, transactions between the MS Amlin Group and such other 
companies are carried out on normal arm’s length commercial terms.
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22. Events after the reporting period
The following significant events have been identified between the date of  the consolidated statement of  financial position and the date on 
which the financial statements were authorised. 

Ogden rate change
On 27 February 2017, the Ministry of  Justice announced a change in the Ogden discount rate used for assessing bodily injury liability claims 
in the UK from 2.5% to (0.75)%. This has been allowed for in estimating the value of  the Group’s insurance liabilities as at 31 December 2016, 
and the Group’s profit before tax has incurred a reduction of  £41.7 million.

MS Amlin (India) Private Limited
On 13 December 2016, Syndicate 2001 deposited £0.6 million with Corporation of  Lloyds India to meet Indian regulatory requirements to 
enable the establishment of  MS Amlin (India) Private limited. MS Amlin (India) Private Limited was incorporated on 3 February 2017 and 
commenced trading on 1 April 2017.

Dividend paid to the shareholders of the Company
An interim ordinary dividend of  15.0 pence per share for 2015, amounting to £75.8 million was declared by the Board on 23 February 2017. 
This has not been included as a liability as at 31 December 2016, but was paid on 20 March 2017.

Premium Trust Deed settlement
In March 2017 MS AUL agreed to a financial penalty of  £630,000 and a public Notice of  Censure, and to pay costs of  £90,500, to resolve 
allegations by Lloyd’s of  London relating to historical breaches of  the terms of  the Premium Trust Deed for Syndicate 2001.

Notes to the financial statements
For the year ended 31 December 2016
continued
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Parent Company statement of financial position
At 31 December 2016

Note
2016

£m
2015

£m

Assets

Cash and cash equivalents 27(a) 14.7 19.1

Financial assets 27(b) 35.4 15.3

Loans and receivables 28 12.9 10.4

Amounts due from subsidiaries 28 135.3 97.8

Current income tax assets 29.0 16.0

Deferred tax assets 0.3 –

Investments in subsidiaries 30 2,140.3 1,737.4

Property and equipment 29 19.8 18.6

Total assets 2,387.7 1,914.6

Equity

Share capital 17(a) 143.2 142.4

Share premium 946.0 317.0

Other reserves 123.1 139.1

Treasury shares – (11.0)

Retained earnings 537.3 553.3

Total equity and reserves 1,749.6 1,140.8

Liabilities

Other payables 31 18.2 12.7

Amounts due to subsidiaries 31 476.1 380.0

Financial liabilities 27(b) 5.7 7.9

Borrowings 27(c) 138.1 373.1

Deferred tax liabilities – 0.1

Total liabilities 638.1 773.8

Total equity, reserves and liabilities 2,387.7 1,914.6

The attached notes form an integral part of  these financial statements.

The financial statements on pages 123 to 125 were approved by the Board of  Directors and authorised for issue on 2 May 2017. They were 
signed on its behalf  by:

Charles Philipps Richard Hextall
Chief  Executive Chief  Finance & Operations Officer
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Parent Company statement of changes in equity
For the year ended 31 December 2016

For the year ended 31 December 2016 Note

Share 
capital

£m

Share 
premium

£m

Other 
reserves

£m

Treasury 
shares

£m

Retained 
earnings

£m

Total 
equity and 

reserves
£m

At 1 January 2016 142.4 317.0 139.1 (11.0) 553.3 1,140.8

Loss and total other comprehensive expense for the year – – – – (28.8) (28.8)

Employee share option schemes:

– share-based payment reserve – – (16.0) – 24.4 8.4

– proceeds from shares issued – 1.0 – 0.6 (1.2) 0.4

Dividends paid – – – – – –

Issue of  new shares 0.8 628.0 – – – 628.8

Treasury shares transferred – – – 10.4 (10.4) –

Transactions with the owners of the Company for the year 0.8 629.0 (16.0) 11.0 12.8 637.6

At 31 December 2016 143.2 946.0 123.1 – 537.3 1,749.6

Following the acquisition of  all shares on the Company by Mitsui Sumitomo Insurance Company Limited, the balance of  shares in Treasury 
was transferred out in full.

For the year ended 31 December 2015 Note

Share 
capital

£m

Share 
premium

£m

Other 
reserves

£m

Treasury 
shares

£m

Retained 
earnings

£m

Total 
equity and 

reserves
£m

At 1 January 2015 142.0 311.7 134.8 (16.1) 703.0 1,275.4

Profit and total other comprehensive income for the year – – – – 63.2 63.2

Employee share option schemes:

– share-based payment reserve – – 4.3 0.4 – 4.7

– proceeds from shares issued – 0.2 – 4.7 (1.0) 3.9

Dividends paid 26 – – – – (211.9) (211.9)

Issue of  new shares 0.4 5.1 – – – 5.5

Transactions with the owners of  the Company for the year 0.4 5.3 4.3 5.1 (212.9) (197.8)

At 31 December 2015 142.4 317.0 139.1 (11.0) 553.3 1,140.8

The attached notes and information on pages 126 to 131 form an integral part of  these financial statements. 
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Parent Company statement of cash flows
For the year ended 31 December 2016

Note
2016

£m
2015

£m

(Loss)/profit before tax (54.2) 56.3

Adjustments:

Depreciation charge 2.0 0.2

Finance costs 19.7 18.9

Dividend income (119.1) (147.5)

Losses/(gains) on investments realised and unrealised 56.5 (3.9)

Foreign exchange losses on revaluation 8.1 6.8

Other non-cash movements 0.2 0.3

Movement in operating assets and liabilities:

Net (purchases)/sales of  financial investments  (75.5) 15.5

Increase in loans and receivables (2.5) (0.1)

(Increase)/decrease in amounts due from subsidiaries (28.4) 263.4

Increase/(decrease) in amounts due to subsidiaries 96.2 (205.0)

Increase in other payables 4.1 2.1

Cash generated (utilised in)/from operations (92.9) 7.0

Interest received 0.1 –

Dividend received 119.1 147.5

Income tax paid (0.4) (0.5)

Net cash inflows from operating activities 25.9 154.0

Cash flows from investing activities

Investment in subsidiary – (36.3)

Investment in associate – 0.8

Sale of  property and equipment – 4.0

Net cash outflows from investing activities – (31.5)

Cash flows from financing activities

Net proceeds from issue of  ordinary shares, including treasury shares 5.7 6.4

Capital injection/contribution from owners of  the Company 230.0 –

Dividends paid to owners of  the Company 26 – (211.9)

Interest paid (18.4) (18.1)

Net (repayment)/drawdown of  borrowings (247.5) 105.3

Purchase of  ESOT and treasury shares (0.8) (0.4)

Net cash outflows used in financing activities (31.0) (118.7)

Net (decrease)/increase in cash and cash equivalents (5.1) 3.8

Cash and cash equivalents at beginning of  year 19.1 15.0

Effect of  exchange rate changes on cash and cash equivalents 0.7 0.3

Cash and cash equivalents at end of year 27 14.7 19.1

The attached notes and information on pages 126 to 131 form an integral part of  these financial statements. 
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23. Accounting policies

Basis of preparation
MS Amlin plc (the Company), domiciled in the United Kingdom, is the ultimate parent company for the MS Amlin Group (the Group). 
This Group is the smallest group in which the results of  the Company are consolidated.

The Company is a wholly owned subsidiary of  Mitsui Sumitomo Insurance Company, Limited (MSI), which is in turn a direct subsidiary of  
MS & AD Insurance Group Holdings, Inc. The Company’s ultimate parent company and controlling party therefore is MS & AD Insurance 
Group Holdings, Inc., a company incorporated in Japan and is the largest group in which the results of  the Company are consolidated. 
The consolidated financial statements of  MS Amlin plc and MS & AD Insurance Group Holdings, Inc are available to the public and may 
be obtained from the Company Secretary at The Leadenhall Building, 122 Leadenhall Street, London, EC3V 4AG. The address of  MS & AD 
Insurance Group Holdings, Inc., is Tokyo Sumitomo Twin Building (West Tower), 27-2, Shinkawa 2-chome, Chuo-ku, Tokyo, Japan.

The separate financial statements of  the Company are prepared as required by the Companies Act 2006. The statement of  financial position 
of  the Company has also been prepared in accordance with International Financial Reporting Standards (IFRSs) and interpretations 
issued by the IFRS Interpretations Committee (IFRICs), as adopted for use in the European Union (EU). In accordance with the exemption 
permitted under section 408 of  the Companies Act 2006, the statement of  profit or loss and statement of  other comprehensive income of  the 
Company are not presented as part of  these financial statements. The loss after taxation for the year of  the Company was £28.8 million (2015: 
£63.2 million profit). 

The financial statements have been prepared on the historical cost basis except for financial assets and liabilities and cash and cash 
equivalents, which are measured at their fair value. 

The accounting policies that are used in preparation of  these statements are consistent with the accounting policies used in the preparation 
of  the consolidated financial statements of  the Group as set out in those financial statements. This includes the Group policies on critical 
accounting judgements and key sources of  estimation uncertainty.

The additional accounting policies that are specific to the separate financial statements of  the Company are set out below.

Investment in subsidiaries
Other financial investments in Group undertakings are stated at cost and are reviewed for impairment when events, or changes in 
circumstances, indicate the carrying value may be impaired.

Dividend income
Dividend income from investments in subsidiaries is recognised when the right to receive payment is established. 

24. Parent Company risk disclosures
The business of  the Company is managing its investments in subsidiaries. The Company also holds, on behalf  of  the Group, various 
instruments to hedge exposures arising from its investments in subsidiaries. In the Company, gains and losses arising from such investments 
are taken to the profit or loss. Details of  such instruments are given in note 10(c).

The Company’s risks are considered to be the same as those in the operations of  the Group itself. Full details of  the risks faced by the Group 
and the Group’s risk management policies are given in notes 10, 12 and 13.

25. Employees and Directors
All MS Amlin employees within the UK are employed by the Group service company, MS Amlin Corporate Services Limited. Overseas 
employees are employed by the relevant foreign entities. Therefore, the persons employed by the Company are nil (2015: nil).

The aggregation of  the Company’s Directors’ remuneration, pension benefits and gains on the exercise of  share options, including those of  
the highest paid Director is in note 8(e).

The aggregation of  the Company’s key management personnel remuneration is in note 21(b).

Notes to the financial statements
For the year ended 31 December 2016
continued
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26. Dividends 
The amounts recognised as distributions to equity holders are as follows:

2016
£m

2015
£m

Final dividend for the year ended: 

– 31 December 2014 of  18.9 pence per ordinary share – 94.6

Special dividend for the year ended:

– 31 December 2014 of  15.0 pence per ordinary share – 75.1

Interim dividend for the year ended:

– 31 December 2015 of  8.4 pence per ordinary share – 42.2

– 211.9

An interim ordinary dividend of  15.0 pence per share in respect of  the year ended 31 December 2015, amounting to £75.8 million was 
conditionally declared by the Board on 23 February 2017. This has not been included as a liability as at 31 December 2016, but was paid on 
20 March 2017.

27. Financial assets and financial liabilities

a) Cash and cash equivalents

2016
£m

2015
£m

Cash and cash in hand 14.7 19.1

The cash and cash in hand balance includes £14.2 million (2015: £14.2 million) held in an escrow account in accordance with the funding 
requirements set out in the agreement with the Trustee of  the Lloyd’s Superannuation Fund defined benefit pension scheme. Details of  the 
arrangement are in note 16(a).

As per the fair value methodology described in note 12(f), cash and cash equivalents above are classified as Level 1 in the fair value hierarchy.

b) Net financial investments
The cost and valuation of  the Company’s investments are as follows:

At valuation
2016

£m

At valuation
2015

£m

At cost
2016

£m

At cost
2015

£m

Assets

Financial assets held for trading at fair value through profit or loss

Debt and other Fixed Income Securities 5.0 4.1 5.0 4.1

Derivative instruments 8.3 7.5 – –

Other financial assets at fair value through profit or loss

Participation in investment pools 22.1 3.7 22.1 3.7

Total financial assets 35.4 15.3 27.1 7.8

Liabilities

Financial liabilities held for trading at fair value through profit or loss

Derivative instruments (5.7) (7.9) – –

Total financial liabilities (5.7) (7.9) – –

Net financial assets 29.7 7.4 27.1 7.8

As per the fair value methodology described in note 12(f), the net financial assets above, excluding derivative instruments, are classified as 
Level 1 in the fair value hierarchy. Derivative instruments are classified as Level 2.
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Notes to the financial statements
For the year ended 31 December 2016
continued

27. Financial assets and financial liabilities continued

c) Borrowings

2016
£m

2015
£m

Subordinated debt – 229.7

Revolving credit facility 96.4 143.4

Short term loan from Ultimate Parent Company 41.7 –

138.1 373.1

The current and non-current portions are expected to be as follows:

2016
£m

2015
£m

Current portion 138.1 373.1

Non-current portion – –

138.1 373.1

For further details of  the Company’s borrowings, refer to note 12(e). As per the fair value methodology described in note 12(f), borrowings are 
classified as Level 3 in the fair value hierarchy.

28. Other loans and receivables
2016

£m
2015

£m

Loans and receivables 12.9 10.4

Amounts due from subsidiaries 135.3 97.8

148.2 108.2

2016
£m

2015
£m

Current portion 13.2 16.9

Non-current portion 135.0 91.3

148.2 108.2

The carrying amounts disclosed above are reasonably approximate to the fair value at the reporting date.
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29. Property and equipment
Fixtures, 

fittings and 
leasehold 

improvements 
£m

Cost

At 1 January 2016 19.3

Additions 3.1

At 31 December 2016 22.4

Accumulated depreciation

At 1 January 2016 0.7

Charge for the year 1.9

At 31 December 2016 2.6

Net book value

At 31 December 2016 19.8

At 1 January 2016 18.6

30. Investments in subsidiaries
2016

£m
2015

£m

At 1 January 1,737.4 1,372.5

Additions during the year 402.9 364.9

At 31 December 2,140.3 1,737.4

Additions in the year include the acquisition of  MS Frontier Reinsurance Limited (MSFR) from a fellow MS&AD Group company. Please refer to 
note 3(a) of  the Group financial statements for further details. 

The Company increased investments in the following subsidiaries during the year by a total of  £8.8 million (2015: £7.5 million) to account for 
costs in providing share-based payments to employees: 

• MS Amlin Corporate Services Limited;

• MS Amlin AG;

• MS Amlin Asia Pacific Pte Limited;

• Amlin Insurance S.E.;

• MS Amlin Reinsurance Managers Inc;

• MS Amlin Marine N.V.; and

• MS Amlin (MENA) Limited

For further details of  investments in subsidiaries refer to note 18.
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Notes to the financial statements
For the year ended 31 December 2016
continued

31. Other payables 
2016

£m
2015

£m

Other payables 18.2 12.7

Amounts due to subsidiaries 476.1 380.0

494.3 392.7

2016
£m

2015
£m

Current portion 488.4 387.6

Non-current portion 5.9 5.1

494.3 392.7

The carrying amounts disclosed above are reasonably approximate to the fair value at the reporting date.

32. Contingent liabilities
The Company has no material contingent liabilities at 31 December 2016 (2015: £nil).

33. Commitments

Operating lease commitments
The future aggregate minimum lease payments under the non-cancellable portion of  the Company’s operating leases are as follows:

2016
£m

2015
£m

No later than 1 year 5.2 –

Later than 1 year and no later than 5 years 27.7 16.8

Later than 5 years 44.6 51.4

77.5 68.2

34. Related party transactions

Purchases of goods and services
The Company has purchased goods and services at cost from fellow Group company MS Amlin Corporate Services Limited to the value of  
£40.1 million (2015: £46.6 million). In addition exceptional items of  £20.4 million have been recharged from MS Amlin Corporate Services Limited.

Year end balance with related parties
Cash resources are held centrally within the Group. This eliminates the need for many of  the Group’s subsidiaries to maintain bank accounts 
and optimises the management of  cash resources. As a result of  this practice, many transactions within the Group are accounted for through 
intercompany accounts. 
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The following table shows the balances outstanding at the year end between the Company and fellow subsidiaries of  the Group. The balances 
are all unsecured and no provisions are required for bad or doubtful debts.

2016
£m

2015
£m

Balances outstanding at the year-end:

– Syndicate 2001 (26.9) (26.6)

– MS Amlin Investments Limited (149.0) (149.0)

– St Margaret’s Insurance Services Limited 1.3 1.3

– MS Amlin Corporate Services Limited 127.6 83.8

– MS Amlin Corporate Member Limited (80.9) 6.8

– AUT Holdings Limited (6.4) (4.5)

– Delian (A – L) Limited companies – (2.0)

– MS Amlin (Overseas Holdings) Limited (86.1) (86.0)

– Amlin Bermuda Holdings Limited (1.9) (1.7)

– Amlin Insurance S.E. 6.0 3.0

– MS Amlin AG (123.8) (106.4)

– Allied Cedar Insurance Group Limited (1.1) (1.1)

– Lead Yacht Underwriters Limited 0.3 0.3

– Amlin Asia Pacific Pte Limited 0.1 –

– MS Amlin Reinsurance Managers Inc. – (0.1)

 (340.8) (282.2)

With the exception of  specific loans which have a fixed repayment date, all of  the above intra Group debt is repayable on demand and 
corporation tax provisions reflect arm’s length prices for the transactions between the Company and its subsidiaries.

35. Other reserves
All items of  other comprehensive income in 2016 and 2015 are charged to ‘Other reserves’. Other reserves are as follows:

Employee 
share option 

reserve
£m

Capital 
redemption 

reserve
£m

Total
£m

At 1 January 2015 11.7 123.1 134.8

Movement in share-based payment reserve 4.3 – 4.3

At 31 December 2015 16.0 123.1 139.1

Movement in share-based payment reserve (16.0) – (16.0)

At 31 December 2016 – 123.1 123.1

The nature and purpose of  each reserve within equity is shown below:

Reserve Nature and purpose

Employee share option reserve Records the equity settled share based payment plans

Capital redemption reserve Records the impact of  the share buy back
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