
1 

AXA ART Insurance SE 

Solvency and Financial Condition Report  

(“SFCR”) 

2016 

  



2 

Contents 

Summary 

A. Business and Performance 
A.1 Business  
A.2 Underwriting Performance  
A.3 Investment Performance  
A.4 Performance of other Activities  
A.5 Any Other Information  

B. System of Governance 
B.1 General Information on the System of Governance  
B.2 ‘Fit and Proper’ requirements  
B.3 Risk Management System including the Own Risk and Solvency Assessment  
B.4 Internal Control System  
B.5 Internal Audit Function  
B.6 Actuarial Function  
B.7 Outsourcing  
B.8 Any Other Information  

C. Risk Profile 
C.1 Underwriting Risk  
C.2 Market Risk  
C.3 Credit Risk  
C.4 Liquidity Risk  
C.5 Operational Risk  
C.6 Other Material Risks  

D. Valuation for Solvency Purposes 
D.1 Assets  
D.2 Technical Provisions  
D.3 Other Liabilities  
D.4 Alternative Methods for Valuation  

E. Capital Management 
E.1 Own Funds  
E.2 Solvency Capital Requirement and Minimum Capital Requirement  
E.3 Use of the duration-based equity risk sub-module in the calculation of the 
Solvency Capital Requirement 
E.4 Differences between the standard formula and any internal model used 
E.5 Non-compliance with the Minimum Capital Requirement and non-compliance with 
the Solvency Capital Requirement 
E.6 Any other information  

F. Approvals 
F.1 Approval by the Board of the SFCR and reporting templates 
F.2 Audit Report 

G: Public Annual Quantitative Reporting Templates (QRT’s)

  



3 

SOLVENCY AND FINANCIAL CONDITION REPORT 2016 

This report is the Solvency and Financial Condition Report (SFCR) of AXA ART Insurance SE for the 
reporting period ended December 31, 2016, pursuant to article 51 of the Directive 2009/138/EC and 
articles 290 to 298 of the Delegated Regulation 2015/35.  

CERTAIN PRELIMINARY INFORMATION ABOUT THIS SFCR REPORT 

Presentation of the information 

In this Report unless provided otherwise, (i) the “Company”, “AXA ART UK” and/or “we” refer to AXA 
ART Insurance SE, a societas europaea (European Public Limited Company); (ii) “AXA ART” refers to 
the AXA ART Global Head Quarters based in Germany (iii) “AXA” and/or “AXA SA” refer to AXA, a 
société anonyme organized under the laws of France, which is the publicly traded parent Company of 
the AXA Group; and (iv) “AXA Group” and/or the “Group” refer to AXA SA together with its direct and 
indirect consolidated subsidiaries. 

SUMMARY 

In recent years, the European Union has developed a new regulatory regime for European insurers 
which became effective on January 1, 2016, following the adoption of the 2009 Solvency II Directive 
on the taking-up and pursuit of the business of insurance and reinsurance, as amended in 2014 by the 
2014/51/EU Directive (“Omnibus II”). The regime is designed to implement solvency requirements that 
better reflect the risks that insurance companies face and establish a supervisory system that is 
consistent across all European member States. The Solvency II framework is based on three main 
pillars: (1) Pillar 1 consists of the quantitative requirements around own funds, valuation rules for 
assets and liabilities and capital requirements, (2) Pillar 2 sets out qualitative requirements for the 
governance and risk management of insurers, as well as for the effective supervision of insurers 
including the requirement for insurers to submit an Own Risk and Solvency Assessment (ORSA) 
which will be used by the regulator as part of the supervisory review process; and (3) Pillar 3 focuses 
on enhanced reporting and disclosure requirements. The Solvency II framework covers, among other 
matters, valuation of assets and liabilities, the treatment of insurance groups, the definition of own 
funds and the overall level of required capital. 

/ Key Figures 

(In GBP million except solvency ratio data) 2016 2015 

Income Statement Data 

Total Gross Written Premium 36.5 34.6 

Operating income before investment results 11.4 7.9 

Net investment results 1.4 0.2 

Net income 10.9 6.6 

Balance Sheet Data 

Total assets 58.5 55.8 

Available capital 17.0 24.8 

Capital Requirement Data 

Solvency Capital Requirement (SCR) 12.4 11.6 

Solvency II ratio  137% 214% 
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/ Key Highlights 
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Gross revenue increased by £1.9 million (+5.5%) in 2016. This growth was primarily 
driven by geographical diversification outside of the UK (+22.5%). 

Total operating income increased by 44%. This was driven by: 

- a one-off equalisation provision release of £5.1m which is no longer required 
under UK GAAP upon the transition to the Solvency II regime.  

- net loss ratio increasing to 24.2% compared with 2015 net loss ratio of 20.4%, 
reflecting the Company’s strategy of developing  personal lines business which 
is written at a higher expected loss ratio to access a larger market which 
traditionally exhibits lower volatility than pure fine art risks. This development 
included the launch of a new high net worth household product (tailorMade) 

- Non-commission expenses were £7.6m (2015: £6.7m) reflecting increased 
technical costs including Flood Re levy (£0.2 per annum) and one-off costs to 
support corporate restructuring and business transformation (£0.6m)  

Total net investment results amounted to £1.4 million in 2016 compared to £0.2 
million in 2015, resulting from bonds portfolios performing strongly in the post-Brexit 
referendum period.  

AXA Group has decided to simplify the structure of the AXA ART business worldwide 
by converting AXA ART Insurance SE into a branch of its parent company, AXA Art 
Versicherung AG, rather than continuing to be a subsidiary company.  The reason for 
the change is to provide a more efficient operational structure. As part of this 
transformation, capital has reduced due historical retained earnings being distributed 
as a dividend. This dividend will be paid to AXA ART Insurance SE’s parent, AXA ART  
AG Versicherung, with a merger of these companies to take place during 2017 as part 
of the Company’s transformation into a branch of AXA ART Versicherung AG. 

The move will have no effect on the staff, the service levels or the underwriting 
capacity of AXA ART in the UK.  
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As an integrated part of all business processes, Risk Management is responsible for 
the definition and the deployment of the Enterprise Risk Management (ERM) 
framework within AXA ART UK, including the conduct of the Own Risk & Solvency 
Assessment (ORSA). This framework is based on the following four pillars, cemented 
by a strong risk culture:  

1. Risk Management independence and comprehensiveness: the Chief Risk 
Officer is independent from operations (“first line of defence”) and Internal 
Audit Department (“third line of defence”). The Risk Management Department, 
together with the Legal, Compliance, Internal Financial Control, Human 
Resources and Security Departments, constitutes the “second line of defence” 
the objective of which is to develop, coordinate and monitor a consistent risk 
framework across the Company,  

2. Risk appetite framework,  
3. Systematic second opinion on key processes, and 
4. Regular risk monitoring. 

In order to manage these risks, AXA ART UK has put in place a comprehensive 
system of internal controls designed to ensure that executives are informed of 
significant risks on a timely and continuing basis, and have the necessary information 
and tools to appropriately analyse and manage these risks. 
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In presenting the risks set forth below, management has prioritized the three 
categories of risks in a manner that corresponds to management’s current view as to 
the potential impact of the risk for AXA ART UK. 

Risks relating to the scope and nature of our business, the products we offer 
and our operations 

Insurance risks for the business are covered through four major processes: 

� risk controls on new and existing products complementing underwriting rules and 
product profitability analyses; 

� optimization of reinsurance strategies in order to cap AXA ART UK’s peak 
exposures thereby protecting its solvency by reducing volatility; 

� reviewing technical reserves; 
� monitoring emerging risks to share expertise within the underwriting and risk 

communities. 

Risks relating to the financial markets and financial position 

A wide variety of risk management techniques are used to control and mitigate the 
financial risks to which AXA ART UK is exposed. These techniques include a prudent 
investment strategy with a disciplined investment process and regular monitoring of the 
financial risks on the economic and solvency position of AXA ART UK. 

The main financial risks for AXA ART UK  are as follows: 

� credit risk related to reinsurance operations and financial position to receivables; 
� interest-rate risk and spread risk related to the invested assets of AXA ART UK; 
� foreign exchange-rate risk related to the operating activities of AXA ART UK in 

foreign countries; 
� liquidity risk. 

Risks relating to the evolving regulatory and competitive environment in which 
we operate 

In addition to risks that bear a capital charge through the Solvency Capital 
Requirement calculation, AXA ART UK also considers reputation risk, strategic risk, 
regulatory risk as well as emerging threats and impact of transversal adverse 
scenarios. 
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AXA ART Insurance SE’s Solvency II balance sheet is prepared as of December 31 
2016. The balance sheet is prepared in compliance with the Solvency II Regulation.  

The Solvency II balance sheet only includes the value of business in force and 
therefore only presents a partial view of the value of the Company.  

The Shareholders  of AXA ART Insurance SE have agreed that the Company 
will  transfer its domicile to Germany and merge with its direct parent AXA ART 
Versicherung AG. The merger will lead to AXA ART Versicherung AG being the legal 
successor of the Company assuming all its rights and liabilities. Once the merger takes 
effect, the Company ceases to exist.

Accordingly the Directors have concluded that the Financial Statements should not be 
prepared on a going concern basis.  The Directors have reviewed the assets and liabilities 
of the Company at the date of the statement of financial position and have concluded that 
no adjustments were necessary to the carrying value of those assets and liabilities as a 
result of this conclusion. 

Technical provisions are recognized with respect to all insurance and reinsurance 
obligations to policyholders and beneficiaries of insurance or reinsurance contracts. 
The value of technical provisions corresponds to the current amount that the Company 
would have to pay if it was to transfer its insurance and reinsurance obligations 
immediately to another insurance or reinsurance undertaking. 

Other assets and liabilities are recognized in compliance with IFRS standards and 
interpretations of the IFRS Interpretations Committee that are endorsed by the 
European Union as of the December 31 balance sheet date with a mandatory date of 
January 1, 2016, provided that those standards and interpretations include valuation 
methods that are in accordance with the following market consistent valuation 
approach set out in Article 75 of the Solvency II Directive 2009/138/EC: 

� Assets shall be valued at the amount for which they could be exchanged between 
knowledgeable willing parties in an arm’s length transaction; 

� Liabilities shall be valued at the amount for which they could be transferred, or 
settled, between knowledgeable willing parties in an arm’s length transaction (without 
adjustment to take account of the Company own credit standing). 
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Solvency II ratio at December 31, 2016 amounted to 137%, down 77 points as 
compared to December 31, 2015, based on a combined increase of SCR and 
decrease of AFR driven by a £16.2 million dividend.

Available Financial Resources (AFR) decreased by £7.8 million, to £17.0 million 
during the reporting period representing the net impact of:  

1) A proposed dividend of £16.3 million consisting of £5.4 million historical 
retained earnings in addition to £10.9 million profit after tax for 2016. This 
dividend will be paid to AXA ART Insurance SE’s parent, AXA ART  AG 
Versicherung, with a merger of these companies to take place during 2017 as 
part of the Company’s transformation into a branch of AXA ART Versicherung 
AG.  

2) Post tax equalisation provision release of £4.2 million (no longer required 
under Solvency II)  

3) an increase in year-on-year non-commission expenses of £0.9 million 
reflecting increased technical costs including Flood Re levy (£0.2 million per 
annum) and one-off costs to support corporate restructuring and business 
transformation (£0.6 million); 

4) The gross loss ratio increased to 20.4% compared with 2015 gross loss ratio 
of 17.3%, this equates to a £1.0 million impact in 2016 earnings terms and 
reflects the Company’s strategy of developing personal lines business which is 
written at a higher expected loss ratio to access a larger market which 
traditionally exhibits lower volatility than pure fine art risks.  

Solvency Capital Requirement increase by £0.8 million to £12.4 million during the 
reporting period reflecting an increase in SCR on all categories of risks mainly driven 
by an increased credit risk and general growth of premiums and liabilities.
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A.1 BUSINESS 

/ General Information 

The Company is part of AXA Group, one of the world’s leading insurance and asset management 
companies with main business areas in Europe, Northern America and Asia-Pacific.. 

/ Information on the Company 

AXA ART Insurance SE (registration no. SE000105) is a UK societas europaea (a European Public 
Limited Liability Company) existing under the laws of the UK. The Company’s registered office is 
located at Marlow House, 1a Lloyd's Avenue, London, EC3N. AXA ART UK was originally 
incorporated in 1934.  

AXA ART Insurance SE is proposing to transfer its registered office to Germany under Article 8 of 
Council Regulation (EC) No. 2157/2001 of 8 October 2001 on the Statute for a European Company. 

Supervisory authority 

AXA ART Insurance SE is authorised in the UK by the Prudential Regulatory Authority and regulated 
by the Financial Conduct Authority and Prudential Regulation Authority. The Company’s Financial 
Services register number is 202546 and the register may be found at https://register.fca.org.uk  

AXA Group is engaged in regulated business activities on a global basis through numerous operating 
subsidiaries and the Group’s principal business activities of insurance and asset management are 
subject to comprehensive regulation and supervision in each of the various jurisdictions where the 
Group operates. Given that the AXA Group is headquartered in Paris, France, this supervision is 
based to a significant extent on European Union directives and on the French regulatory system. The 
AXA Group’s principal supervisor is the French Autorité de Contrôle Prudentiel et de Résolution 
(“ACPR”). 

AUTORITE DE CONTROLE PRUDENTIEL ET DE RESOLUTION 

61, rue Taitbout – 75436 Paris Cedex, 9. 

Statutory auditors 

Incumbent auditors 

Mazars LLP, 

Tower Bridge House,  

St Katharine’s Way,  

London  

E1W 1DD 

Mazars were first appointed by AXA ART Insurance SE during 2016.  Mazars LLP is a limited liability 
partnership registered in England with registered number OC308299.  

Mazars LLP is registered to carry on audit work in the UK and Ireland by the Institute of Chartered 
Accountants in England and Wales under reference number C001139861. 
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Capital ownership 

On December 31, 2016, AXA ART UK’s fully paid up and issued share capital amounted to  
€11,788,512.23 divided into 10,602,000 ordinary shares. 

The company is a 100% owned subsidiary undertaking of AXA ART Versicherung Aktiengesellschaft, a 
company incorporated in Germany. 

The ultimate parent undertaking and controlling party of the company and the largest group in which 
the results of the company are included and for which group financial statements are prepared is AXA 
SA, a company incorporated in France 

Each AXA share entitles its holder to one vote at every AXA Shareholders’ Meeting. There is a single 
shareholder (AXA ART Versicherung AG) 

Material Related companies 
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MATERIAL LINES AND GEOGRAPHICAL AREAS OF BUSINESS 

AXA ART UK operates as a specialist insurer in the field of: 

- insurance of works of art and collectibles with the business segments for private clients, 

commercial galleries and institutional clients. 

- High Net Worth household buildings and contents for private clients. 

Business is sourced though brokers in the UK, including the London Market, agents in Scandinavia, 

and through reinsurance inwards from AXA Group entities in the Middle East and Asia markets. 

/ Significant Business and Other Events  

AXA Group has decided to simplify the structure of the AXA ART business worldwide by converting 
AXA ART Insurance SE into a branch of its parent company, AXA Art Versicherung AG, rather than 
continuing to be a subsidiary company.  The reason for the change is to provide a more efficient 
operational structure. 

The move will have no effect on the staff, the service levels or the underwriting capacity of AXA ART in 
the UK.  As part of the group restructuring, the company has engaged with the UK and German 
supervisory authorities (the Prudential regulatory Authority and BaFin respectively) and has 
undertaken a number of steps:  

• On 21 April 2016, the company acquired AXA ART Services Aktiengesellschaft (previously 
Alsterhöhe 8. V V AG Aktiengesellschaft) from its parent, AXA ART Versicherung 
Aktiengesellschaft. 

• On 25 April 2016, the company converted from a limited company to a public limited company 
registered under the name AXA ART Insurance plc with the same company number. 

• On 27 October 2016, the company merged with AXA ART Services Aktiengesellschaft and 
converted from being a public limited company to a Societas Europaea (SE) registered under 
the name AXA ART Insurance SE with the new company number SE000105. On the same 
day the company received the assets and liabilities of AXA ART Services Aktiengesellschaft 
and AXA ART Services Aktiengesellschaft was dissolved without liquidation.  

• On 2 November 2016, the company converted its share capital from pounds sterling into euro 
at the spot rate prevailing on 31 October 2016 

• In January 2017, the board has approved the transfer of the company to Germany, subject to 
final regulatory steps. Following the transfer it is intended that AXA ART Insurance SE will 
undertake a German domestic law merger into AXA ART Versicherung AG during 2017. 
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A.2 UNDERWRITING PERFORMANCE 

/ Aggregate underwriting performance

Operating income and expenses 

�����������		�
������������������� December 31,2016 December 31, 2015

Gross revenues 36.5 34.6 

Current accident year loss ratio (net) 30.6% 26.5% 

All accident year loss ratio (net) 24.3% 20.4% 

Net technical result before expenses 
                                     

27.4 
    

22.7 

Expense ratio 54.3% 51.0% 

Operating income before investment results 11.4 7.9 

Combined ratio 61.2% 72.5% 

Net technical result before expenses increased by £4.8 million (21%) to £27.4 million:  

� the current accident year loss ratio increased  by 4.1 points to 30.6% reflecting the Company’s 
strategy of developing personal lines business which is written at a higher expected loss ratio to 
access a larger market which traditionally exhibits lower volatility than pure fine art risks.   

� the all accident year loss ratio increased by 3.9 points to 24.3% for the same reason, with similar 
level of prior year development as during 2015. 

Expense ratio (including commission costs) increased by 3.3 points to 54.3% reflecting increased 
technical costs including Flood Re levy (£0.2 per annum) and one-off costs to support corporate 
restructuring and business transformation (£0.6m)  

The underwriting result includes a one-off equalisation provision release of £5.1m which is no longer 
required under the Solvency II regime. As a result, the combined ratio decreased by 11.3 points to 
61.2%. 

/ Underwriting performance by product line   

The table below presents gross revenues by major line of business 

Gross revenues by product line 

����������		�
�������������������� ����� �����

�
�������	������  ���� !�"� �#� �� !�"�

��
�	������ ���� �!"� �� � ��"�

%"%&�� �'�� 	��(� �)'� 	��(�

Gross revenues increased by £1.9 million (5.5%) to £36.5 million.  

� Direct insurance business written via brokers in the UK increased by £0.7 million to £30.0 million 
� International market insurance increased by £1.2 million to £6.5 million. The majority of 

international market insurance is business written in Asia. 
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/ Underwriting performance by geographical area   

Business is sourced though brokers in the UK, including the London Market, and through reinsurance 

inwards from AXA Group entities in the Middle East and Asia markets. 

Gross revenues are shown in the table below  

Gross revenues by geographical area 

����������		�
�������������������� ����� �����

$�
��%�&
��%'��  ���� !�"� �#� �� !�"�

('�)$&� ���� �!"� �� � ��"�

%"%&�� �'�� 	��(� �)'� 	��(�

The business is underwritten generally locally depending on the origin of the client and may include 
risks located in other countries.   
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A.3 INVESTMENT PERFORMANCE 

/ Net investment result

Net investment result (excluding financing expenses) from all invested financial assets of AXA ART 
Insurance SE was as follows: 

(In GBP  million) 

December 31, 2016 

Net 
investment 

income 

Net realized 
gains and 

losses 

Change in 
investment

s 
impairment 

Net 
investment 

result 

Investment 
management 

expenses 

Investment in real estate properties - - - - - 

Debt instruments 0.9 (0.2) 0.3 1.1 

Equity instruments - - - - - 

Investment funds 0.1 -  0.3 0.4 

Loans - - - - - 

Derivative instruments - - - - - 

Other - - - - (0.1) 

TOTAL 1.0 (0.2) 0.6 1.5 (0.1) 

(In GBP  million) 

December 31, 2015 

Net 
investment 

income 

Net realized 
gains and 

losses 

Change in 
investment

s 
impairment 

Net 
investment 

result 

Investment 
management 

expenses 

Investment in real estate properties - - - - - 

Debt instruments 1.2 (0.9) 0.1 0.4 

Equity instruments - - - - - 

Investment funds 0.1 -  (0.1) - 

Loans - - - - - 

Derivative instruments - - - - - 

Other - - - - (0.1) 

TOTAL 1.3 (0.9) - 0.4 (0.1) 

Foreign Exchange impacts on liabilities are not included in the table above.  

Investment income stands at £1.5 million compared with £0.4 million in 2015. This increase in the 
value of our bond portfolio reflects the impacts of political developments during 2016 on the UK and 
US interest rate.�
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/ Gains and losses directly recognized in Equity 

The Company classifies its financial assets as being valued at fair value through profit and loss. 
Financial assets designated as at fair value through profit and loss at inception are those that are 
managed and whose performance is evaluated on a fair value basis. Therefore, no gains or losses are 
recognised directly in equity. 

/ Investments in securitization 

The Company has no investments in securitized instruments. 
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A.4 PERFORMANCE OF OTHER 
ACTIVITIES 
Not applicable. 

/ Leasing arrangements 

No material leasing arrangements.  
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A.5 ANY OTHER INFORMATION

Not applicable. 
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B1 - General information on the system of 
governance 
/ Governance 

Board of Directors

ROLE AND POWERS 

The Board of Directors determines the strategic orientations of the Company’s activities and ensures 
their implementation. The Board is responsible for considering all material questions and taking all 
material decisions related to the Company and its business. It exercises the following powers in 
particular: 

• appoints members of the Board of Directors; 

• appoints and determines the respective compensation of the Chief Executive Officer; 

• appointment and removal of auditors; 

• reviews and sets the Company’s annual financial statements; 

• convenes Shareholders’ Meetings; 

• approval of the Company’s risk appetite; 

• approval of the reinsurance programme. 

The Board of Directors is also required to approve certain types of material transactions including 
contracts of the Company which are significant by reason of size, risk or strategically; significant 
financing operations and other types of material transactions that are not within the Company’s 
announced strategy. 

OPERATING PROCEDURES 

The guidelines governing the operation and organization of the Board of Directors and its Committees 
are set out in the Board’s Corporate Authorities. The Corporate Authorities detail, in particular, the 
powers, missions and obligations of the Board of Directors and its Committees. 

The Board of Directors meets as often as it deems necessary, currently no less than three times per 
annum. Prior to each meeting, the Board members receive documentation concerning matters to be 
reviewed, generally one week in advance. In accordance with the Board of Directors’ Corporate 
Authorities, the Chief Executive reports to the Board on a regular basis on the Company’s financial 
condition as well as on any significant event or transaction involving the Company. 

COMPOSITION OF THE BOARD 

On December 31, 2016, the Board of Directors was comprised of five members. One director was a 
citizen of a country other than England & Wales, and one of them was independent. 

BOARD OF DIRECTORS’ COMMITTEES

The Board of Directors has two specialised Committees that review specific matters: (1) the Audit & 
Compliance Committee and (2) the Compensation Committee. 

The role, organization and operating procedures of each Committee are set forth in the Board of 
Directors’ Corporate Authorities and in each Committee’s Terms of Reference. 

Each Committee issues opinions, proposals or recommendations to the Board of Directors on matters 
within the scope of its responsibilities.  
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Each Committee is empowered to undertake or commission specific studies or reviews within the 
scope of its responsibilities. The Committees may request external consulting expertise if necessary. 
They may also invite external participants to attend their meetings. Committee Chairmen report to the 
Board of Directors at the following Board meeting. 

Board of Directors’ 

Committees Principal responsibilities Principal activities in 2016

Audit & Compliance 

Committee

Composition on 

December 31, 2016: 

Philip Goss, Chairman 

Alexander Wiebe (Chief 

Risk Officer) 

The Board of Directors 

reviewed the qualifications 

of all Audit Committee 

members in terms of their 

financial expertise and 

business experience and 

believes that all members 

have the requisite 

expertise, experience and 

qualifications to fulfil their 

assignments as Audit 

Committee members. 

The scope of the Audit Committee’s responsibilities is 

set out in its Terms of Reference which are reviewed 

and approved  by the Board of Directors. 

The Audit Committee assists the oversight of the: 

• adequacy and effectiveness of the internal control 

and Risk Management frameworks; 

• integrity of the financial statements; and 

• effectiveness, performance and independence of the 

internal and external auditors. 

The Committee oversees the process for selecting the 

Statutory Auditors, making recommendations and 

controlling their appointment and replacement. 

The Committee shall review the Company’s 

arrangements for whistleblowing. 

The Committee focused, in particular, on 

the following issues: 

• the full year Financial Statements for 

2015; 

• internal control and Risk Management 

(reports from Internal Audit, from 

Compliance department); 

• the results of internal and external audit 

work; 

• the internal and external audit plans and 

resources. 

  

Board of Directors’ 

Committees Principal responsibilities Principal activities in 2016

Compensation & 

Governance Committee

Composition on December 

31, 2016: 

Kai Kuklinski, Chairman 

Deborah Gage 

Philip Goss 

• To issue proposals to the Board of Directors for 

the fixing of: 

– the compensation of the Chief Executive, the 

Executive Directors and such other members of 

the company as it is designated to consider; 

•  Oversee major changes in employee benefits. 

No material points 

EXECUTIVE MANAGEMENT 

AXA ART UK’s Executive Management comprises the Chief Executive. A Management Committee 
also supports the operational management of the Company. 

CHIEF EXECUTIVE  

Mr. Nicholas Brett was appointed as Chief Executive and a member of the Board of Directors on 1 
May 2015. His predecessor was Mr. Jean Gazançon. 

The Chief Executive is vested with the broadest powers to act on behalf of the Company and 
represents the Company vis-à-vis third parties. He exercises these powers within the scope of the 
corporate purpose and subject to the powers expressly assigned by law to the Board of Directors. In 
addition, the Corporate Authorities of the Board of Directors provide for specific limitations of the 
powers of the Chief Executive and require prior Board approval for certain significant transactions.  

A BALANCED AND EFFICIENT GOVERNANCE 

AXA ART UK has a division of responsibilities at the head of the Company between the running of the 
Board (Chairman) and the executive responsibility for the running of the Company’s business (Chief 
Executive). No one individual has unfettered powers of decision. 
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Main roles and responsibilities of key functions 

The Solvency II regulations, which became effective on January 1, 2016, require the Group to have in 
place a governance system designed to guarantee a sound and prudent management. This 
governance system is based on a clear separation of responsibilities and must be proportionate to the 
nature, extent and complexity of the Group’s operations. 

In addition to the Company’s Chief Executive, who under Solvency II, is considered to be the person 
who effectively runs the Company, the Solvency II regulations define four key functions: 

• the risk-management function which is responsible for the definition and the deployment of the 
Enterprise Risk Management (ERM) framework within AXA ART UK; 

• the compliance function, which is, in particular responsible for advising on compliance with the 
laws, regulations and administrative provisions regarding insurance and reinsurance activities; 

• the internal audit function, which is, in particular, responsible for performing an evaluation of the 
adequacy and effectiveness of the internal control system and other elements of the system of 
governance. The internal audit function must be objective and independent from the operational 
functions; and 

• the actuarial function, which is, in particular, responsible for overseeing the calculation of technical 
provisions (including ensuring the appropriateness of the methodologies and underlying models 
used as well as the assumptions made in the calculation of technical provisions), assessing the 
sufficiency and quality of the data used in the calculation of technical provisions and comparing 
best estimates against experience. 

The Company’s executive officer and each person in charge of a key function must fulfill the 
requirements of a fit and proper assessment, as set in the AXA ART Group’s internal procedure, and 
be notified to the regulator(s). Solvency II also requires procedures whereby the key function holders 
must have a direct access to the Board of Directors. 

The Solvency II regulations, which became effective on January 1, 2016, require AXA ART UK have in 
place a governance system designed to guarantee a sound and prudent management. This 
governance system is based on a clear separation of responsibilities and must be proportionate to the 
nature, extent and complexity of the Company’s operations. 

/ Material changes in the system of governance in 2016 

Not applicable 
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Compensation policy 

AXA ART Insurance SE applies the AXA Group Remuneration policy. 

REMUNERATION POLICY 

AXA Group  Remuneration policy was published and is applicable to all AXA Group companies and 
their employees as of January 1, 2016.  

The AXA Group compensation policy is designed to: 

• attract, develop, retain and motivate critical skills and best talents; 

• drive superior performance; 

• align compensation levels with business performance; 

• ensure that employees are not incentivised to take inappropriate and/or excessive risks and that 
they operate within AXA’s overall risk framework; and 

• ensure compliance of our practices with all applicable regulatory requirements. 

It follows three guiding principles: 

• competitiveness and market consistency of the remuneration practices; 

• internal equity, based on individual and collective performance, in order to ensure fair and balanced 
compensation reflecting employee’s individual quantitative and qualitative achievements and 
impact; and 

• achievement of the Group’s overall financial and operational objectives over the short, medium and 
long term as well as execution against medium and long term strategic objectives as a prerequisite 
to fund any mid-to-long term award. 

COMPENSATION OF THE EXECUTIVE OFFICERS  

Compensation structure 

The overall remuneration structure is based on the following components, which are designed to 
provide balance and avoid excessive risk taking for short term financial gain: 

• a fixed component which comprises guaranteed elements, such as base salary and any other fixed 
allowances. It takes into account the position, responsibilities, experience, market practices, 
technical skills and leadership competences, and also sustained individual performance and 
criticality or scarcity of skills; 

• a variable component which comprises an upfront cash element (Short Term Incentive) and a 
deferred element which is awarded through equity based instruments or equivalent such as 
performance shares (Long Term Incentive). This variable component depends on the AXA Group’s 
global performance, on the AXA ART UK performance, and on the achievement of the executive’s 
individual objectives including demonstrated abilities for leadership.  

AXA ensures suitable balance between fixed and variable components so that the fixed component 
represents a sufficiently high proportion of the total remuneration to avoid employees being overly 
dependent on the variable components and to allow AXA to operate a fully flexible bonus policy, 
including the possibility of paying no variable compensation. All variable remuneration amounts are 
awarded in accordance with performance and there are no minimum payment guaranteed. 

The target level of the executives’ compensation and the structure of the elements which compose 
such compensation are based on a detailed analysis of market practices as well as potentially 
applicable national and international regulations, and also take into consideration various other factors 
including the equity principles within the Group and the previous compensation level of the executive.
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/ LTI 

PERFORMANCE SHARES

Performance Shares are designed to recognize and retain the Group’s best talents and critical skills by 

aligning the individuals interests with the overall performance of the Group, and the corresponding 

operational Entity/Business Unit as well as with the stock performance over the medium-term (3-5 

years).  

Performance shares are subject to a minimum deferral of 4 years.  

In addition Performance Shares are subject to performance conditions over a period of 3-years.  The 

performance indicators measure both (i) the Group’s overall financial and operational performance and 

(ii) the participant’s operational Entity/Business Unit performance. 

Under the terms of the plan, the initial number of performance shares granted is adjusted to reflect 

achievement against the defined performance conditions and final individual pay-outs range from 0% 

to 130% of the initial grant amount depending on the level of achievement against the performance 

conditions
1
.  

In the event that no dividend payment is proposed by the AXA Group Board of Directors with respect 

to any year during the three year performance period, a malus provision applies and automatically 

reduces by 50% the number of performance shares that would have otherwise been acquired by the 

beneficiary at the end of the three year performance period
2
.  

In addition to the conditions noted above, under the terms of the plans, all unvested Performance 

Shares are automatically forfeited in the event a participant’s employment is terminated for any reason 

including, without limitation:  

• Where an employee has materially violated AXA’s Code of Conduct or other key Risk and 

�������	
������
���

• There is evidence of serious misconduct or misbehaviour and/or the employee causes material 

detriment to the business or reputation of AXA or one of its subsidiaries.   

LTI GRANT PROCEDURE  

Within the global cap authorized by the shareholders, AXA Group Board of Directors approves LTI 
programs prior to their implementation. 

Each year, AXA Board of Directors, acting upon recommendation of its Compensation & Governance 
Committee, approves a global LTI pool to be granted. 

The recommendations for individual grants (Performance Shares and Stock-Options) are made by the 
management of beneficiaries. These recommendations are reviewed by AXA Executive Management 
to ensure a global coherence and respect of the Group’s internal equity principles. Individual grants of 
Performance Shares are then decided by AXA Board of Directors. 

Each year, AXA Board of Directors, acting upon recommendation of its Compensation & Governance 
Committee, approves a global LTI pool to be granted. 

                                                      

1
The threshold which currently applies is respectively 65% for Group and 60% for Entity performance.  

2 The performance score ranging from 0%-130% is divided by two in the event no dividend has been proposed by the Board of 
Directors during any of the 3 year performance period, providing the beneficiary with 50% only of the adjusted number of 
Performance Shares.  



23 

The recommendations for individual grants (Performance Shares and Stock-Options) are made by the 
beneficiary’s Entity-level management. These recommendations are reviewed by AXA Executive 
Management to ensure global coherence and respect of the Group’s internal equity principles. 
Individual grants of Performance Shares are then decided by AXA Board of Directors. 

/ Directors’ Fees 

Only external Directors are entitled to fees. The directors exercising executive functions within the 
Company or within the Group do not receive any specific compensation for their directorship.  

/ Commitments made to executive officers 

PENSION  

Two executive directors are part of a local defined contribution pension scheme which is open to all 
AXA ART UK employees.  

/ Material transactions with shareholders, persons who 
exercise a significant influence and corporate officers or 
executives  

Not applicable 

KEY MANAGEMENT AND DIRECTORS 

To the best of the Company’s knowledge, based on information reported to it: 

• on December 31, 2016, there were loans totaling £7,250 outstanding from two directors members 
of the Company’s Board of Directors as part of the AXA SA employee share plan scheme open to 
all employees of AXA ART UK. 

• various members of the Company’s Board of Directors as well as various other executive officers 
and directors of other AXA Group companies may, from time to time, purchase insurance, wealth 
management or other products or services offered by AXA in the ordinary course of its business. 
The terms and conditions of these transactions are substantially similar to the terms and conditions 
generally available to the public or to AXA employees in general. In addition, certain members of 
the Board of Directors are corporate officers, directors or have interests, directly or indirectly, in 
companies that may have agreements or enter into transactions from time to time with AXA Group 
entities including extensions of credit, loans (including investments in loans to French midcap 
companies developed by AXA France with banking partners) purchases of securities (for their own 
account or for third parties), underwriting of securities and/or furnishing of other types of services or 
goods. These agreements or deals are generally fully negotiated and performed on arm’s length 
terms and conditions. 

/ Assessment of the adequacy of the system of governance 

The governance system of AXA ART UK is completely in line with the high standards defined by AXA 
Group. This includes, that all key functions the necessary authority, resources and operational 
independence to carry out their tasks and report to and advise the Board of Directors. 

Detailed information on the internal control mechanisms and procedures implemented by the 
Company is provided in section B.4. 
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B2 – Fit and proper requirements 

/ Fit and Proper assessment process for the persons who 
effectively run the undertaking and heads of key functions –  

Within AXA ART UK, the person who effectively runs the undertaking is: 

� the Chief Executive Officer 

Within the AXA ART Group, the key functions heads in application of the Solvency II Regulation are:  

� the Chief Financial Officer,  

� the Chief Risk Officer,  

� the Head of Audit, 

� the Head of Compliance, 

� the Head of the Actuarial Function. 

Any person who establishes, administers or manages an insurance or reinsurance undertaking or is 
head of a key function must meet the associated fit, proper, expertise and experience requirements 
and comply with the rules on professional incapacity.  

The Solvency II rules broaden fit and proper requirements applicable to persons who effectively run 
the undertaking or are responsible for other key functions. Insurance or reinsurance undertakings must 
notify their nominations to the regulator(s).  

The AXA Group therefore put in place practical guidance on what AXA entities need to do in order to 
meet its Fit and Proper Standards, adopted in compliance with the requirements of Solvency II.  

According to these guidelines, the AXA Group entities are required to implement appropriate and 
regular assessments to ensure that the persons who effectively run the undertaking or are heads of 
key functions meet the following requirements both at appointment stage and on an on-going basis:  

- Appropriate competence and capability, taking into account professional qualifications, training, 
knowledge and relevant experience including understanding of regulatory requirements to enable 
sound and prudent management (fit); and  

- Propriety, taking into account reputation, financial soundness and personal characteristics such as 
integrity and transparency (proper).  

Furthermore, the persons who effectively run the Group and the Group key functions were required to 
notify their designation as such to the regulator(s), through a formal process including a detailed 
questionnaire with several questions on the fitness and propriety of each person, to which were 
attached several documents such as a copy of the passport, a resume, a check of public records, a 
declaration of absence of criminal convictions. 
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B3 - Risk management system including the own 
risk and solvency assessment 

/ Risk management system 

Risk management missions 

As an integrated part of all business processes, Risk Management is responsible for the definition and 
the deployment of the Enterprise Risk Management (ERM) framework within AXA ART UK. 

This framework is based on the four following pillars, cemented by a strong risk culture: 

1. Risk Management independence and comprehensiveness: 

The Chief Risk Officer is independent from operations (“first line of defense”) and Internal Audit 
Departments (“third line of defense”). Risk Management Department, together with Legal, Compliance, 
Internal Financial Control, Human Resources and Security Departments constitute the “second line of 
defense” which objective is to develop, coordinate and monitor a consistent risk framework across the 
Group. 

2. Shared risk appetite framework: The Chief Risk Officer is responsible for ensuring that the top 
management reviews and approves the risks their company can carry, understand the consequences 
of an adverse development of these risks, and have action plans that can be implemented in case of 
unfavorable developments. 

3. Systematic second opinion on key processes: The Chief Risk Officer ensures a systematic and 
independent second opinion, on AXA ART UK material decision processes, like new product 
characteristics (risk-adjusted pricing and profitability), Economic reserves, Asset allocation and new 
investments, and Reinsurance. 

4. Risk modelling: AXA ART UK uses the Solvency II Standard Formula to calculate its regulatory 
capital requirement. In addition, AXA’s economic capital model (STEC – Short Term Economic 
Capital) offers an additional tool to support controlling and measuring exposure to most risks in the 
capital management and planning process. 

AXA ART Risk Management 

Risk Management is a local responsibility, in accordance with Group Risk Management (GRM) 
standards and guidelines. 

The roles and responsibilities of local Risk Management teams are validated jointly by the local Board 
of Directors and the Group Chief Risk Officer to ensure a better alignment of central and local 
interests. 

AXA ART UK has outsourced its Chief Risk Officer and its Risk Management Function to its parent 
company AXA ART Versicherung AG.  

The Chief Risk Officer, who is also the CFO of AXA ART Versicherung AG is responsible for 
developing the Enterprise Risk Management framework in terms of limits and thresholds (covering 
systemic, financial, insurance and operational risks), standards, minimum requirements and 
processes. 

The Chief Risk Officer has a regular reporting to the Board of Directors on risk management matters. 

The Chief Risk Officer heads the local Risk Management team and reports both to the CEO of AXA 
ART Versicherung AG, who is a Board Member of AXA ART UK, and to the Group CRO. Chief Risk 
Officer is independent from operations and Internal Audit Departments. 

The Risk Management team is responsible for controlling and managing risks within Group policies 
and limits, validating investment or underwriting decisions through Local Risk Committees. Risk 
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Management oversees the operating entity’s adherence to the framework, supported by the local risk 
management team and develops a risk culture throughout the company.  

AXA ART-Risk Management is holding the risk management function for AXA ART UK and reports to 
the Chief Risk Officer of AXA ART UK and AXA Versicherung AG.  

The Chief Risk Officer and the risk management function are also members of all AXA ART Risk 
Committees, defining risk standards, controlling Risk Appetite limits and recommending actions to 
mitigate AXA ART risks. The Chief Risk Officer reports key risk matters directly to the Executive 
Committee, which establishes the risk control framework by validating both Risk policy and risk 
strategy. 

The Risk Management is also reinforced by AXA Global P&C, which advise and support AXA ART UK 
in their reinsurance strategy and centralize the AXA Group’s purchasing of reinsurance. 

Other functions 

Line management and staff are responsible for day to day risk management and decision making and 
therefore have primary responsibility for establishing and maintaining an effective control environment 
(first line of defense). 

Legal, Compliance, Internal Financial Control, Human Resources and Security Departments are 
responsible for developing, facilitating and monitoring effective risk and control framework and strategy 
(second line of defense), in coordination with Risk Management. Internal Audit performs, as part of its 
role, an assessment of risks and governance processes on a periodic basis to provide independent 
opinion on the effectiveness of the system of internal control (third line of defense). 

Risk governance within AXA ART UK 

In order to efficiently manage risks, the decision process within the risk governance structure is divided 
into 2 main levels: 

1. the Board of Directors defines business objectives and capital allocation with respect to investment 
return and risk. It also defines the appetite for risks in terms of impact on its key financial indicators, 
considering the effectiveness of the internal control and risk management frameworks supporting it. 

A report on the Company’s performance against the key financial indicators is presented on a regular 
basis to the Board of Directors. 

2. Risk Committee aims at covering main risks: 

The Risk Committee covers all risks of the worldwide AXA ART entities and discusses current Risk 
Management processes and developments. To represent AXA ART UK the Chief Risk Officer, the 
Risk Management Function and the Actuarial Function Holder take part in the meetings. 

/ Own Risk and Solvency Assessment 

The Own Risk & Solvency Assessment (ORSA) encompasses processes to identify, assess, monitor, 
manage and report the short to medium term risks of AXA ART UK and to ensure the level of own 
funds adequacy with AXA ART UK’s solvency targets, taking into account the risk profile, approved 
risk tolerance limits and business strategy. As an important component of the risk management 
system, it is intended to give a comprehensive and complete vision of the risks embedded in the 
businesses of AXA ART UK.   

ORSA mainly encompasses risk management and financial activities, which are organized around the 
following processes:  

� Solvency Capital Requirement (SCR) & Available Financial Resources (AFR) quarterly calculation,  

� Strategic planning and financial projections,  
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� Liquidity risk reporting,  

� Risk appetite process,  

� Stress and scenario testing analysis and monitoring (Transversal stress scenario and Reverse 
stress test)  

� Reputation and strategic risk assessment and review. 

AXA Group has established a framework on the Own Risk and Solvency Assessment (ORSA) to set 
and describe the common approaches and rules to consistently run and report on the ORSA across 
the Group, which was adapted to the specific risk management needs of AXA ART UK. 

Chief Risk Officer of AXA ART UK is responsible for developing the ORSA Policy, implementing 
ORSA process and coordinating ORSA reporting. 

Executive Management approves the policy, ensures that procedures are in place to implement and 
monitor ORSA process and approves the ORSA report. 

Board of Directors is presented annually with the results and conclusions of the ORSA for approval. 

Board of Directors 

The Board has ownership of the ORSA process and validates the ORSA conclusive report. This 
review encompasses Solvency II coverage ratio results at end of year and targets, risk and solvency 
management internal best practices and conclusions on management actions for material risks 
assessed out of the economic capital requirement. The Board is also involved in the validation of some 
inputs (e.g. strategic plan hypotheses, risk appetite and tolerance, risk grid, reputation risks 
assessment). 

The risk appetite framework developed by the Management is endorsed by the Board of Directors. 

Beyond the annual ORSA report, a quarterly assessment is performed to update the risk profile and 
adapt management actions accordingly. This information is reported to the Risk Committee. 

The ORSA report provides assessment on:  

a) The overall solvency needs through the assessment using a combination of the standard formula 
with undertaking specific parameters for premium and reserve risks, results from the internal 
model and expert judgments on natural catastrophe scenarios. Stress scenario analyses are 
performed to ensure adequacy of the economic capital assessed. This is supported by enterprise 
risk management including the identification and monitoring of non-quantifiable risks. 

b) The compliance, on a continuous basis, with the regulatory capital requirements, through the 
assessment of the ability to meet capital requirements over the strategic plan horizon.  

The extent to which the risk profile of AXA ART UK deviates from the assumptions underlying the 
Solvency Capital Requirement calculated with the Standard formula.  
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B4 – Internal control system

Internal control: objectives 

AXA ART UK is engaged in the financial protection and asset management business on a global 
scale. As such, it is exposed to a very wide variety of risks – insurance risks, financial market risks and 
other types of risks. 

In order to manage these risks, AXA ART UK has put in place a comprehensive system of internal 
controls designed to ensure that executives are informed of significant risks on a timely and continuing 
basis, have the necessary information and tools to appropriately analyse and manage these risks, and 
that Company and Group’s financial statements and other market disclosures are timely and accurate. 

These mechanisms and procedures principally include: 

• the Company’s corporate governance structures which are designed to ensure appropriate 
supervision and management of AXA ART UK’s business as well as clear allocation of roles and 
responsibilities at the highest level; 

• management structures and control mechanisms designed to ensure that the AXA ART UK 
executives have a clear view of the principal risks the Company faces and the tools necessary to 
analyse and manage these risks; 

These mechanisms and procedures, taken together, constitute a comprehensive control environment 
that executives believe is appropriate and well adapted to AXA ART UK’s business. 

The internal control framework has been adapted at AXA ART UK’s level through similar mechanisms 
and procedures to the Group ones, to provide reasonable assurance that the Company’s operating 
efficiency, financial reporting and regulatory compliance goals will be achieved.  

The internal control process at AXA ART UK primarily relies on: 

� The Company’s general operating and organisational principles; 

� Controls implemented within each operating, functional and financial department, which 
contribute to the effectiveness of the permanent control system;

� Control functions that enable an independent and objective assessment of the Company’s 
security and operating quality to be provided to management.

Corporate governance structures 

AXA has taken steps designed to harmonize corporate governance standards throughout the Group. 
This effort is focused, among other matters, on standardizing, to the extent practicable, principles 
relating to various corporate governance matters including board composition and size, directors’ 
independence criteria, board committees and their roles, and directors’ fees. 

The Group Governance Standards are part of a larger set of Group standards that apply to all AXA 
Group companies (the Group Standards Handbook). These Group Standards are designed to ensure 
that all the companies of the Group have effective Risk Management processes and appropriate 
governance structures, and meet the Group’s minimum control requirements. The Chief Executive 
Officer is therefore required to annually certify that AXA ART UK is in compliance with the Group 
Standards. 

EXECUTIVE MANAGEMENT 

Executive Management oversees implementation of the internal control system and the existence and 
appropriateness of internal control and Risk Management monitoring systems within the Company. 
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BOARD OF DIRECTORS 

The Board of Directors determines the Company’s business strategy and oversees its implementation. 
The Board considers all material questions related to the proper functioning of the Company and takes 
decisions it deems appropriate for the Company’s business. The Board of Directors also undertakes 
all controls and verifications as it deems appropriate from time to time. 

The Board of Directors has established two Committees to assist it in fulfilling its responsibilities: an 
Audit & Compliance Committee and a Compensation Committee. These Committees exercise their 
activities under the responsibility of the Board of Directors and report regularly to the Board of 
Directors on matters within the scope of their respective responsibilities. 

AUDIT COMMITTEE 

All the Board Committees constitute an important part of the Company’s overall internal control 
environment and plays a particularly important role in reviewing internal control and risk related issues. 
The Committee reviews the Company’s internal control systems and procedures for Risk 
Management. 

The scope of the Audit & Compliance Committee’s responsibilities is set forth in the Audit & 
Compliance Committee Terms of Reference, approved by the Board of Directors. 

Based on AXA Group corporate governance standards, AXA ART UK general organisational principles 
contributing to the management of the internal control system are primarily based on: 

• An organisational structure that respects the segregation of duties; 

• AXA ART UK; compliance with AXA Group standards, included in the Group Standards Handbook 
(GSH) and in the Professional Family Policy Manuals (PFPMs). These standards are applied via:  

� the risk management policies, which specify the procedures to be implemented in order to 

identify, assess, monitor and manage all the risks included in AXA ART UK’s risk profile 

(financial risk, insurance risk, operational risk, liquidity risk, emerging risks and reputational 

risk) 

� the compliance policy, which specifies the role and assignments of the Compliance Function 

• Familiarity with the processes in place through an on-going improvement of operating processes;  

• And the introduction of preventive measures such as the promotion of corporate ethics, which 
aims to encourage all employees to abide by the principles of professional ethics, integrity and 
fairness. 

Management structures and controls 

The Board of Directors is responsible of the internal control framework, ensuring their implementation, 
maintenance and continuous improvements in order to achieve the business objectives, managing the 
risks that can affect the key business processes. 

With this purpose, a control framework with three lines of defense has been designed and the 
boundaries between them are clearly defined. The objective is to ensure that this framework is in place 
to systematically identify measure, manage, and control all the risks that AXA ART UK may face. 

The control framework with the three lines of defense is illustrated below being the Internal Audit (level 
3) the line that provides independent assurance on the effectiveness of the system of internal control. 

There are three levels of responsibility in the internal control framework: 

• 1st Line of Defense owns and manages the risks. Management and staff are responsible for day to 
day risk-taking management and decision-making and have primary responsibility for establishing 
and maintaining and effective control environment. The 1

st
 line of defense is the one responsible for 

identifying and managing the risks inherent in the products, services and activities for which they 
are responsible.  

Management, as the primary risk owner, should as first line of defense design, implement, 
maintain, monitor, evaluate, and report on the organization’s internal control system in accordance 
with risk strategy and policies on internal control as approved by the governing body.  
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Each person within the organization – management and other employees alike – should be held 
accountable for proper understanding and execution of risk management and internal control within 
his or her span of authority. 

• 2nd Line of Defense: Risk Management and Compliance are set as functions of second level 

control, independent of business. 

The 2
nd

 line of defense is responsible for developing, facilitating and monitor effective risks and 
control framework and strategies. 

• 3rd Line of Defense is providing independent assurance on the effectiveness of the internal control 
system. Internal Audit exists to help the Board and Executive Management protect the assets, 
reputation and sustainability of the organisation by providing an independent and objective 
assurance activity designed to add value and improve the organisation’s operations.  

GOVERNANCE  

In order to manage the various risks to which it is exposed, the Company’s management structure and 
control mechanisms are designed to ensure that executives have a clear and timely view of the 
principal risks facing the Company and the tools necessary to analyse and manage these risks. 

These management structures and controls include the following: 

Management Committee 

On December 31, 2016, AXA ART UK had a six member Management Committee which is an Internal 
Committee that assists the Chief Executive in the operational management of the Group. The 
Management Committee does not have any formal decision making power. 

AXA ART GROUP RISK MANAGEMENT DEPARTMENT 

AXA ART UK has outsourced its Risk Management to AXA ART where the risk management for the 
AXA ART subgroup is performed.  

The role of Risk Management  is to identify, quantify and manage the main risks to which AXA ART is 
exposed. To this end, GRM develops and deploys a number of risk measurements, monitoring 
instruments and methods, including a standardized methodology and framework for stochastic 
modelling (through AXA’s Solvency II internal model) including the ORSA (Own Risk & Solvency 
Assessment) required under Solvency II. 

When appropriate, this work leads to the implementation of decisions that affect AXA ART’s risk 
profile, helping to monitor the solvency position and manage the volatility of AXA ART’s earnings 
through improved understanding of the risks taken and optimization of capital allocation. 

Under the Solvency II regulation, AXA ART UK is required to produce an ORSA Report which is filed 
with the regulator. Risk Management has defined and implemented a set of policies and procedures to 
ensure that all risks embedded in the business processes are appropriately reviewed on a yearly 
basis.  

AXA ART UK FINANCE DEPARTMENT  

The Finance Department complies with the principle of segregation of duties, while encouraging 
synergies between departments, including but not limited to AXA ART UK Finance Department, Tax 
(support provided by AXA UK), Reinsurance Operations (AXA ART Germany), AXA Germany’s 
Planning Budgeting and Forecasting, AXA ART HQ and Legal & Compliance;  

The individuals responsible for the accounting process at AXA ART UK report to the local CFO. 

The Finance Department’s role encompasses the following principal activities: 

• producing financial statements in accordance UK GAAP and analyzing key performance 
indicators; 

• Business partnering AXA ART UK to support management decision making 

• submitting balance sheet to AXA ART HQ for Group consolidation, management reporting, and 
Solvency II reporting. Based on group standards, the Finance Department has defined and 
implemented a set of policies and procedures to ensure that the consolidation process leading to 
the consolidated financial statements is timely and accurate 
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• developing and using management control tools; 

• strategy and budget planning and monitoring of targets; 

• validation and submission of reports filed with the PRA related to Solvency; 

• liaising with the Statutory Auditors and contributing to Audit Committee meetings as required; and 

• fostering convergence of accounting and financial reporting processes, and systems across the 
AXA ART Group and wider AXA Group 

AXA ART GROUP COMPLIANCE 

AXA ART Group Compliance is responsible for identifying and managing the significant regulatory and 
compliance risks to which the Group is exposed. It provides expertise and advice on all significant 
regulatory and compliance matters. 

AXA ART Group Compliance Department manages a wide range of compliance related matters 
including (i) regular reporting from AXA ART Group companies on significant compliance, litigation and 
regulatory matters, (ii) implementation of the AXA Group Compliance and Ethics Guide which applies 
to all AXA Group employees worldwide and (iii) financial crime matters including the Group’s global 
Anti-Money Laundering Program, the Group’s anti-corruption/bribery program, the Group’s Cross-
Border Business Standard and the Group Standard on business with countries and/or individuals 
subject to international sanctions. 

The local Compliance Functions are expected to undertake an annual Compliance Risk Assessment 
to identify the major compliance risks to which the business is exposed. Based on the Compliance 
Risk Assessment, an Annual Compliance Plan must be developed at the end of each year for the 
following year. The local Compliance Function must directly report on a regular basis to local senior 
management and the local Audit & Compliance Committee on significant compliance matters, 
including key compliance risks, major regulatory changes that have compliance implications, the 
Annual Compliance Plan, outstanding Compliance Support and Development Program (CSDP) action 
points and any other significant issues that require escalation. 

INTERNAL AUDIT 

See section B.5 

Disclosure controls and procedures 

AXA ART UK has a formal review and sign-off process to certify various matters covered in AXA ART 
UK’s Annual Report. 

This process is based on the following three pillars: 

1. CFO and CEO Internal review 

2. External Audit Review and reporting to the Audit and Compliance Committee 

3. Board review and approval  

The Finance Team is responsible for preparing the financial statements. This department pools the 
information required to prepare the financial statements  

The AXA Group and AXA ART UK believe they have put in place a comprehensive system of internal 
control procedures and mechanisms that is appropriate and well adapted to their business and the 
global scale of their operations. 

However, all internal control systems, no matter how well designed, have inherent limitations and do 
not constitute a guaranty or provide absolute certainty. Even systems determined to be effective by 
executives may not prevent or detect all human errors, all system malfunctions, all fraud or all 
misstatements and can provide only reasonable assurance. In addition, effective controls may become 
inadequate over time because of changes in conditions, deterioration of compliance with procedures 
or other factors. 
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B5 – Internal audit function 

/ Internal audit function 

AXA ART UK has outsourced the internal audit to AXA Germany’s Internal Audit Department, which 
provides support to the Management Board and the Audit & Compliance Committee to protect the 
entity's assets, reputation and long-term future by issuing an independent and objective opinion that 
enables value creation and improvements in the running of operations. The division assists the entity 
to achieve its goals via a structured and systematic approach: 

• By assessing the effectiveness of its governance system and risk management and control 
processes; 

• By challenging the management teams. 

The AXA Germany internal audit function has an audit charter to document its mission, independence, 
scope, accountabilities, responsibilities, authorities and standards. The charter is approved by the 
relevant Audit Committee.  

The head of the AXA Germany internal audit function has a direct and unfettered reporting line directly 
to the respective Audit Committee Chairman. 

AXA Germany Internal Audit functionally reports through to the Global Head of Audit who reports to 
the Group Audit Committee Chairman. 

AXA Germany Internal Audit annually sets up an internal audit plan of work, based on an assessment 
of both the inherent risk and the adequacy of controls. Its performance is formally monitored and 
reported to the Audit Committee.  

Over a five year period, all applicable Common Audit Universe categories for each entity are expected 
to be audited. Any exceptions identified are notified to the Audit Committee for ratification. 

A report is issued at the conclusion of each audit assignment to the relevant senior management. The 
results of the audits and resolution status of internal audit issues are presented to the Audit Committee 
and Executive Management on a regular basis. 
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B6 – Actuarial function 

/ Actuarial function 

Solvency II regulation requires insurance and reinsurance companies to provide for an effective 
actuarial function to:  

a) coordinate the calculation of technical provisions; 

b) ensure the appropriateness of the methodologies and underlying models used as well as the 
assumptions made in the calculation of technical provisions; 

c) assess the sufficiency and quality of the data used in the calculation of technical provisions; 

d) compare best estimates against experience; 

e) inform the management and the Board of the reliability and adequacy of the calculation of 
technical provisions; 

f) oversee the calculation of technical provisions;

g) express an opinion on the overall underwriting policy; 

h) express an opinion on the adequacy of reinsurance arrangements; and 

i) contribute to the effective implementation of the risk-management system, in particular with 
respect to the risk modelling underlying the calculation of the capital requirements 

AXA ART UK has outsourced its Actuarial function to the Risk Management department at AXA ART 
Versicherung AG. The Actuarial Function Holder reports to the CFO of AXA ART Versicherung AG, 
who is the Chief Risk Officer of AXA ART UK. 

AXA ART UK’s Actuarial Function Holder is preparing the actuarial function report to inform the 
management and the Board on their conclusions about the reliability and adequacy of the calculation 
of technical provisions. This report also provides an overview of the activities undertaken by the 
actuarial function in each of its areas of responsibility during the reporting period. The actuarial 
function report is also communicated to the Group Actuarial Function Holder. 
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B7 – Outsourcing 

/ Outsourcing arrangements 

  

Outsourcing by AXA refers to delegation to a third party of the execution of certain ongoing activities 
as part of the service agreement. The AXA outsourcing policy describes the mandatory group 
requirements to comply with Solvency II directives and requires that material relationships with third 
party providers are subjected to appropriate due diligence, approval and on-going monitoring. The 
objective of the policy is to ensure that “AXA does not to abdicate responsibility” for the functions 
delegated to a AXA internal subsidiaries or external third party and the risks inherent in the 
outsourcing of material relationships (i.e. those deemed critical to the principal activities to the 
business) are identified, monitored and appropriately mitigated. 

The Company has entered into contractual outsourcing arrangements with third-party service 
providers for services required in connection with the day-to-day operation of our businesses. 
Thorough due diligences are conducted regularly to ensure the Company maintains full responsibility 
over the outsourced functions or activities. Based on a self-assessment conducted as of year-end 
2016, our most significant outsourced activities are operated within the AXA ART Group via AXA ART 
Versicherung AG including data centre services which are based in the UK.  

As described in B6, AXA ART UK has outsourced its Actuarial function to the Risk Management 
department at AXA ART Versicherung AG 
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B8 – Any other information 
Not applicable. 
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/ Foreword  

This section describes the main risks to which AXA ART UK is exposed through its business. 

/ Solvency II capital position  

SOLVENCY II CAPITAL REQUIREMENT 

The Solvency II regime introduces a risk based capital requirement which can be assessed either 
using an internal model or the Standard Formula. 

AXA ART UK uses the Standard Formula to quantify all the material and quantifiable risks undergone 
by the entity. 

The risk grid below identifies all material risks applicable for the Company insurance businesses. Each 
Risk Chapter is divided into Risk Categories that further split into Sub-risks. The risk assessment is 
performed at the sub-risk level.  

All material risks applicable for the Company insurance businesses are captured by the models used 
to assess the different sub risks and the overall aggregation of risks. The methodologies used in the 
capital model are regularly reviewed to ensure that they accurately reflect AXA ART UK’s risk profile.

Several stress tests are performed at the Company level to check the robustness of the model results: 
Through the Stress tests performed as part of the Risk Appetite framework, the Risk Management 
department assesses the impacts of adverse and extreme pre-defined scenarios on the Solvency II 
ratio. Combining all economic and insurance adverse scenarios allows to highlight most severe 
scenarios; verify that the solvency ratio remains above risk appetite; and take appropriate actions. 

Transversal Stress scenarios complement scenarios described above through deterministic scenarios 
that help taking appropriate measures in order to mitigate their effects including, if relevant, activate 
the crisis management governance of the group.
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The table below details the Solvency Capital Requirement at AXA AT UK level and per risk category.  

Solvency Capital Requirement for AXA ART UK on Standard Formula  

  Solvency Capital Requirement £ 

Market risk 1 429 692  

Counterparty default risk 4 308 780  

Non-life underwriting risk 10 406 638  

Diversification -2 570 616  

Basic Solvency Capital Requirement 13 574 494  

Operational risk 1 056 920  

Loss-absorbing capacity of deferred taxes -2 204 227  

Solvency Capital Requirement excluding capital add-on 12 427 187  

Capital add-on already set 0  

Solvency Capital Requirement 12 427 187  

AXA Art UK’s Target Capital and risk sensitivity

Under Solvency II regime, AXA ART UK is required to hold eligible own funds that cover its Solvency 
Capital Requirement to absorb significant losses and to be compliant with regulatory requirements. 
The Solvency Capital Requirement is calibrated so as to ensure that all quantifiable risks to which our 
company is exposed are taken into account. 
Under normal conditions, AXA ART UK should maintain solvency II regulatory ratio above 100%, 
allowing our company to have sufficient eligible own funds to sustain a 1 in 200 years shock.  

With available financial resources of £17.0 million for FY2016 AXA ART UK shows a solvency II 
regulatory ratio of 137%, significantly above 100% even though the company released an additional 
dividend to prepare the merger into AXA ART Versicherung AG during 2017. 

In addition, to ensure a comfort level over a 100% Solvency II regulatory ratio, AXA ART UK monitors 
its ability to absorb possible severe financial or technical shocks. In this context, our company 
assesses the sensitivities of its Solvency II regulatory ratio to financial shocks on corporate bond 
spreads, on interest rates, and on equity (as detailed in figure below). These sensitivity analyses do 
not take into account preemptive management actions that might be taken by the management to 
mitigate the effects of the defined shocks, but, allow to ensure through the risk appetite framework that 
local executive management reviews and approves the risk carried by the company, understand the 
consequences of and adverse development of these risks, and have action plans that can be 
implemented in case of unfavorable developments. 

For all of these events, the coverage ratio remains above the limit of 100%.
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�� 31.12.2016

�

Interest 
rates 

Interest 
rates 

Equity Equity 
Corporate 
spreads 

-50 Bps +50 Bps -0.25 +0.25 +0.25 

��   ��         

Solvency II 
Coverage Ratio 

137% 
�

143% 131% 135% 137% 137%

AXA ART UK is a subsidiary of the AXA Group which under the solvency II regime has itself defined a 
clear capital management framework with 170-230% as central target range of Solvency II ratio. AXA’s 
consolidated Solvency Capital Requirement is taking into account the global diversification of risks that 
exist across all its insurance and reinsurance undertakings, reflecting properly the AXA Group risk 
exposure. AXA Group performs also on regular basis sensitivity analyses of its Solvency II regulatory 
ratio to material risks and events, demonstrating that its Solvency ratio is resilient to a wide range of 
shocks (similar to past major observed events such 2008/2009 financial crisis, 2011 financial crisis, 
Lothar & Martin storm). 
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C1. Underwriting risk 

/ Insurance Risk Exposure 

AXA ART UK is primarily responsible for managing its insurance risks linked to underwriting, pricing 
and reserving. It is also responsible for taking appropriate actions in response to changes in insurance 
cycles and to the political and economic environments in which it operates. 

Being a specialty insurer for art and high net worth individuals AXA ART UK is a property insurance 
company with its primary underwriting risks being premium, catastrophe and reserve risks. 

Premium Risk 

The premium risk is the risk that the actual losses stemming from insurance contracts exceed the 
expectations and are therefore not covered sufficiently by earned premiums. This could happen in the 
cases of larger number of claims or higher average losses that could randomly occur within a year. In 
the pricing process actuarial models based on historical and empirical loss data are used to minimize 
this risk. 

Catastrophe Risk 

The catastrophe risk supplements the premium risk by analyzing single, extraordinary events. For AXA 
ART UK these events are major losses stemming from fire damages or natural catastrophes. 

Reserve Risk 

To cover future payments from already incurred losses our company has set claims reserves. Due to 
the uncertainty of the actual payments to settle the claims there is a risk that these reserves are 
insufficient what leads to additional losses for the insurance company. The reserve risk can also stem 
from claims that already incurred but were not reported by the policy holder. 

AXA ART UK’s overall exposure to underwriting risks is covered by AXA ART UK’s Solvency Capital 
Requirement metric, as detailed in the above Section “Solvency II capital position”, and taken into 
account in AXA’s liquidity risk management framework (see Section C4). Sensitivity analyses of its 
Solvency II ratio to material risks are detailed in the above Section “AXA Art UK’s Target Capital and 
risk sensitivity” 

AXA’s asset management policies and investment strategy, which covers investments of assets to 
address underwriting risks, are addressed in the Section “AXA’s Investment Strategy and Asset & 
Liability Management (ALM).”  

. 

/ Risk Control and Risk Mitigation 

Insurance risks for Property & Casualty (P&C) businesses across AXA Group are covered through 4 
major processes, which are defined at a Group level but performed jointly by central and local teams: 

• risk controls on new product complementing underwriting rules and product profitability analyses; 

• optimizing of reinsurance strategies in order to cap the Group’s peak exposures thereby protecting 
its solvency by reducing volatility and to mitigate risk within the Group to benefit from 
diversification; 

• reviewing technical reserves including a roll forward analysis; 

•    monitoring emerging risks to share expertise within the underwriting and risk communities
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PRODUCT APPROVAL 

Group Risk Management (GRM) has defined a set of procedures to approve new products launches. 
These procedures, that are adapted and implemented locally, foster product innovation across the 
Group while maintaining risks under control. 

This validation framework ensures that any new products undergo a thorough approval process before 
they are put to market.  

In P&C, methods are adapted to the underwriting of risks, while maintaining the principle of local 
decision making based on a documented approval procedure. The aim is twofold: 

• for pre-launch business, the aim is to ensure that new risks underwritten have been scrutinized 
before proposing them to customers; 

• for post-launch business, appropriate profitability and risks control are due to check the business 
remains in line with the Group’s risk framework. 

This framework complements underwriting rules by ensuring that no risks are taken outside pre-
defined tolerances levels and that value is created by adequate risk pricing. 

EXPOSURE ANALYSIS 

For P&C activities, GRM has developed and deployed common models and metrics to consistently 
measure risks throughout the Group. This enables the Group to check that its exposure complies with 
consolidated risk appetite limits along the dimensions of earnings, value, capital and liquidity. These 
tools also contribute substantially to monitoring the major risks (claims frequency deviation, claims 
severity, reinsurance, pricing consistency and natural catastrophes). 

The Company regularly monitors its exposure to these risks and uses the results of this work to 
optimize its product design and its reinsurance coverage. In addition, (ad hoc) concentration risk 
studies are developed to ensure no single-peril (i.e. windstorm, earthquake, hurricane or typhoon) 
might affect the company above the tolerance levels set.  

This framework is included in the governance set out previously for product development control. 

REINSURANCE 

Together with the Global business lines, GRM contributes to the elaboration of Group reinsurance 
cover. In agreement with Group Risk Management and Global lines, AXA ART UK’s reinsurance 
treaties are placed through AXA ART Versicherung AG. 

Reinsurance programs are set up as follows: 

• risks are modeled through in-depth actuarial analyses conducted on the portfolio and protected 
with reinsurance cover in adequacy with the risk appetite limits set at Group level; 

• specifically for natural catastrophe modelling, via the Group economic capital model, GRM uses 
several external models for assessing the risks associated with the main natural perils (storm, 
flood, earthquake etc. ) 

TECHNICAL RESERVES 

AXA ART UK specifically monitors its reserve risks. Claims reserves are firstly estimated and booked 
on a file by file basis by the claims handlers. Additional reserves are also booked by reserving 
actuaries using various statistical and actuarial methods. These calculations are initially carried out by 
AXA ART’s Corporate Actuary, and are then reviewed for a second opinion by local risk management. 

Actuaries in charge of assessing reserves notably ensure that: 

• A sufficient number of elements have been scrutinized (including  contracts, premiums and claims 
patterns, handling, and reinsurance effects); 

• The technical assumptions and actuarial methodologies are in line with professional practices and 
sensitivity analyses are performed at least for most significant ones; 
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• A roll-forward analysis of reserves including Boni-Mali backtestings has been performed, the 
regulatory and economic context references are taken into account and material deviations are 
explained; 

• The operational losses relating to the reserving process have been adequately quantified; 

• The Best Estimate Liabilities have been calculated in accordance with Articles 75 to 86 of the 
Solvency II Directive and Group guidelines. 

As part of the Solvency II framework, the local Actuarial Function Holder (AFH) for AXA ART UK 
validates the calculation of technical provisions ensuring the appropriateness of the methodologies 
and underlying models used. As part of his annual report, the AFH also gives an opinion on the overall 
underwriting policy and on the adequacy of reinsurance arrangements. 
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C2. Market Risk 

/ Risks: definition, exposures and risk management 

AXA ART UK is exposed to financial market risks through its core business of financial protection (i.e. 
insurance). The market risks to which AXA ART UK’s portfolio is exposed arise from a variety of 
factors including: 

• a decline in returns on assets (linked to a sustained fall in yields on fixed income investments) 
could reduce investment margins; 

• a rise in yields on fixed-income investments (linked to interest rates or in spreads) reduces the 
market value of fixed-income investments and could impact adversely the solvency margin; 

• a decline in asset market value (e.g. bond prices) could adversely impact the solvency margin, as 
well as available surplus; 

• a change in foreign-exchange rates could reduce earnings stemming from business written in other 
currencies converted in GBP; 

AXA Art UK’s overall exposure to market risks is covered by AXA’s Solvency Capital Requirement 
metric, as detailed in the above Section “Solvency II capital position”, and taken into account in AXA’s 
liquidity risk management framework (see Section C4). Sensitivity analyses of its Solvency II ratio to 
material market risks are detailed in the above Section “AXA Art UK’s Target Capital and risk 
sensitivity” 

/ Risk Control and Risk Mitigation 

AXA ART UK is primarily responsible for managing its financial risks (market risk, credit risk, liquidity 
risk), while abiding by the risk framework defined at Group level, in terms of limits, thresholds and 
standards. This approach aims to allow reacting swiftly in an accurate and targeted manner to 
changes in financial markets, political and economic environments in which the Company operates. 

A wide variety of risk management techniques are used to control and mitigate the market risks to 
which the Company is exposed. These techniques include: 

• matching liabilities with assets in the same currency as well as a diversified tail of other 
currencies 

• a prudent investment strategy that has been developed to preserve and grow the capital and 
surplus of the company to strengthen the competition position and success of insurance 
operations; ensure sufficient cash flow and liquidity to fund expected liability payment and 
business activities; to achieve position risk adjusted after tax returns and to generate 
unrealised gains.  

• a regular monitoring of the financial risks on the economic and solvency position of the 
Company. 

/ Governance of Investment strategy  

Group and Local Guidance on Investments 

The Group Chief Investment Officer (Group CIO) leads the Group-wide community of local insurance 
companies CIOs, the central Investment & ALM Department and reports to the Group Chief Financial 
Officer (Group CFO). His role includes aligning AXA’s investment strategy with the broader strategy of 
the Group, fostering closer cooperation amongst local entities, enhancing methodology, and steering 
investment decisions. 

Local investment activities are steered by the local Board via the CFO who manages close 
relationships with asset managers and reports performance of the investment portfolio to the Board. 

In all cases, AXA Group Investment decisions and polices take precedent over locally parameters. 
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Group and Local Governance Bodies 

In order to efficiently coordinate local and global investment processes, decisions are taken by two 
main governance bodies: 

• the Group Investment Committee which is co-chaired by the Group Deputy CEO and the CEO 
of AXA France. This committee defines Group wide investment strategies which take 
precedent over local investment strategy. 

• At the AXA ART UK level the Board has responsibility for defining the investment strategy 
which investment managers adhere 

Investment Approval Process 

Investment opportunities, like non-standard investments, new strategies or new structures, are subject 
to an Investment Approval Process (IAP). The IAP ensures key characteristics of the investment are 
analysed, such as risk and return expectations, experience and expertise of the investment 
management teams, as well as accounting, tax, legal and reputational issues.  

The IAP is completed at Group level for any significant investment, notably if several local entities are 
participating to the same investment. In that case, the successful completion of an IAP is done after 
the production of a second independent opinion by GRM.  

Investment and Asset Management 

For a large proportion of its assets, AXA ART UK utilizes the services of asset managers to invest in 
the market: 

• AXA ART UK mandates the day-to-day management of its asset portfolios primarily to an AXA 
asset management subsidiaries, Alliance Bernstein. AXA ART UK’s CFO continuously monitors, 
analyzes, and challenges asset managers’ performance which is also reported to the Board. 

• in order to benefit from a more asset specific and/or geographical expertise, AXA ART UK can also 
decide to invest through external asset managers. In these cases, thorough due diligence analyses 
are performed by the Investment and the Risk Management communities and a continuous 
monitoring is implemented. 
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C3. Credit Risk 

/ Credit Risk Exposure 

Counterparty credit risk is defined as the risk that a third party in a transaction will default on its 
commitments. Given the nature of its core business activities, AXA ART UK monitors two major types 
of counterparties, using methods suitable to each type: 

� investment portfolios held by its insurance operations, and 

� receivables from reinsurers resulting from reinsurance directly ceded by AXA ART UK. 

AXA ART UK’s overall exposure to credit risks is covered by AXA’s Solvency Capital Requirement 
metric, as detailed in the above Section “Solvency II capital position”, and taken into account in AXA’s 
liquidity risk management framework (see Section C4). Sensitivity analyses of its Solvency II ratio to 
material credit risks are detailed in the above Section “AXA ART UK’s Target Capital and risk 
sensitivity” 

/ Risk Control and Risk Mitigation 

/ Invested Assets 

AXA Group concentration risk is monitored by different analyses performed at Group level by issuer, 
sector and geographic region, in addition to local procedures and by a set of Group and local issuer 
limits. 

These limits aim at managing the default risk of a given issuer, depending on its rating and on the 
maturity and seniority of all bonds issued by the issuer and held by AXA ART UK (corporate, 
Government agency and sub sovereign).  

At Group level, the limits also take into account all exposure on issuers through debt securities, equity, 
derivatives and reinsurance counterparty risk. 

On Sovereign, specific limits have also been defined on government bonds and government-
guaranteed bonds and are monitored at Group and AXA ART UK levels. 

At an AXA ART UK level, a breach of limits defined in the Board approved investment strategy by 
investment managers would require immediate remediation to bring the portfolio back in line with 
strategy. 

As part of its prudent investment strategy AXA ART UK decided to not invest in credit derivatives.  

Receivables from Reinsurers: Rating Processes and Factors 

AXA ART Versicherung AG acts as the reinsurer for AXA ART UK. There the exposures of the 
worldwide AXA ART entities are bundled and via AXA Global P&C placed on the reinsurance market.  

At Group level, to manage the risk of reinsurers’ insolvency, a Security Committee is in charge of 
assessing reinsurers’ quality and acceptable commitments. The Committee is under joint authority of 
GRM and AXA Global P&C. This risk is monitored to avoid any excessive exposure to any specific 
reinsurer. The Group Security Committee meets monthly – and more frequently during renewal 
periods – and decides on any action to be taken with the aim of limiting AXA’s exposure to the risk of 
default by any of its reinsurers. 
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C4. Liquidity risk 

The liquidity risk is the uncertainty, emanating from business operations, investments or financing 
activities, over AXA ART UK will have the ability to meet payment obligations in a full and timely 
manner, in current or stressed environments. Liquidity risk concerns assets and liabilities as well as 
their interplay.  

At AXA ART UK level, the entity shows significant positive excess liquidity which is monitored on a 
quarterly basis.  The main liquidity resources are assets including a significant amount of cash held by 
the company and a highly liquid investment portfolio consisting primarily of UK Government bonds. 
The main needs could stem from single major claims or natural catastrophes.  

The liquidity position is expected to remain relatively stable over time. 

As of December 31, 2016 the expected profit included in future premiums as calculated in accordance 
with Article 260(2) of the Solvency II Regulation totaled £0.3 million as part of the premium reserve.
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C5. Operational risk 
AXA has defined a framework to identify and measure its operational risks that may arise from a 
failure in its organization, systems and resources or from external events. Ensuring an adequate 
mitigation of these risks across the Group is a key pillar of the Risk Management functions. 

/ General principles 

One objective of the AXA ART UK’s operational risk assessment is to understand and reduce losses 
resulting from operational failures and to define an appropriate risk response strategy for major 
Operational risk scenarios. 

Based on the Solvency II definition, AXA ART UK defines operational risk as the risk of loss arising 
from inadequate or failed internal processes, personnel or systems or from external events. 
Operational risk includes legal risks and excludes risks arising from strategic decisions, as well as 
reputation risks. 

AXA has defined a single Group framework for identifying, quantifying and monitoring the main 
operational risks, involving the deployment of a common system, dedicated operational risk teams and 
a common operational risk typology classifying operational risks into seven risk categories: internal 
fraud, external fraud, employment practices and workplace safety, clients, products and business 
practices, damages to physical assets, business disruption and system failures and execution, delivery 
and process management. 

Both quantitative and qualitative requirements are defined. 

• Across the Group, the most critical operational risks of AXA ART UK and a set stress scenarios 
are identified and assessed following a forward-looking and expert-opinion approach. The 
operational risk management process is embedded into local governance through senior 
management validation to ensure the adequacy, appropriateness and comprehensiveness of the 
risk assessment but also to ensure that adequate corrective and pre-emptive actions are defined 
and implemented in front of the main risks; 

• In addition, a loss data collection process is in place within AXA ART UK in order to track and 
appropriately mitigate actual operational risk losses. This process is also used as a valuable source 
of information to back-test the assumptions taken in risk assessments. 

The implementation of the operational risk framework is not limited to insurance activities. It 
encompasses all AXA entities, including insurance companies, banking activities, AXA asset 
managers and internal service providers consistent with AXA standard on operational risk 
management.  

AXA ART UK’s overall exposure to operational risks is covered by AXA’s Solvency Capital 
Requirement metric, as detailed in the above Section “Solvency II capital position”. Sensitivity 
analyses of its Solvency II ratio to material risks are detailed in the above Section “AXA’s Art UK’s 
Target Capital and risk sensitivity” 
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C6. Other material risk 

/ Strategic risk 

A strategic risk is the risk that a negative impact (current or prospective) on earnings or capital, 
material at the AXA ART UK level, arises from a lack of responsiveness to industry changes or 
adverse business decisions regarding: 

• significant changes in footprint, including through mergers and acquisitions; 

• product offering and client segmentation; 

• distribution model (channel mix including alliances/partnerships, multi-access and digital 
distribution). 

Given the nature of strategic risks, there is no capital charge assessment but processes are led by 
AXA ART UK’s Board and Risk Management in order to assess, anticipate and mitigate these risks. 

/ Reputation risk 

Reputation risk is the risk that an event, internal or external, will negatively influence the stakeholders’ 
perceptions of the Company or where there is a gap between stakeholders’ expectation and the 
Company’s behaviors, attitudes, values, actions, or inactions. 

AXA has defined a global framework with a two-fold approach to reactively protect and proactively 
monitor, manage and mitigate reputational issues in order to minimize value destruction, and build and 
maintain brand equity and trust among stakeholders.

AXA Group created a Global Reputation Network whose purpose is to implement locally a reputation 
risk management framework. The objectives of the reputation risk management approach are in line 
with AXA’s overall enterprise risk management approach aiming to develop a reputation risk culture. 

Three main objectives drive the reputation risk management approach: 

• proactively manage reputation risks, avoid or minimize negative issues impacting on the reputation 
of AXA in general and in particular of AXA ART UK and build trust among all of AXA stakeholders. 

• define accountability for reputation risks across the organization (Marketing, HR, Finance / 
Investors Relations, etc.), at Group level and for AXA ART UK; 

• implement a common reputation risk management framework throughout the organization. 

/ Emerging risks 

Emerging risks are risks which may develop or which already exist and are continuously evolving. 
Emerging risks are marked by a high degree of uncertainty; as some of them will even never emerge. 

AXA has established processes to qualify and quantify emerging risks which could develop over-time 
and become significant. The emerging risk framework encompasses a network of circa 50 people 
within AXA Group, with AXA ART UK benefitting from the results of the Group. 

Emerging risks surveillance is organized through a detection process including watch on scientific 
publications, court decisions, etc. Risks are monitored and classified within a risk mapping constituted 
of six sub-groups (regulatory & legal, environmental, socio & political, economic & financial, medical 
and technological). After prioritization of the monitored risks or after a warning from an entity, a 
working group is launched on a yearly basis by GRM to review a specific risk and its potential impact 
in terms of insurance. 

By developing relationships with researchers and supporting innovative projects in environmental, 
socio-economic and life risks, the AXA Research Fund is a key contributor to AXA’s commitment to 
better understand the evolution of these risks. 

By seeking to develop new solutions, acting as an advisor on risk management and actively 
contributing to the overall debate about the issues involved, along with other major market players, 
AXA intends to promote a better understanding and better forecasting of the emerging risks and to 
support sustainable development. 

�
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/ Basis for preparation 

AXA ART UK’s Solvency II balance sheet is prepared as of December 31 2016. The balance sheet is 
prepared in compliance with the Solvency II Regulation.  

The Shareholders  of AXA ART Insurance SE have agreed that the Company will  transfer its domicile to 
Germany and merge with its direct parent AXA ART Versicherung AG. The merger will lead to AXA ART 
Versicherung AG being the legal successor of the Company assuming all its rights and liabilities. Once 
the merger takes effect, the Company ceases to exist.

Accordingly the Directors have concluded that the Financial Statements should not be prepared on a 
going concern basis.  The Directors have reviewed the assets and liabilities of the Company at the date of 
the statement of financial position and have concluded that no adjustments were necessary to the 
carrying value of those assets and liabilities as a result of this conclusion. 

Technical provisions are recognized with respect to all of insurance and reinsurance obligations 
towards policyholders and beneficiaries of insurance or reinsurance contracts. The value of technical 
provisions corresponds to the amount that the Company would have to pay if it was to transfer its 
insurance and reinsurance obligations immediately to another insurance or reinsurance undertaking. 

Other assets and liabilities are recognized in compliance with IFRS standards and interpretations of 
the IFRS Interpretations Committee that are endorsed by the European Union before the balance 
sheet date with a compulsory date of January 1, 2016, provided that those standards and 
interpretations include valuation methods that are in accordance with the following market consistent 
valuation approach set out in Article 75 of the Solvency II Directive 2009/138/EC: 

� Assets shall be valued at the amount for which they could be exchanged between knowledgeable 
willing parties in an arm’s length transaction; 

� Liabilities shall be valued at the amount for which they could be transferred, or settled, between 
knowledgeable willing parties in an arm’s length transaction (without adjustment to take account of the 
Company own credit standing). 

The financial statements of AXA ART UK have been prepared in compliance with United Kingdom 
Accounting Standards (“UK GAAP”), including Financial Reporting Standard 102, ‘‘The Financial 
Reporting Standard applicable in the United Kingdom and the Republic of Ireland’’ (‘‘FRS 102’’), 
Financial Reporting Standard 103, “Insurance Contracts” (FRS 103) and the Companies Act 2006.  

In line with AXA Group processes, the basis for calculating the Solvency II fair values for AXA ART UK 
are based on International Financial Reporting Standards (IFRS) after considering Technical 
Specifications for Solvency II. In particular, the following items are valued under Solvency II differently 
to the accounting standards in accordance with IFRS: 

• Actuarial reserves and shares of re-insurers in actuarial reserves are recognised and valued 

based on the Technical Specifications for Solvency II;  

• Where relevant across AXA Group, there is no recognition of accrued closing expenditure and 

acquired insurance portfolios; 

• Where relevant across AXA Group, capital investment, land, as well as borrowing and lending, 

is valued at market values. 

• Deferred taxes from different carrying values of Solvency II assets and liabilities and the 

relevant financial carrying value.  

These adjustments are detailed hereafter in this section. 

The preparation of the balance sheet in accordance with Solvency II requires the use of estimates and 
assumptions. It requires a degree of judgment in the application of Solvency II principles described 
below. The main balance sheet captions concerned are assets accounted at fair value, deferred tax 
assets, and assets and liabilities relating to the insurance business. The principles set out below 
specify the measurement methods used for these items.  

Unless otherwise stated, AXA’s valuation principles have been consistently applied to all the periods 
presented. 

The Solvency II balance sheet is presented in Sterling, being the Company’s presentational currency. 
Assets and liabilities resulting from transactions denominated in foreign currencies are translated at 
the local closing exchange rate.
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D1 - Assets 

/ Fair value measurement  

For each material asset class, the table below summarizes the value of the assets of the Company 
according to Solvency II provisions and the values of the assets recognized and valued on a statutory 
account basis as of December 31, 2016: 

(in GBP million) 

Fair Value Carrying Value  % 

(value 

Balance 

Sheet)  
(Solvency II) (Local GAAP) 

Deferred acquisition costs 
                                 
-    

                                        
5.6  

9.6% 

Property, plant & equipment held for own use
                               
- 

-     
                            
-    

Investments (other than assets held for index-

linked and unit-linked contracts)  

                             
38.7  

                                     
38.5  

65.7% 

Debt Instruments 
                             

35.4  
                                     

35.0  
59.8% 

Investment funds 
                               

3.4  
                                        

3.4  
5.8% 

Derivatives  -   -  
                            
-    

Other investments  -  0.1 0.2% 

Reinsurance recoverables 
                               

1.8  
                                        

2.0  
3.3% 

Receivables 
                             

10.3  
                                        

8.7  
14.9% 

Cash and cash equivalents 
                          

3.2  
                                        

3.7  
6.3% 

Other 
                                 
-    

                                        
0.1  

0.2% 

Total Assets 
                             

54.0  
                                     

58.5  
100% 

In it’s Solvency II balance sheet the Company applies the IFRS 13 fair value hierarchy as described 
below for all assets and liabilities (excluding technical provisions).  

a) Active market: quoted price 

Fair values of assets and liabilities traded on active markets are determined using quoted market 
prices when available. An instrument is regarded as quoted in an active market if quoted prices are 
readily and regularly available from an exchange, dealer, broker, industry group, pricing service or 
regulatory agency and those prices represent actual and regularly occurring market transactions on an 
arm’s length basis between a willing seller and a willing buyer. For financial instruments traded in 
active markets, quotes received from external pricing services represent consensus prices, i.e. using 
similar models and inputs resulting in a very limited dispersion. 

b) Active versus inactive markets – financial instruments 

Equity instruments quoted on exchange traded markets and bonds actively traded on liquid markets 
for which prices are regularly provided by external pricing services that represent consensus with 
limited dispersion and for which quotes are readily available are generally considered as being quoted 
in an active market. Liquidity may be defined as the possibility to sell or dispose of the asset in the 
ordinary course of business within a certain limited time period at approximately the price at which the 
investment is valued. Liquidity for debt instruments is assessed using a multi criteria approach 
including the number of quotes available, the place of issuance and the evolution of the widening of 
bid ask spreads.  
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A financial instrument is regarded as not quoted in an active market if there is little observation of 
transaction prices as an inherent characteristic of the instrument, when there is a significant decline in 
the volume and level of trading activity, in case of significant illiquidity or if observable prices cannot be 
considered as representing fair value because of dislocated market conditions. Characteristics of 
inactive markets can therefore be very different in nature, inherent to the instrument or indicative of a 
change in the conditions prevailing in certain markets. 

c) Assets and liabilities not quoted in an active market 

The fair values of assets and liabilities that are not traded in an active market are estimated: 

����	�������	����	���	����	��	�����
�	������
������

� Using valuation techniques 

� No active market: use of external pricing services  

External pricing services may be fund asset managers in the case of investments in funds. To the 
extent possible, the Company collects quotes from external pricing providers as inputs to measure fair 
value. Prices received may form tight clusters or dispersed quotes which may then lead to the use of 
valuation techniques. The dispersion of quotes received may be an indication of the large range of 
assumptions used by external pricing providers given the limited number of transactions to be 
observed or reflect the existence of distress transactions. In addition, given current market conditions 
since the financial crisis and the persistency of complete inactivity of some markets since then, many 
financial institutions closed their desks dedicated to structured assets deals and are no longer in a 
position of delivering meaningful quotes.  

� No active market: use of valuation techniques 

The objective of valuation techniques is to arrive at the price at which an orderly transaction would 
take place between market participants (a willing buyer and a willing seller) at the measurement date. 
Valuation technique models include: 

1. Market approach: The consideration of recent prices and other relevant information generated 
by market transactions involving substantially similar assets or liabilities. 

2. Income approach: Use of discounted cash flow analysis, option pricing models, and other 
present value techniques to convert future amounts to a single current (i.e. discounted) 
amount. 

3. Cost approach: The consideration of amounts that would currently be required to construct or 
replace the service capacity of an asset. 

Valuation techniques are subjective in nature and significant judgment is involved in establishing fair 
values. They include recent arm’s length transactions between knowledgeable willing parties on 
similar assets if available and representative of fair value and involve various assumptions regarding 
the underlying price, yield curve, correlations, volatility, default rates and other factors. Unlisted equity 
instruments are based on cross checks using different methodologies such as discounted cash flows 
techniques, price earnings ratios multiples, adjusted net asset values, taking into account recent 
transactions on instruments which are substantially the same if concluded at arm’s length between 
knowledgeable willing parties, if any. The use of valuation techniques and assumptions could produce 
different estimates of fair value. However, valuations are determined using generally accepted models 
(discounted cash flows, Black & Scholes models, etc.) based on quoted market prices for similar 
instruments or underlying (index, credit spread, etc.) whenever such directly observable data are 
available and valuations are adjusted for liquidity and credit risk. 

Valuation techniques may be used when there is little observation of transaction prices as an inherent 
characteristic of the market, when quotes made available by external pricing providers are too 
dispersed or when market conditions are so dislocated that observed data cannot be used or need 
significant adjustments. Internal marks to model valuations are therefore normal market practices for 
certain assets and liabilities inherently scarcely traded or exceptional processes implemented due to 
specific market conditions.  

� Use of valuation techniques in dislocated markets 

The dislocation of certain markets may be evidenced by various factors, such as very large widening 
of bid ask spreads which may be helpful indicators in understanding whether market participants are 
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willing to transact, wide dispersion in the prices of the small number of current transactions, varying 
prices over time or among market participants, inexistence of secondary markets, disappearance of 
primary markets, closing down of dedicated desks in financial institutions, distress and forced 
transactions motivated by strong needs of liquidity or other difficult financial conditions implying the 
necessity to dispose of assets immediately with insufficient time to market the assets to be sold, and 
large bulk sales to exit such markets at all costs that may involve side arrangements (such as sellers 
providing finance for a sale to a buyer). Primary transactions’ prices in markets supported by 
government through specific measures following the financial crisis do not represent fair value. 

In such cases, the Company uses valuation techniques including observable data whenever possible 
and relevant, adjusted if needed to develop the best estimate of fair value, including adequate risk 
premiums or develops a valuation model based on unobservable data representing estimates of 
assumptions that willing market participants would use when prices are not current, relevant or 
available without undue costs and efforts: in inactive markets, transactions may be inputs when 
measuring fair value, but would likely not be determinative and unobservable data may be more 
appropriate than observable inputs. 

/ Property, Plant & Equipment held for own use 

Art salvage assets are presented as Other Assets see below.  

/ Investments  

Debt Instruments 

Under this item, recognition is made of bonds that are issued by government authorities, bonds that 

are guaranteed by the European Central Bank, the central states of the Member States and the central 

banks, bonds that are guaranteed by multilateral development banks in accordance with article 117 (2) 

of Regulation (EU) No. 575/2013 or international organisations in accordance with article 118 of 

Regulation (EU) No. 575/2013 and bonds issued by companies. 

The Solvency II value of bonds quoted on exchanges that are traded on an active market equates to 

the last exchange price available on the balance sheet date. 

Differences between Solvency II values and UK GAAP values represent the classification of accrued 

interest.  

Vehicles for joint investments in accordance with article 1 (2) of Directive 2009/65/EC of the European 
Parliament and the Council are recognised under this item. Based on their classification under the 
Solvency II Complementary Identification Code (CIC) this includes: share, pension, money market, 
theme, real estate, alternative, private equity, infrastructure, Open Ended Investment Companies 
(OEICs) and other funds. 

With shares quoted on stock markets that are traded on an active market, the Solvency II value 
equates to the last exchange price available on the balance sheet date. To the extent no exchange 
price is available, the shares are valued at the redemption price communicated by investment 
managers. 

Shares in vehicles for joint investments, which under UK GAAP are categorised as Tier 1 (quoted 
prices in an active market) under “Financial Assets at fair value through profit and loss” are recognised 
based on the economic viewpoint of the Solvency Overview under vehicles for joint investments . 
Share values are recognised in the solvency balance sheet are based both on Solvency II and UK 
GAAP. The asset values and debt included in the underlying share are not recognised. 

Differences between Solvency II values and UK GAAP values represent the valuation dates used 

(former as at 31 November 2016 for Group “fast close” process, the latter as at 31 December 2016).  
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/Leasing arrangements 

AXA ART UK does not have material leasing arrangements. 

/ Other assets 

This item includes assets that are not already recognised elsewhere under the Solvency II values or 
the values under UK GAAP. 

As of 31 January 2016, the items under this category are  

1) Works of art held as salvage  - salvage can arise from the restoration of damaged works and 

the recovery of stolen items. The timing and incidence of recoveries are not readily 

predictable.  Salvage is therefore recognised at the point that recovery by the company is 

reasonably assured.  Salvage not realised at year end is valued at the estimated fair market 

value less the costs of sale, both of which are informed by independent expert opinion (for 

example, art dealers and auction houses) but is inherently uncertain until the final value is 

realised.



55 

D2 - Valuation of technical provisions and reinsurance recoverables 

/ General principles 

Technical provisions are split between Non-life (excluding health), Health (similar to non-life), Health 
(similar to life), Life (excluding health, index-linked and unit-linked), index-linked and unit-linked. Given 
AXA ART UK’s business all technical provisions are allocated to non-life. 

Technical provisions are measured using a two “building blocks” approach: 

• Best Estimate Liabilities (BEL), and 

• Risk margin for non-hedgeable risks that is added to the best estimate liabilities. 

The best estimate liability corresponds to the probability-weighted average of future cash flows, 
including policyholder’s benefit payments, expenses, taxes, premiums related to existing insurance 
and reinsurance contracts taking into account the time value of money (i.e. by discounting these future 
cash flows to present value). The calculation of the best estimate liability is based upon up-to-date 
reliable information and realistic assumptions. The cash-flow projection used in the calculation 
includes all the cash in- and out-flows required to settle the insurance and reinsurance obligations over 
their lifetime.  

The best estimate liability is recognized on a gross of reinsurance basis, without deduction of amounts 
recoverable from reinsurance contracts and special purpose vehicles. The latter are recognized 
separately. 

The risk margin is defined as the cost of non-hedgeable risk, i.e. a margin in addition to the expected 
present value of liability cash flows required to manage the business on an on-going basis. It is 
deemed to be the present value of the cost of future economic capital requirements for non-hedgeable 
risks. 

This valuation requires deep analysis of the underlying obligations, collection of qualitative and 
quantitative information, projection tools and models, and expert judgment in a number of areas.  

The table below summarizes AXA ART UK’s technical provisions under Solvency II together with a 
comparison on a local statutory account basis. The fair value increased by 36% compared to the year 
before. This is especially driven higher best estimates. The best estimate for premium provision is 
increased from higher combined ratio assumptions and growing premium. In addition the current 
portfolio contains less claims above reinsurance retention, which keeps the net claim reserve on an 
increased level close to the gross claim reserve. 

(in GBP million) 
Fair Value 

(Solvency II) 

Carrying Value 

(Local GAAP) 

Technical provisions – non life 14.9 8.2

Technical provisions – non life (excluding health) 8.2

Best Estimate 14.1 

risk margin 0.8

/ Best Estimate Liabilities 

A best estimate assumption is defined as one where there is as much probability that the actual 
experience develops over the assumption as below it. It is neither a prudent nor an optimistic 
assumption. It is set at a level that is neither deliberately overstated nor deliberately understated. Due 
to the inherent uncertainties, if two assumptions are equally reasonable the more prudent one is 
retained. 

Assumptions and framework 

Assumptions taken regarding future experience are reasonable, and, to the extent possible, take into 
account the actual historical and current experience of the Company, adjusted to reflect known 
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changes in the environment and identifiable trends. In some instances, data may not be available or 
may be insufficient to provide a credible basis on which to develop assumptions. Consequently, it may 
be necessary to rely more on judgment, taking into consideration the Company’s pricing and/or 
reserving assumptions. 

It is important to recognize that the assumptions will be used to project future cash flows, and are 
therefore selected with due regard to the future context or expected future operating environment of 
the Company. Thus, they may or may not be consistent with past experience. 

The development of future experience will depend on the context and the risk characteristics of the 
products analysed. The impact of the external environment on the future cash flows and financial 
statements is also  recognised. Setting corresponding assumptions requires sound knowledge of the 
current and projected policies of management in charge of investment, underwriting, reinsurance, 
claim settlement, marketing, pricing, policyholder dividend/bonus declaration and administration. 
Specific considerations include economic factors such as inflation or recession as well as the 
regulatory, legislative and political environments.

Assumptions in respect of best estimate metrics are derived consistently over time and within 
homogeneous risk groups and lines of business without arbitrary changes. The assumptions 
adequately reflect any uncertainty underlying the cash flows. 

Non market assumptions, based on latest best estimate assumptions (historical data and expert 
judgment), include the following: 

• Loss ratio and best estimate claims payment; 

• Average periods between signing and inception of insurance contracts; 

• Policyholder behaviour (lapses); 

• Management actions. 

The market parameters below are considered: 

• Spot market data; 

• Foreign exchange rates. 

Specificities of some assumptions 

Expenses 

Expenses include administrative expenses, investment management expenses, claims management 
expenses and acquisition expenses which relate to recognized insurance and reinsurance obligations. 

The assumptions underlying expenses projections are consistent with the strategy of the Company, 
taking into account future new business and any change in the expenses agreed by the management. 

Boundary of an insurance or reinsurance contract 

The Solvency II balance sheet excludes all premiums expected from new business not yet written and 
some future premiums expected from existing contracts if the Company has the power to either reject 
them or fully re-price them.  

Management actions 

Management actions are taken into account. They include, but are not limited to:  

• Products re-pricing; 

• Expenses management reduction. 

Management actions are consistent with business practice, the Company strategy and policyholders’ 
obligations.  

Reference rate curve 

Discount rates used for non-life reserves are basic risk free rates without any volatility adjustment or 
other transitional measures for technical provisions. 
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Non-life Best Estimate Liabilities 

Non-life Best Estimate Liabilities (BEL) represent expected future cash flows discounted to take into 
account the time value of money for non-life obligations and do not generally require stochastic 
projections and dynamic assumptions. 

The valuation of non-life technical provisions is based on the application of a wide range of actuarial 
projection models, including a balanced mix of the following elements: 

• Portfolio's main features in terms in particular of risks mapping, underwriting and claims 

policies, social, economic and legal context, local requirements (such as statutory, accounting, 

tax etc., market conditions and policyholders’ behaviours;  

• Quality, relevance and consistency over time of available statistical data; 

• Consistency and limits of the set of selected forecasting methods, given the business features 

and the available data; 

• Selection of relevant actuarial assumptions sets and their adequate application to actuarial 

projection models; 

• Ability to economically document the projected range of results, both quantitatively and 

qualitatively; 

The Company applies a wide range of actuarial and statistical methods. Analyses are performed by 
lines of business and projections are performed using tools developed internally at AXA ART or within 
AXA Group. 

Non-life technical provisions are valued based on internally modelled run-offs projected out flows on 
the basis of past payment patterns adjusted whenever relevant. 

Claim Reserves 

For the determination of undiscounted Best Estimates for claims reserves, AXA ART uses the AXA 
Group in-house methodology “EAXA” supplemented with usual actuarial methods such as Chain-
Ladder, Bornhuetter Ferguson. The claims triangles (payments, reserves and number of claims) on 
homogeneous risk groups are used as a basis for the calculation on a gross basis (before 
reinsurance). The estimations are therefore determined based on historical values. The segmentation 
of the claims triangles separating large claims and significant NatCat claims for each line of business 
has a significant impact on the determination of the estimation. Furthermore, the information about 
single major large losses and natural events but also the evolution of the portfolio is of significant 
importance. 

Premium reserves  

In addition to the valuation above, the non-life BEL include the adjusted valuation of the accounting 
unearned premium reserves that aim to cover the unexpired risk period for which the Company 
received a premium.  

Under IFRS, unearned premium reserves are usually based on a prorata of premiums received related 
to the unexpired period of coverage plus an amount to cover deficiencies when the loss ratio based on 
technical reserves is higher than 100% (net of reinsurance).  

Under Solvency II, such reserves are adjusted taking into account a best estimate expected loss ratio 
to the proportion of the premiums related to the unexpired period and the time value of money. 

/ Risk margin 

In addition to the best estimate liabilities (BEL), a risk margin is recognized to obtain values consistent 
with the determination of market prices when there are no deep and liquid markets. The risk margin is 
defined as the cost of non-hedgeable risk, i.e. a margin in addition to the expected present value of 
liability cash flows required to manage the business on an ongoing basis. In general, most insurance 
risks (e.g. reserve or catastrophe risks) are deemed to be non-hedgeable risks.  

The non-hedgeable risks comprise:  

• Property & Casualty insurance risks,  

• Reinsurance default risks and  

• Operational risks.  
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The Solvency Capital Requirement (SCR) for the non-hedgeable risks is projected for the future years 
until the run-off of the portfolio following suitable risk driver. Given AXA ART’s insurance business the 
risk drivers are selected from best estimate technical provisions.  

The risk margin is determined as the present value at the basic risk free interest rate structure of the 
future capital charges using a 6% cost of capital for all lines of business.  

The cost of capital is a premium over the risk free rate that represents the reduction in economic 
"value" (cost) linked to the risks considered. 

/ Reinsurance recoveries  

As technical provisions are reported gross of reinsurance, a reinsurance asset is identified separately. 
Transactions related to reinsurance assumed and ceded are accounted for in the balance sheet in a 
similar way to direct business transactions in agreement with contractual clauses. Indeed, the methods 
used to value reinsurance balances depend on the type of reinsurance contracts (e.g. treaties / 
facultatives, proportional/non-proportional), the nature of the business and the ceded portion.  

The Best Estimate is calculated gross of reinsurance and is accounted on the liabilities side of the 
balance sheet. The calculation of recoverable amounts from reinsurance contracts accounted on the 
asset side of the balance sheet. IFRS-reserves that were already set as expected value are taken as 
Best Estimate for the ceded claims reserves, reduced by the discounted profit. 

/ Volatility adjustment and transitional measures for technical 
provisions  

AXA ART UK does not use a volatility adjustment or other transitional measures in the calculation of 
its technical provisions. 

D3 - Valuation of other liabilities 
The table below summarizes AXA ART UK’s other liabilities under Solvency II together with a 
comparison on a local statutory account basis as of December 31, 2016.  

(in GBP million) 
Fair Value 

(Solvency II) 

Carrying Value 

(Local GAAP) 

QRT reference 

(S.02.01.01)

Contingent liabilities - - R0740 

Provisions other than technical provisions - - R0750 

Pension benefit obligations - - R0760 

Deposits from reinsurers 0.8 0.8 R0770 

Deferred tax liabilities 2.2 0.8 R0780 

Derivatives - - R0790 

Debts owed to credit institutions - - R0800 

Financial liabilities other than debts owed to credit 

institutions 
- - R0810 

Payables 19.1 4.8 R0820+R0830+R0840 

Subordinated liabilities - - R0850 

Other - - NA 

/ Deferred tax owed  

Deferred tax liabilities include deferred taxes from temporary differences in the Solvency II values in 
the Solvency Overview and the UK GAAP balance sheet. Deferred tax assets and liabilities are 
recognised netted.  
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Company will  transfer its domicile to Germany and merge with its direct parent AXA ART Versicherung 
AG. The merger will lead to AXA ART Versicherung AG being the legal successor of the Company 
assuming all its rights and liabilities, therefore the deferred tax liability will not crystalize upon merger.  

/ Deposits from reinsurers 

The liabilities versus re-insurers include the liabilities from settlements with previous insurers and from 

re-insurance business, including settlement obligations from actuarial reserves in the case of re-

insurance contracts cancelled on the closing date. 

The Solvency II value equates to the value under UK GAAP, as this largely involves short-term 
payables (approx. 1 year) and items close to payment.  

The value under UK GAAP represents the settlement amount of the liabilities. 

/ Payables  

Payables in Solvency II balance sheet includes the expected dividend declared for 2016 (£16.3m). 

This is eliminated from the Statutory balance since the dividend is not approved until the accounts are 

adopted.  

D4 – Alternative methods for valuation 
For detailed information on alternative methods used for valuation of assets and other liabilities, 
please refer to the subsection Fair Value Measurement in section D.1.  

For detailed information on alternative methods used for valuation of liabilities other than technical 
provisions, please refer to the section D.3.  
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D5 – Any other material information 
Not applicable. 
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E.1 Own funds 

/ Capital Management Objectives 

The Company has reviewed its capital resources and requirements on an economic basis as of 
December 31 2016. In performing this review, both the regulatory requirements and Board’s internal 
objectives - including the ability to meet shareholder requirements - have been considered.  

Management monitors the Company's solvency margin and the regulatory capital requirements on an 
on-going basis, both for regulatory compliance purposes and to ensure that the company is 
appropriately positioned from a competitive point of view.   

Management has developed various contingency plans. These plans may involve use of reinsurance, 
sales of investment assets, and other measures to reduce capital strain of new business or other 
impacts.

/ Information on the Capital Structure 

As of December 31, 2016, available financial resources totaled £17.0 million. The capital resources at 
December 31, 2016 and December 31, 2015 are presented in the table below: 

�

(in GBP million) 

At December 
31, 2016 

At December 
31, 2015 

Evolution

Share capital 10.6 10.6 0

Reconciliation reserve 6.4 14.2 (7.8)

Available Financial Resources 17.0 24.8 (7.8)

Reconciliation reserve represents the excess of asset over liabilities from the Solvency II balance 
sheet, reduced by capital items in the financial statements (share capital) and net of a dividend 
scheduled to be paid in 2017 of £16.3 million.  

�

/ Change in capital resources in 2016 

Available Financial Resources 

GBP million 

Available 
financial 

resources

AFR FY15                     24.8 

Modeling changes and opening adjustments 0                

Total Return 10.9

Dividend to be paid in year N+1     (16.3)

Others (2.0)

AFR FY16                     17.0 
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The total AFR amount decreases by £7.8m (32%) compared to FY 2015.  This is driven by: 

1) Historically, in the UK, general insurers were required to maintain equalisation provisions in 
respect of certain classes of business to protect against the impact of large claims and 
catastrophes. Therefore, the equalisation provision carried forward from the prior year of 
£5.1m has been released in the current year under UK GAAP. While under an IFRS and 
Solvency II balance sheet the impact of the equalisation provision and subsequent release is 
eliminated and has no impact, final AFR is reduced due to enhanced dividend payment. This 
release has allowed for an additional available dividend of £4.2m over and above dividend 
from underlying trading profit. Offsetting the equalisation provision release impact on trading 
dividend: 

2) £5.4 million historical retained earnings in addition to £10.8 million profit after tax for 2016. 

3) an increase in year-on-year non-commission expenses of £0.9m reflecting increased technical 
costs including Flood Re levy (£0.2 per annum) and one-off costs to support corporate 
restructuring and business transformation (£0.6m); 

4) The gross loss ratio increased to 20.4% compared with 2015 gross loss ratio of 17.3%, this 
equates to a £1.0m impact in 2016 earnings terms and reflects the Company’s strategy of 
developing personal lines business which is written at a higher expected loss ratio to access a 
larger market which traditionally exhibits lower volatility than pure fine art risks.  

/ Tiering analysis of capital  

Repartition of capital by tier 

Solvency II available Own funds represent Available Financial Resources (AFR) available to the 
undertaking before any consideration for tiering eligibility restriction and after limitation over the 
potential non-availability of certain elements of capital.   

Available own funds are split into tiers (this analysis is only done for the purpose of calculating the 
Solvency ratio), i.e. three different buckets of capital determined according to the quality of such 
components as defined in the Solvency II Regulation. Eligibility limits apply to those available elements 
to cover respectively the Solvency Capital Requirement (SCR) or the Minimum Capital Requirement 
(MCR). 

As far as compliance with the Solvency Capital Requirement is concerned, the following quantitative 
limits shall apply: (a) the eligible amount of Tier 1 items shall be at least one half of the Solvency 
Capital Requirement; (b) the eligible amount of Tier 3 items shall be less than 15 % of the Solvency 
Capital Requirement; (c) the sum of the eligible amounts of Tier 2 and Tier 3 items shall not exceed 50 
% of the Solvency Capital Requirement.  

AFR is the eligible own fund amount after the tiering limits are applied. The structure of tiering is 
presented in the table below: 

(in GBP million) 
Total

Unrestricted 
Tier 1 

Restricted 
Tier 1 

Tier 2 Tier3

AFR (Eligible own fund) At December 31, 2015 24.8 24.8 - - -

   Of which ancillary - - - - -

   Of which subject to transitional measures - - - - -

AFR (Eligible own fund) At December 31, 2016 17.0 17.0 - - -

   Of which ancillary - - - - -

   Of which subject to transitional measures - - - - -

The various components of what AXA ART UK considers as eligible capital are determined in 
accordance with Solvency II regulatory requirements. At December 31, 2016, eligible capital amounted 
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to £17.0 million (£24.8 million at December 31, 2015) which was represented by unrestricted Tier 1 
capital comprised ordinary shares £10.6 million and a reconciliation reserve of £6.4 million.  

As far as compliance with the Minimum Capital Requirements is concerned, the following quantitative 
limits shall apply: (a) the eligible amount of Tier 1 items shall be at least 80 % of the Minimum Capital 
Requirement; (b) the eligible amounts of Tier 2 items shall not exceed 20 % of the Minimum Capital 
Requirement. 

In accordance with the methods of calculation implemented by AXA in line with existing regulations, 
AXA ART UK’s eligible financial resources to cover its MCR under the current Solvency II regime 
amounted to 490% at December 31, 2016 compared to 829% at the end of 2015. 

/ Reconciliation to Local GAAP Shareholders’ equity

As of December 31, 2016, Local Statutory shareholder’s equity totaled £26.9 million. The reconciliation 
movements in capital resources between the Statutory Shareholders’ equity and the Solvency II 
Available Financial Resources are presented in the table below: 

£ million 

At 
December 

31, 2016 

UK GAAP Shareholders' Equity 26.9 

Best Estimate Liabilities (6.7) 

Other (3.2) 

Available Financial Resources (AFR) 17.0 

The key differences between local GAAP and the Solvency II frameworks are further explained below: 

� Best Estimate Liabilities £6.7 million adjustment is related to the re-measurement in the Solvency II 
framework of policyholder’s reserves as compared to those of the local GAAP. 

� Other relates mainly to deferred taxes and art salvage asset. 
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E.2 Solvency Capital Requirement and Minimum 
Capital Requirement 

/ General principles 

The Solvency II directive provides for two separate levels of solvency margin: (i) the Minimum Capital 
Requirement (MCR), which is the amount of own funds below which policy holders and beneficiaries 
are exposed to an unacceptable level of risk should the Company be allowed to continue its 
operations, and (ii) the Solvency Capital Requirement (SCR), which corresponds to a level of eligible 
own funds that enables insurance and reinsurance companies to absorb significant losses and that 
gives reasonable assurance to policyholders and beneficiaries that payments will be made. 

The United Kingdom has not made use of the option not to disclose any capital add-on during a 
transitional period ending no later than 31 October 2017. 

/ Solvency Capital Requirement (SCR) 

AXA ART UK uses the Standard Formula to calculate its regulatory capital under Solvency II which 
resulted in a Solvency II capital ratio at 179% as of December 31, 2016. 

AXA ART UK does not use any simplifications or undertaking specific parameters in the calculation. 

At December 31, 2016, the breakdown of the Solvency II required capital (£12.4 million) by risk 
categories was: £1.4 million in Market, £4.3 million in Credit, £10.4 million in Non-Life and £1.1 million 
in operational risk. Additional effects result from diversification between risks and the loss absorbing 
capacity of deferred taxes. 

Compared to the results of the previous year, the risks developed as follows: 

Total Solvency Capital Requirement (SCR) increased by £0.8 million (+7%) to £12.4 million mainly 
driven by higher credit risks and various increases in other risks due to the growth of the company. 

Market Risk increased by £0.1 million(+11%) to £1.4 million as a result of changes in interest rates 
and higher corporate spread risk.  
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Credit Risk increased by £0.5 million (+14%) to £4.3 million mainly driven by a higher exposure of 
receivables being classified in a more risky bucket.  

Non-Life Risk SCR increased by £0.2 million (2%) to £10.4 million due to the growth of the business.  

Operational SCR remained at £1.1 million.  

/ Minimum Capital Requirement 

The Minimum Capital Requirement is meant to ensure a minimum level below which the amount of 
financial resources should not fall. That amount is calculated in accordance with a simple formula, 
which is subject to a defined floor and cap based on the Solvency Capital Requirement of the 
Company in order to allow for an escalating ladder of supervisory intervention, and that it is based on 
the data which can be audited. 

For AXA ART UK as a non-life entity, the Minimum Capital Requirement is founded over a factor-
based formula taking into consideration the amounts of Best Estimate Liabilities net of the amounts 
recoverable from reinsurance contracts and special purpose vehicles, and written premiums for each 
segment of business. Different factors are applied to those amounts according to each relevant 
segment. 

In accordance with the methods of calculation implemented by AXA ART UK in line with existing 
regulations, AXA ART UK’s Minimum Capital Requirement amounted to £3.5 million at December 31, 
2016 (up +16% or + 0.5 million GBP) mainly driven by the increase in Written Premiums and Best 
Estimate Liabilities. 
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E.3 Use of the duration-based equity risk sub-
module in the calculation of the Solvency Capital 
Requirement 
Not applicable. 

E.4 Differences between the standard formula and 
any internal model used 
Not applicable. 

E.5 Non-compliance with the Minimum Capital 
Requirement and non-compliance with the 
Solvency Capital Requirement 
Not applicable. 

E.6 Any other information  
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F.2 AUDIT REPORT

Report of the external independent auditor to the Directors of AXA ART Insurance SE (‘the 

Company’) pursuant to Rule 4.1 (2) of the External Audit Chapter of the PRA Rulebook 

applicable to Solvency II firms 

Report on the Audit of the relevant elements of the Solvency and Financial Condition Report 

Opinion 

We have audited the following documents prepared by the Company as at 31 December 2016: 

• The ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the Solvency and 

Financial Condition Report of AXA ART Insurance SE (‘the Company’) as at 31 December 

2016 (‘the Narrative Disclosures subject to audit’); and 

• Company templates S02.01.02, S17.01.02, S23.01.01, S25.01.21, S28.01.01 (‘the Templates 

subject to audit’). 

The Narrative Disclosures subject to audit and the Templates subject to audit are collectively referred 

to as the ‘relevant elements of the Solvency and Financial Condition Report’. 

We are not required to audit, nor have we audited, and as a consequence do not express an opinion 

on the Other Information which comprises: 

• The ‘Business and performance’, ‘System of governance’ and ‘Risk profile’ elements of the 

Solvency and Financial Condition Report; 

• Company templates  S05.01.02, S05.02.01, S19.01.21; 

• the written acknowledgement by management of their responsibilities, including for the 

preparation of the solvency and financial condition report (‘the Responsibility Statement’). 

In our opinion, the information subject to audit in the relevant elements of the Solvency and Financial 

Condition Report of the Company as at [date] is prepared, in all material respects, in accordance with 

the financial reporting provisions of the PRA Rules and Solvency II regulations on which they are 

based. 

Basis for Opinion 

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 

(“ISAs (UK and I)”), International Standard on Auditing (UK) 800 (“ISA (UK) 800”) and International 

Standard on Auditing (UK) 805 (“ISA (UK) 805”) and applicable law. Our responsibilities under those 

standards are further described in the Auditor’s Responsibilities for the Audit of the Relevant Elements 

of the Solvency and Financial Condition Report section of our report. 

Emphasis of Matter - Basis of Accounting 

We draw attention to ’Valuation for solvency purposes’ and ‘Capital Management’ sections of the 

Solvency and Financial Condition Report, which describe the basis of accounting. The Solvency and 

Financial Condition Report is prepared in compliance with the financial reporting provisions of the PRA 

Rules and Solvency II regulations, and therefore in accordance with a special purpose financial 

reporting framework. The Solvency and Financial Condition Report is required to be published, and 

intended users include but are not limited to the PRA. As a result, the Solvency and Financial 

Condition Report may not be suitable for another purpose. Our opinion is not modified in respect of 

these matters. 
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Public Annual Quantitative Reporting 
Templates (QRTS)  

All amount expressed in £

G
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