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General comments
COFACE SA is a French public limited company (with a Board of Directors), whose head office is located
at 1 Place Costes et Bellonte, 92270 Bois-Colombes, France and registered in the Nanterre Trade and
Companies Register under number 432 413 599. It is referred to as the “Company” in this report. Unless
stated otherwise, references in this document to the "Group" or the "Coface Group" are references to
the Company and its subsidiaries, branches and holdings.
La Compagnie française d’assurance pour le commerce extérieur, a French public limited company (with a
Board of Directors), whose head office is located at 1 Place Costes et Bellonte, 92270 Bois-Colombes,
France and registered in the Nanterre Trade and Companies Register under number 552 069 791, is
referred to as “La Compagnie” in this document.
Forward-looking information
This report includes information on the Coface Group's outlook and future areas of development. These
forward-looking statements may be identified by the use of the future or conditional tenses, or forwardlooking terminology such as "considers", "anticipates", "thinks", "aims", "expects", "intends", "should",
"plans", "estimates", "believes", "hopes", "may" or, in each case, their negative, or other variations or
comparable terminology. These forward-looking statements do not constitute historical data and should
not be interpreted as a guarantee that the stated facts and data will take place or be achieved. They
appear in a number of sections of the report and include information regarding the Coface Group's
intentions, estimates and objectives with regard, in particular, to the Coface Group's market, strategy,
growth, results, financial position and cash flow.
These forward-looking statements are based on data, assumptions and estimates that the Coface Group
deems reasonable. They may evolve or be modified due to uncertainty linked, in particular, to the
economic, financial, competitive or regulatory environment. Furthermore, the forward-looking
statements contained in this report also involve risks, both known and unknown, uncertainty and other
factors that, were they to occur, could affect the Coface Group's future results, performance and
achievements. Such factors may include, in particular, changes in the economic and commercial climate
as well as the risk factors presented in Chapter 5 of the registration document filed with the Autorité des
Marchés Financiers (French Financial Markets Authority - AMF) on April 3, 2019 under number D.190261.
Risk factors
You are strongly encouraged to carefully examine the risk factors described in the above-mentioned
paragraphs of the registration document filed with the Autorité des Marchés Financiers. The occurrence
of all or any of these risks is liable to have an adverse effect on the Coface Group's businesses, financial
position or financial results. Furthermore, other risks, that are not yet known or that the Coface Group
currently considers immaterial at the date of this report, may have the same adverse impact on the
Coface Group, its business, financial position, operating results or growth prospects, as well as on the
market price of its shares listed on Euronext Paris (ISIN: FR0010667147).
All such information is available on the websites of the Company (www.coface.com/Investors) and the
Autorité des Marchés Financiers (www.amf-france.org).
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Clarifications relating to the
presentation
This report is drawn up pursuant to Chapter XII of the European Commission Delegated Regulation (EU)
2015/35 of October 10, 2014.
Pursuant to articles L.356-25 and R.356-60 of the French Insurance Code, and in accordance with the
ACPR (French Prudential Supervision and Resolution Authority) instruction no. 2015-I-27, this report is a
single report on the solvency and financial conditions of COFACE SA (Trade and Companies Register
no. 432413599) and Compagnie française d’assurance pour le commerce extérieur (Trade and
Companies Register no. 552069791).
Please note that COFACE SA forms the Coface Group (“COFACE SA” or “the Group”), monitored on a
consolidated basis, and Compagnie française d’assurance pour le commerce extérieur (“La Compagnie”),
an institution monitored on a solo basis.
The Coface Group’s general scope of consolidation is stated on page 11 of this document and the
reader’s attention is drawn to the following information:

The quantitative information relating to COFACE SA was prepared in accordance with IFRS or
Solvency II standards, as the case may be.


In accordance with the regulations, Compagnie française d’assurance pour le commerce
extérieur has no obligation to prepare consolidated financial statements and, as a result, the
quantitative information in this document is provided on a statutory basis under French
accounting standards, in respect of the business and under Solvency II standards for the
prudential items.



The quantitative information for Compagnie française d’assurance pour le commerce extérieur
primarily comprises information relating to the ultimate holding company and to the 30 fullfunction branches listed in appendix F.1



The factoring business and credit insurance or services subsidiaries are not consolidated by
Compagnie française d’assurance pour le commerce extérieur but at COFACE SA level: this, for
the most part, explains the discrepancies in business revenue and results.



External reinsurance activities are covered by Coface Re, an entity consolidated at COFACE SA
level.



In the absence of a specific paragraph or note, the qualitative or quantitative information in this
document is valid for both establishments.



This report has not been reviewed by the Statutory Auditors of COFACE SA or Compagnie
française d’assurance pour le commerce extérieur, although it has been approved by the
respective Boards of Directors of COFACE SA and Compagnie française d’assurance pour le
commerce extérieur.
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Summary
Business and performance
Coface delivered a strong performance in 2018, thereby demonstrating the relevance of its strategic
plan, Fit to Win. Consolidated revenue, which amounted to €1,384.7 million, grew 4.6% compared to
2017 at constant scope and exchange rates. The loss ratio improved 6.2 points to 45.1% and the net cost
ratio declined by -0.7 points to 34.5%. The Group ended the year with net income (Group share) up to
47% : €122.3 million (compared to €83.2 million in 2017).
“La Compagnie” saw a 4.5% increase in revenue at constant scope and exchange rates, totalling €1,078.3
million. “La Compagnie”’s loss ratio improved by 4.5 points (47.5%), and the net cost ratio fell by -1.4
points to 46.9%. “La Compagnie”’s net income rose by 37.7%, from €45.6 million in 2017 to €62.8 million.

System of governance
The Coface Group has put a clear governance system in place based on the Board of Directors, the Audit
Committee and specialised committees. The risk
management and control system is structured around the
Coface Group Risk Committee, its specialised subcommittees and key functions.
The Group set up a risk management system comprising
three lines of defence:
 Level 1 operational controls assigned to the
businesses


Level 2 continuous controls assigned to the
Group Risk Department and the Group
Compliance Department



Level 3 periodic controls assigned to the Group
Audit Department

Risk Profile
As a credit insurer, commercial underwriting risk is the Coface Group’s main risk, accounting for a
significant proportion of the capital requirements under the standard formula. All the same, it is still
impacted by market, credit, liquidity and operational risks. Regarding more efficient management, the
Group maintains a sufficiently diversified risk portfolio, both in terms of commercial underwriting risk
with geographic or sectoral diversification as well as diverse investments. The Group also uses
reinsurance to improve its solvency when facing an increase in the loss ratio.
In addition, the Group uses the ORSA to measure changes in the Group’s solvency when facing
unfavourable events.

Valuation for solvency purposes
The Coface Group’s Solvency balance sheet was closed as at and for the year ended December 31, 2018
in line with Solvency II regulations. The Coface Group values its assets and liabilities based on a going
concern assumption. The methods used to value the prudential balance sheet are the same as those
used in 2017, allowing comparisons between changes in the major classes of assets and liabilities. This
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valuation of the Coface Group’s assets based on IFRS to Solvency II standards is €4,355 million. “La
Compagnie” has total assets of €3,538 million.
As far as liabilities are concerned, the Group’s liabilities amounts to €1,859 million and “La Compagnie”’s
liabilities level is €1,719 million.

Capital management
The Coface Group and “La Compagnie” use the standard formula for calculating their Solvency Capital
Requirements (SCR) and their Minimum Capital Requirements (MCR). In order to optimising capital, the
Group has put a capital management policy in place, which is reviewed at least once a year. The
Solvency ratios for the Coface Group and Compagnie française d'assurance pour le commerce extérieur
are 172% and 278%, respectively, as at December 31, 2018.
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A Business and performance
A.1 Business
A.1.1 General Introduction


Name and legal form of the companies

COFACE SA is a public limited company (société anonyme) with share capital of €314,496,464 whose
head office is located at 1 Place Costes et Bellonte, 92270 Bois-Colombes, France. It is registered on the
Nanterre Trade and Companies Register under number 432 413 599.
Compagnie française d'assurance pour le commerce extérieur is a public limited company (société
anonyme) with share capital of €137,052,417 whose head office is located at 1 Place Costes et Bellonte,
92270 Bois-Colombes, France. It is registered on the Nanterre Trade and Companies Register under
number 552 069 791.



Name and contact details of the supervisory authority responsible for
financial control

COFACE SA and Compagnie française d'assurance pour le commerce extérieur are both governed by the
French Insurance Code (Code des Assurances) and are subject to prudential supervision by the ACPR
(French Prudential Supervision and Resolution Authority) located at 61 rue Taitbout in Paris (75009).



Name and contact details of the external auditors

Statutory auditors – COFACE SA

Principal statutory
auditors

Alternate statutory
auditors

Deloitte & Associés

KPMG SA

6, place de la Pyramide

EQHO- 2 Avenue Gambetta

92908 Paris-La Défense cedex

CS 60055 92066 Paris La Défense

Represented by Jérôme LEMIERRE

Represented by Régis TRIBOUT

BEAS

KPMG AUDIT FS I

6, place de la Pyramide

Tour EQHO 2 avenue Gambetta

92908 Paris-La Défense cedex

CS 60055 92066 Paris la Défense

Represented by Mireille BERTHELOT

Represented by Isabelle GOALEC

Statutory auditors – Compagnie française d'assurance pour le commerce extérieur
Deloitte & Associés
KPMG SA
Principal statutory
auditors

Alternate statutory
auditors

6, place de la Pyramide

EQHO- 2 Avenue Gambetta

92908 Paris-La Défense cedex

CS 60055 92066 Paris La Défense

Represented by Jérôme LEMIERRE

Represented by Régis TRIBOUT

BEAS

KPMG AUDIT FS I

6, place de la Pyramide

Tour EQHO 2 avenue Gambetta

92908 Paris-La Défense cedex

CS 60055 92066 Paris la Défense

Represented by Mireille BERTHELOT

Represented by Isabelle GOALEC
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A.1.2 Holders of qualifying stakes in the company


COFACE SA

The following table details changes in the Group’s capital and voting rights over the past two years:
At Dec. 31, 2018
Shares
Natixis
Employees
Public
Independent holding
(liquidity agreement and
treasury share transactions)

At Dec. 31, 2017

%

Voting rights

%

Shares

Voting rights

Shares

Voting rights

64 853 881 42,14%

64 853 881

42,86%

64 853 881

64 853 881

64 853 881

64 853 881

0,25%

382 256

0,25%

376 537

376 537

383 618

383 618

86 062 884 55,92%

86 062 884

56,88%

91 494 985

91 494 985

91 666 723

91 666 723

0

344 010

0

382 256

2 600 240

1,69%

0

0,00%

522 829
0

0

0

0

153 899 261

100%

151 299 021

100%

157 248 232

156 725 403

157 248 232

156 904 222

Other
Total



At Dec. 31, 2016

Compagnie française d'assurance pour le commerce extérieur

“La Compagnie”is fully owned by COFACE SA.

A.1.3 Information on the position occupied by the company in the
Group structure
The following diagram represents COFACE SA's legal structure and shows its material subsidiaries and
branches.
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1

Natixis head office: 30 avenue Pierre Mendès France - Immeuble Arcade de Seine - 75013 Paris - France
Details of parent-subsidiary relationships are presented in appendix F1 Including the name of the entities, their addresses, the
consolidation method, the control and interest percentage, by region and by country, as at December 31, 2018 and December 31,
2017.
3
Compagnie française d'assurance pour le commerce extérieur is thus the Group’s main operating company and main insurance
company. It also owns the two Group companies authorised to engage in the factoring business: Coface Finanz in Germany and
Coface Factoring Poland in Poland.
2

A.1.4 Significant business lines and geographical areas where the
establishments carry out their activities
The establishments' business is mainly focused on credit insurance which represented 88.9% of COFACE
SA’s revenues in 2018. It consists in offering solutions to companies in order to protect them against the
risk of financial default by their debtor clients, on both domestic and export markets.
In some countries, primarily in Central Europe, the Group markets information and recovery products
without insurance or surety bond cover.
As a general rule, COFACE SA carries out its activities through fully-owned subsidiaries, while “La
Compagnie” carries out its business through 30 branches, credit insurance subsidiaries and two factoring
companies.
Both establishments (COFACE SA and “La Compagnie”) operate in seven operational regions:

Northern Europe


Western Europe



Central Europe



Mediterranean & Africa



North America



Latin America



Asia-Pacific

The Group operates in the factoring market in Germany and in Poland, as well as in the surety bond
market.

A.1.5 Substantial transactions and significant events in 2018


Introduction of a new tag line - COFACE FOR TRADE

During its Country Risk Symposium on January 23, 2018, Coface introduced its new tag line: Coface For
Trade. This new wording is intended to be more clear and engaging. It underscores the Group’s
commitment to trade and commerce, key drivers in creating wealth and stability, and expresses the
Group’s purpose – to work hard to help companies grow.


Initiation of two share buyback programmes

In accordance with pillar two of Fit to Win, which aims to improve the capital efficiency of its business
model, in 2018, Coface initiated two share buyback programmes totalling €45 million. A description of
these programmes is as follows:
-A first programme for €30 million, carried out from February 15 through October 15, resulted in
the buyback of 3,348,971 shares. During its meeting on October 24, 2018, the Board of Directors
voted to cancel these shares and reduce the Company’s share capital accordingly;
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-A second programme for €15 million was initiated on October 25 and ended on January 8,
2019 resulting in the buyback of 1,867,312 additional shares. As at December 31, 2018, Coface
had repurchased 1,708,735 shares for a value of €13,736,491.


Arrangement of a €300 million syndicated credit facility signed by Coface Poland
Factoring

On June 8, 2018, Coface Poland Factoring signed an agreement for a €300 million multi-currency (EUR
1
and PLN) syndicated loan with a group of partner banks to refinance its factoring business . This loan
partially replaces the existing bilateral credit lines. The loan was arranged for a two-year period with a
one-year extension option, by the lenders. This transaction enables the Group to improve its financial
flexibility and extend the maturity of its refinancing, while taking advantage of favourable market
conditions and strengthening relations with its leading banks, thereby confirming their medium-term
commitment to Coface.


Disposal of COFACREDIT

On June 27, 2018, Coface announced that it had sold to Factofrance (Groupe Crédit Mutuel – CM11) its
36% interest in the capital of Cofacrédit (a factoring company jointly owned by the two groups until that
time), as this non-controlling interest did not align with the factoring business’s development strategy.
Furthermore, this disposal is consistent with the second pillar of the Fit to Win plan which is designed to
improve capital management. The transaction had a negative -€2.2 million impact on net income for the
2
second quarter of 2018 and around a 3-point positive impact on the solvency ratio.


Signed purchase agreement for PKZ (Slovenia)

On September 6, 2018, Coface announced that it signed a purchase agreement with SID Bank (Slovenian
public bank) for 100% of the share capital of PKZ, SID Bank’s credit insurance subsidiary. Founded by SID
Bank in 2005, PKZ is Slovenia’s credit insurance market leader, with a substantial market share. In 2017,
the company recorded €15.1 million in gross written premiums for what is mainly an export portfolio.
After obtaining authorisation from the Slovenian Competition Authority on October 19, 2018,
finalisation of the acquisition remains subject to obtaining authorisation from the Slovenian insurance
supervision agency.

1

Seven relationship banks: Crédit Agricole CIB, HSBC, ING Bank Ślaski and Natixis operate as mandated arrangers and book
runners, Banco Santander, Commerzbank and Société Générale CIB operate as mandated arrangers. Natixis acts as documentation
agent and Crédit Agricole CIB as a facility agent
2
Information not audited.
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Announcement of a strategic partnership with TRADESHIFT

On October 10, 2018, Coface announced a strategic partnership with Tradeshift, a leader in payments
and supply chain marketplaces, to help companies from its network make decisions confidently and with
more financial transparency between buyers and suppliers. As a result, Coface makes risk indicators
available to a network of 1.5 million companies in 190 countries. By combining their business
ecosystems and know-how, Coface and Tradeshift are working together to develop innovative solutions
to guide companies through the complex world of global trade and protect them against risk of nonpayment.


Impact of Brexit on Coface’s business in the United Kingdom

In 2018, negative effects related to Brexit highlighted broader economic trends in Britain: decreased
business and consumer confidence, pressure on changing business models (non-food distribution). In
light of these circumstances, Coface has maintained its strict commercial underwriting policy. As a result,
our overall exposure in the United Kingdom dropped 12%, primarily in the agri-food, distribution and
construction sectors. Uncertainty in how the UK plans to withdraw from the EU remains high (no deal,
second referendum) and additional actions may be taken in 2019. A Steering Committee chaired by the
Group’s General Secretary was formed to follow up on these actions. It meets regularly to determine and
prioritise actions to take: making required changes to the branch’s status, amending the commercial
underwriting policy, communicating with our clients and brokers, etc.


Opening the capital of COFACE SOUTH AFRICA

On November 16, Coface South Africa, a South African subsidiary of Compagnie française d’assurance
pour le commerce extérieur, signed a strategic partnership that should result in opening the capital to a
leading South African investment fund (B-BBEE Investment Holding Company, Identity Capital Partners
(Pty) Ltd). This transaction will make it possible for Coface South Africa to expand its local footprint and
brand as well as show its drive to give more consideration to B-BBEE (broad-based Black Economic
Empowerment). This transaction remains subject to approval by South African regulatory authorities (not
yet obtained as at the period-end). It will result in the privatisation of up to 25% of Coface South Africa
over the span of 10 years.
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A.2 Underwriting performance
A.2.1 COFACE SA
COFACE SA’s consolidated revenue rose by 4.6% at constant scope and exchange rates to €1,384.7
million in 2018 (+2.2% at current scope and exchange rates). A more detailed description is available in
Chapters 1.3 – Description of principal activities and 3.3 – Comments on income as of December 31,
2018.

A.2.2 “La Compagnie“


Revenue

Revenue for “La Compagnie” amounted to €1,078.3 million, up 4.5% compared to December 2017 at
constant scope and exchange rates (+2.8% at current scope and exchange rates)
The following table illustrates the changes in revenue, for each business line, as at December 31, 2017
and 2018:
As of Dec. 31

Revenue composition
"La Compagnie"
(in millions of euros)
Premiums - direct business
Premiums - inward reinsurance
Gross written premiums
Fees and Commission Income
Public procedures managements services
Other insurance-related services
Income from other activities
Total Revenue

Change

2018

2017

as a %

898
169
1 067
10
0
2
2
1 078

874
153
1 027
20
1
1
2
1 049

2,7%
10,6%
3,9%
-51,4%
-100,0%
27,2%
-10,8%
2,8%

as a %: at
constant
exchange
3,7%
8,9%
4,4%
-46,3%
-100,0%
31,5%
-7,8%
3,3%

as a %: at
constant scope
and exchange
rate
3,7%
8,9%
4,4%
5,1%
31,5%
8,4%
4,5%

Earned premiums were €1,066.7 million, an increase compared with 2017. Fees and commission income
increased by 5.1% (at constant scope and exchange rates) to reach €9.8 million as at December 31, 2018.
Lastly, other income totalled €1.7 million, down 8.4% compared to December 2017.
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Change in revenues by region

The following table shows the changes in the revenue of “La Compagnie” for its seven geographical
regions for the financial years ended December 31, 2017 and 2018:
As of Dec. 31
Revenue composition
"La Compagnie"
(in millions of euros)

Change

2018

2017

(in €m)

as a %

as a %: at
constant
exchange rate

as a %: at
constant
scope and
exchange rate

Western Europe

248

240

7

3,1%

2,4%

2,7%

Northern Europe

216

210

6

2,8%

2,8%

2,8%

Central Europe

100

95

4

4,7%

6,3%

6,3%

Mediterranean & Africa

297

291

6

2,2%

2,4%

6,4%

Latin America

44

47

-4

-7,7%

5,7%

5,7%

North America

77

73

4

6,0%

9,2%

9,2%

Asia-Pacific

98

93

5

5,0%

1,2%

1,2%

1 078

1 049

29

2,8%

3,3%

4,5%

Total Revenue

All regions delivered an increase in revenue at constant scope and exchange rates.
In Western Europe, revenue rose by 2.7% (3.1% at current scope and exchange rates). New production is
up in France and policyholder revenue is continuing to grow. Single Risk policy production was down in
the United Kingdom, due to overhauling underwriting rules in anticipation of Brexit and the UK's
unresolved terms of withdrawal from the EU.
In Northern Europe, revenue grew by 2.8% this year. The credit insurance business levelled off in
Germany. Pricing pressure remained significant, but was offset by a decline in terminations and an
increase in policyholder activity. Revenue grew in other countries in the region (the Netherlands, Sweden
and Denmark).
Revenue for the Mediterranean & Africa region was up by 6.4%, restated for the transfer of the branch’s
fee and commission income business to the Italian subsidiary (2.2% at current scope and exchange
rates). The entire region delivered a robust commercial performance, due particularly to a better
retention rate.
In Latin America, we saw a 5.7% increase in revenue at constant scope and exchange rates (-7.7% at
current scope and exchange rates). The highly unfavourable impact of the foreign exchange was due to
the sharp depreciation of the Argentine peso, and the Brazilian real to a lesser extent. The retention rate
also improved substantially in almost all countries in the region.
In North America, revenue rose by 9.2% (6% at current scope and exchange rates). The strongly negative
foreign exchange impact was due to the euro strengthening against the US dollar. In credit insurance,
better policyholder activity and a slight increase in new contract production stabilised the portfolio.
Central Europe reported a 6.3% increase in revenue (4.7% at current scope and exchange rates). High
retention and client business that continues to flourish have supported premium volumes in the credit
insurance business, while the underwriting of new policies has floundered.

16 / 114
Single Solvency and Financial Conditions Report

In the Asia-Pacific region, revenue rose by 1.2% (5% at current scope and exchange rates). The negative
foreign exchange impact is due to currencies whose value is pegged to the US dollar. New production is
up and terminations are down. However, premium refunds have been granted given the low level of
loss. Single Risk policy production is down.


Loss ratio

Claims expenses for “La Compagnie” amounted to €466.8 million, down by 11.7% compared to 2017:
"La Compagnie"
(in millions of euros)

As of Dec. 31

Claims expenses
Earned premiums
Loss ratio before reinsurance

2018

2017

-467
1 067
43,8%

-529
1 027
51,5%

Change (as a %)
-11,7%
3,9%
-7,7 pts

The loss ratio before reinsurance and including expenses improved by 8 points, down from 51.5% in
2017 to 43.8% in 2018. This improvement can be explained by a decrease in the loss ratio in the AsiaPacific region, thanks to targeted and reviewed portfolio actions in order to gain control over loss levels
in emerging markets, in a favourable economic environment.


Overheads

Total overheads, which include claims handling expenses and expenses for internal
management, grew by 7.3% at constant scope and exchange rates, from €456.9 million
€490.2 million in 2018.
Internal overheads, including claims handling expenses and expenses for internal
management, grew by 9.2% at constant scope and exchange rates (+6.8% at current
exchange rates), from €281.7 million in 2017 to €301 million in 2018.
As of Dec. 31
Overhead
"La Compagnie"
(in millions of euros)
Internal overhead costs
of which claims handling expenses
of which internal investment management costs
Fees and commissions
Total overhead costs

investment
in 2017 to
investment
scope and

Change

2018

2017

as a %

-301
-23
-3
-189
-490

-282
-23
-2
-175
-457

6,8%
2,6%
72,6%
8,0%
7,3%
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as a %: at
constant scope
and exchange
rate
9,2%
3,3%
72,7%
4,2%
7,3%



Underwriting income

Gross reinsurance underwriting income rose by €8.5 million (+5.26% compared to 2017), from €161.3
million in 2017 to €169.8 million in 2018. This increase is due to a decline in loss ratio.
The cost of reinsurance rose by 37.8% in 2018, from €88.3 million in 2017 to €121.7 million in 2018.
"La Compagnie"
(in millions of euros)

As of Dec. 31
Ceded premium
Claims ceded
Commissions paid by reinsurers
Reinsurance Income

2018
-532
213
197
-122

2017
-540
276
176
-88

Change (as a %)
-1,6%
-23,0%
12,2%
37,8%

Reinsurance costs were up due to an improvement in loss (fewer claims ceded to reinsurers) and growth
in earned premiums (more premiums ceded to reinsurers).
“La Compagnie”’s net underwriting income declines by 34.2% from €73 million in 2017 to €48 million in
2018.
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A.3 Investment performance
A.3.1 Detailed results over the period


Changes in financial markets

In 2018, economic growth remained largely positive in the major regions in the world, but it was not
able to prevent some significant fluctuations. The US economy performed very well, backed by the
Trump Administration’s budgetary measures. The same cannot be said for the Eurozone, however, where
growth was very disappointing due to both internal and external factors.
In the United States, 2018 was a year of robust economic performance – after a low start to the year,
growth sharply accelerated in Q2 and Q3 as a result of the tax reform budget stimulus. Confidence
remained particularly high in all sectors of the US economy. The Federal Reserve continued to harden its
monetary policy by raising interest rates four times throughout the year, given the robust growth and
stable inflation. The Trump Administration applying customs duties on a wide range of Chinese imports
and other key trade partners has coloured the United States’ trade policy with conflict, raising fears of a
trade war between the US and China with negative consequences that will hinder trade growth and
confidence. Interest rate markets were marked by a decline in long-term interest rates of sovereign
bonds. In the US, 10-year interest rates ended the year at 2.6% after having reached a peak of 3.26% in
early November.
In the Eurozone, economic figures were a major disappointment in 2018. In fact, GDP growth was only
1% during the first three quarters of the year, versus 2% during the last three quarters of 2017. Several
negative factors played into this. Industrial activity and exports were penalised by the strong euro at the
beginning of the year and by the tense international trade environment. Political uncertainty has
remained a major theme to varying degrees in the major countries - difficulty building a government
majority in Germany at the beginning of the year, a budget power struggle between Italy and the
European Commission that began in the summer, and major social tensions in France starting in Q4. Not
to mention that at the end of the year, visibility on how Britain planned to leave the European Union
remained practically non-existent. In December, the European Central Bank ended its asset purchase
programme knowing that it may or may not be able to raise its key interest rates in 2019. At the end of
December, the 10-year German interest rate fell below 0.2% – lower than what was seen in early 2018.
Moreover, the market revised the Fed’s and ECB’s interest rate hike forecasts downward to a large
extent.
With regard to emerging economies, despite substantial differences between countries, growth was
robust during the first quarter of 2018 in a buoyant global climate. However, this momentum eased
somewhat during the second quarter. First and foremost, the normalisation of the US monetary policy as
well as the strong appreciation of the US dollar led several emerging central banks to end their relaxed
monetary policy and even raise their interest rates. Second, emerging markets continued to struggle,
weakened by growing geopolitical/international risks and distinctive one-off risks that developed into
real crises (Turkey, Argentina, etc.). Lastly, the trade war between the United States and China put a
heavy strain on emerging economies.
On the stock markets, major uncertainties led all markets to sharply fall in local currencies at the end of
the year – the United States fell -6.3%, the Eurozone -14.7%, Europe -13.1%, emerging markets -12.3%,
and Japan 16.8% due to an increase in long-term interest rates in the United States.
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Financial income from investments – COFACE SA
 Changes in the investment portfolio

Within this economic environment and as part of the defined strategic allocation, the Group reduced its
exposure to Investment Grade and High Yield corporate debt while increasing its exposure to sovereign
debt.
All these investments were made within a strictly defined risk framework; the quality of issuers,
sensitivity of issues, dispersal of issuer positions and geographic areas are governed by strict rules
defined in the different management mandates granted to the Group’s dedicated managers.
The market value of the portfolio decreased in 2018, due to the stock market decline and widening
credit spreads, reflecting an uncertain economic environment against a backdrop of a trade war and
geopolitical tensions. The following table shows the financial portfolio by main asset class:
Investment portfolio
COFACE SA
(in millions of euros)
Investment property
Equities
Bonds
Loans, deposits and other financial investments
Total financial assets



As of Dec. 31

2018

2017

(in €m)
227
178
1 777
511

(as a %)
8,4%
6,6%
66,0%
19,0%

2 692

100%

(in €m)
219
208
1 785
722

(as a %)
7,5%
7,1%
60,8%
24,6%

2 934

100%

Investment portfolio income

Investment income amounted to €45.4 million, €4.7 million of which is from outsourcing and
accumulated impairment (i.e. 1.7% of the 2018 average annual outstanding and 1.5% excluding
outsourcing and accumulated impairment), compared to €49.8 million, €12.3 million of which is from
outsourcing and accumulated impairment/reversal in 2017 (i.e. 1.7% of the 2017 average annual
outstanding and 1.4% excluding outsourcing and accumulated impairment). Despite difficult market
conditions throughout the year characterised by widening credit spreads and plummeting stock
markets, we have succeeded in keeping our rate of return relatively similar to what it was in 2017.
Investment portfolio income
COFACE SA
(in millions of euros)
Equities
Fixed-income products
Investment property
Total Investment portfolio
o/w outsourcing
Associated and non-consolidated companies
Net foreign exhange gains and derivatives
Financial and investment charges
Total

As of Dec. 31
2018

2017

Change

5,5
30,9
9,0
45,4

6,7
36,8
6,3
49,8

-17,9%
-16,0%
42,9%
-8,8%

4,7
3,1
7,8
-5,2
51,1

10,0
4,5
4,5
-3,6
55,3

-53,0%
-31,1%
73,3%
44,4%
-7,6%

After income from investments in companies, foreign exchange and derivatives income, financial and
investment charges, the Group’s financial income for 2018 is €51.1 million. Due to the decline in
revaluation reserves on the investment portfolio primarily impacted by a decrease in the credit and stock
markets, the economic rate of return of financial assets comes to -0.2% in 2018, versus 2.3% over the
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same period in 2017. The investment portfolio achieves its objective of capital preservation in an
environment where almost all asset classes performed poorly.


Financial income from investments – Compagnie française d'assurance pour le
commerce extérieur
 Changes in the investment portfolio

The portfolio of “La Compagnie” followed the same trends as that of the Group in terms of allocation.
We notice a drop in the market value of “La Compagnie’”s portfolio, due to stock market declines and
the decrease in derivatives between 2017 and 2018 (other financial investments category).
The investment portfolio of Compagnie française d'assurance pour le commerce extérieur can be broken
down as follows:
Investment portfolio
"La Compagnie"
(in millions of euros)
Investment property
Equities
Bonds
Loans, deposits and other financial investments
Total financial assets



As of Dec. 31

2017

2018
(in €m)
188
143
1 342
572

(as a %)
8,4%
6,4%
59,8%
25,5%

2 244

100%

(in €m)
185
168
1 385
771

(as a %)
7,4%
6,7%
55,2%
30,7%

2 508

100%

Investment portfolio income

“La Compagnie’”s financial income amounts to €76.2 million in 2018, versus €75.7 million in 2017. It
includes €24.6 million in revenue from holdings, compared to €21.2 million in 2017. Despite difficult
market conditions throughout the year characterised by widening credit spreads and plummeting stock
markets, the Group succeeded in keeping its rate of return relatively similar to what it was in 2017.
Investment portfolio income
"La Compagnie"
(in millions of euros)
Investment income
Gains on investment realization
Total revenue
Financial charges
Investment management
Accumulated impairment - investments
Other investment charges
Losses on investment realization
Total expenses
Financial result

As of Dec. 31
2018

2017

Change

72,2
79,9
152,1
-16,7
-3,0
-12,2
-2,5
-41,5
-76,0

74,5
92,7
167,1
-17,3
-1,7
-4,1
-2,6
-64,9
-91,5

-2,3
-12,8
-15,0
0,6
-1,3
-8,1
0,2
23,4
15,5

76,1

75,7

0,5

This income is not in line with Group income, due mainly to the differences in scope of consolidation
and standards.
In the statutory accounts of “La Compagnie”, due to the German cash-pooling agreement, the income of
the German subsidiaries are recorded in financial income, while in the Group’s IFRS accounts these
entities are consolidated and contributes to comprehensive income.
Furthermore, French accounting standards do not allow a detailed breakdown of dedicated funds, unlike
the IFRS standards for the Group.
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A.3.2 Impact on equity


COFACE SA

The two tables below show the impact on equity as at December 31, 2018 and as at December 31, 2017
for comparison purposes:
(in millions of euros)
At January 1, 2018
Fair value adjustment on available-forsale financial assets reclassified to
income
Faire value adjustment on available-forsale financial assets recognisez in
equity
Change in reserves - gains and losses
not reclassificable to income (IAS 19R)
Transactions with shareholds
At December 31, 2018

Reserves - gains Income
and losses not
tax
-32,1
-20,8

At January 1, 2018
Fair value adjustment on available-forsale financial assets reclassified to
income
Faire value adjustment on available-forsale financial assets recognisez in
equity
Change in reserves - gains and losses
not reclassificable to income (IAS 19R)
Transactions with shareholds
At December 31, 2017

Revaluation
reserves
101,0

Non-controlling
interests
-0,1

Revaluation
reserves
100,9

1,9

-1,2

0,7

0,0

0,7

-39,3

20,6

-18,7

0,0

-18,7

-0,4
0,0
-1,8

1,4
0,0
84,5

0,0
0,0
-0,1

1,4
0,0
84,3

1,8
0,0
116,6

-30,3

Reserves - gains
Investments
and losses not Income
instruments
reclassifiable to
tax
income (IAS 19R)

(in millions of euros)



Investments
instruments
154,0

Revaluation
reserves
attributable to
owners of the
parent

Non-controlling
interests

Revaluation
reserves

140

-33

-14

93

2

95

-11

-

3

-9

0

-9

23

-

-8

15

0

15

2

1

-2

-1

-

-1

-32

0
-21

2
101

-2
0

101

0
154

“La Compagnie”

“La Compagnie”prepares its financial statements in accordance to French GAAP. Profit and loss are not
therefore directly recognised as equity.

A.3.3 Securitisation
Not applicable for COFACE SA and “La Compagnie”.
Indeed, as at December 31, 2018, no institution has investments in securities issued as part of a
securitisation in its financial portfolio.
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A.4 Income from other activities
A.4.1 Other income and expenses


COFACE SA

Other operating income and expenses total -€5.0 million and mainly break down as follows:




for other operating income:
-

net reversals of compensation paid as part of renegotiating the lease for the head office in
Bois-Colombes totalling €5.2 million

-

reversals of provisions which became irrelevant in Brazil and in Belgium for €3.1 million

for other operating expenses:
-

restructuring expenses totalling €5.7 million

-

€5.0 million in compensation paid to sales representatives in North America for their
insourcing

-

for other operating expenses



losses on disposals of Cofacrédit securities for €2.2 million



“La Compagnie”

Non-recurring income comes to €5.8 million in 2018, versus -€4.2 million in 2017. This increase is due to
large reversals of provisions for Germany and Italy.
Non-recurring income includes:
-

The impact from renegotiating the Bois-Colombes lease for €5.2 million. This amount primarily
takes into account a reversal of provisions for vacant premises and a reversal of remaining
deductible, offset by paid compensation.

-

Reversals of provisions which are no longer required in Belgium for €0.8 million

-

A reversal of accumulated amortisation for €3.9 million.

Other non-recurring expenses mainly comprised expenses related to the Fit to Win strategic plan for
€4.8 million:
-

€0.5 million in additional expenses in the Mediterranean & Africa region

-

€3.8 million in additional expenses in France (€0.6 million of which was in the form of provisions
for liabilities and charges).
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A.4.2 Rental agreements


Operating leases

Rental agreements mainly concern office rentals and computer equipment rental and maintenance
contracts.
Expenditure relating to rental agreements are as follows:
The main office rental agreements are in respect of the head offices of COFACE SA and of German
branch of “La Compagnie”.


COFACE SA

The Group’s head office is located at 1, Place Costes et Bellonte, 92270, Bois-Colombes, France. Financial
terms and conditions of the long-term commercial lease as well as the development of occupied surface
area have been renegotiated in 2018. The new 12-year lease granted began on September 1, 2018 and
should end on August 31, 2030.
Charges due to leasing agreements
Coface SA
(in millions of euros)

2018

2017

Change

Charges due to leasing of offices

29,8

31,6

-1,8

Charges due to IT costs

13,9

14,2

-0,3

Total

43,6

45,8

-2,2

As of Dec. 31

This long-term lease was renegotiated, due to transferring State export guarantees to BPI France and
redeveloping the Bois-Colombes site as part of the restructuring plan. As a result, the provision for
vacant premises and refurbishment of premises made in 2016 has been totally reversed in 2018, which
had a partially favourable impact on rental expenses.
The decrease in office rental costs is also due to efforts to streamline and renegotiate leases undertaken
as part of the Fit to Win strategic plan.
In 2019, IFRS 16 replaces IAS 17. Assets financed through leasing or finance leases and now through
operating leases must be presented in the consolidated financial statements as if they had been
acquired directly through financial debt. As a result, the standard requires all leases in the form of a right
of use on the leased asset to be recorded in fixed assets on the balance sheet and financial debts for
rents and other payments to be made throughout the duration of the lease to be recorded in liabilities
on the balance sheet. COFACE SA has planned to use the exception provided by the standard by not
modifying the accounting treatment of short-term leases (less than 12 months) or relating to low-value
underlying assets (less than USD 5,000).
The most material impact expected pertains to recognising the lease of the Group’s head office, which is
under an operating lease.
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« La Compagnie »

The table below sets out “La Compagnie’”s rental expenses:
Au 31 décembre

Charges due to leasing agreements
"La Compagnie"
(in millions of euros)

2018

2017

Change

Charges due to leasing of offices

23,3

24,8

-1,5

Charges due to IT costs

13,4

12,6

0,8

Total

36,7

37,3

-0,7

The efforts made to rationalise and renegotiate leases under the Fit to Win plan, undertaken for the
Group, also had a favourable impact on Compagnie française d'assurance pour le commerce extérieur's
rental expenses.


Financial leases

Not applicable to COFACE SA and “La Compagnie”.

A.5 Other information
No other material information is to be made publicly available.
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B System of governance
B.1 General information
governance

on

the

system

of

B.1.1 Governance structure
COFACE SA’s governance structure



The Company has a Board of Directors and a Chief Executive Officer.


The Board of Directors

Until its meeting on February 11, 2019, the Board of Directors was made up of eleven members, of
3
whom 45.5% were women and 45.5% were independent :

Mr François RIAHI, Chairman, co-opted to replace Mr Laurent MIGNON, who resigned


Mr Jean ARONDEL



Mr Jean-Paul DUMORTIER



Mr Éric HEMAR



Mr Daniel KARYOTIS



Ms Isabelle LAFORGUE



Ms Nathalie LOMON



Ms Sharon MACBEATH



Ms Isabelle RODNEY



Ms Anne SALLE-MONGAUZE



Mr Olivier ZARROUATI

Detailed information on the operation and governance of the Board of Directors is provided in
paragraph 2.1 - Structure and operation of the Board of Directors and its specialised Committees of the
2018 registration document.


Financial Statements and Audit Committee

On the date of this report, the Financial Statements and Audit Committee was composed of Mr Éric
Hémar (Chairman), Ms Isabelle Laforgue and Mr Jean-Paul Dumortier since April 24, 2018.
Two-thirds of the members of the Financial Statements and Audit Committee are independent members
of the Board of Directors. The recommendation of the AFEP-MEDEF Code, according to which this
committee must have a majority of independent members, has thus been complied with.
Duties (article 3 of the Financial Statements and Audit Committee's internal regulations)
The role of the Financial Statements and Audit Committee is to ensure the follow-up of matters
concerning the preparation and verification of accounting and financial information, in order to facilitate
the Board of Directors’ duties of control and verification. In this regard, the Committee issues opinions
and/or recommendations to the Board of Directors.

3

Since the Company is controlled by Natixis as defined in article L.233-3 of the French Commercial Code, the recommendation of
article 8.3 of the AFEP-MEDEF Code, under which at least one third of this committee must be independent members, was met.
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Accordingly, the Financial Statements and Audit Committee will, in particular, exercise the following
principal functions:
a) Follow-up on the process of preparing the financial information;
b) Follow-up on the control of the external audit of financial statements;
c)

Selection and renewal of the Statutory Auditors;

d) Approval of the provision by the Statutory Auditors of services other than account certification;
e) Internal control duties
f)

Annual budget

The opinions and recommendations of the Financial Statements and Audit Committee will be written in
a report, one copy of which will be addressed to all members of the Financial Statements and Audit
Committee and another, if required, by the Chairman to the directors of the Company.
More details are available in the 2018 registration document in the paragraph on the Financial
Statements and Audit Committee in Section 2.1.8 – Specialised committees, offshoots of the Board of
Directors.


Risk Committee

The principle of a Risk Committee was decided on by the Board of Directors during its meeting on
April 24, 2018.
At the date of this report, the Risk Committee consists of Ms Nathalie Lomon (Chairman), Ms Isabelle
Rodney and Ms Anne Sallé-Mongauze.
The duty of the Risk Committee is to ensure the effectiveness of the risk management and monitoring
systems, ensure the existence and effectiveness of operational internal control, review the compliance of
reports sent to the regulator, monitor the Group’s capital requirements management, and monitor the
implementation of recommendations from internal audits of areas under its responsibility. The Risk
Committee carries out all of these duties in order to facilitate the Board of Directors’ duties of control
and verification. In this regard, the Committee issues opinions and/or recommendations to the Board of
Directors.
Accordingly, the Risk Committee, in particular, exercises the following principal functions:
a)

Ensures risk management systems are running effectively;

b) Reviews all regulatory reports relating to the Company;
c)

Monitors changes in prudential regulations;

d) Follows up on the Group’s capital requirements;
e)

Sets up all the Level 1 and Level 2 operational controls.

More details are available in the 2018 registration document in the paragraph on the Risk Committee in
Section 2.1.8 – Specialised committees, offshoots of the Board of Directors.
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Nominations and Compensation Committee

The principle of a Nominations and Compensation Committee was decided by the Board of Directors
during its meeting of July 15, 2014. As at the date of this report, the Nominations and Compensation
Committee comprised Mr. Olivier Zarrouati (Chairman), Ms. Sharon MacBeath since July 15, 2014 and
Mr. François Riahi since June 15, 2018. As required by the AFEP-MEDEF Code, it is mainly composed of
independent members.
Detailed information on its composition, powers, operations and activity is set out in the paragraph on
the Nominations and Compensation Committee in Section 2.1.8 – Specialised committees, offshoots of
the Board of Directors in the 2018 registration document.



Chief Executive Officer and Group General Executive Committee

In addition to Mr Xavier Durand, the Chief Executive Officer, the Group General Executive Committee
comprises the following people:

Pierre BEVIERRE, Human Resources Director


Nicolas de BUTTET, Transformation Office Director



Cyrille CHARBONNEL, Underwriting and Claims Director



Nicolas GARCIA, Commercial Director



Carole LYTTON, General Secretary



Carine PICHON, Chief Financial and Risk Officer



Keyvan SHAMSA, Business Technology Director



Thibault SURER, Strategy and Business Development Director

Governance structure of « La Compagnie »



Compagnie française d'assurance pour le commerce extérieur is governed by a Board of Directors. As at
December 31, 2018, the Board of Directors comprised eight Board members appointed by the Ordinary
Shareholders' Meeting and four Board members representing employees. They are as follows:

Mr Xavier DURAND, Chairman


NATIXIS, represented by Mr Nicolas NAMIAS until October 5, 2018, then by Ms Nathalie Bricker



Mr Cyrille CHARBONNEL



Mr Peter ESMANN, employee Board member



Ms Marguerite FOUGEREUX, employee Board member



Ms Doris KUKLA, employee Board member



Mr Daniel LOUIS



Mr Fredrik MURER



Mr André-Jean OLIVIER



Ms Cécile PAILLARD



Mr Avelino PEREIRA, employee Board member



Ms Carine PICHON

At its meeting of February 15, 2016, the Board of Directors reaffirmed a governance model in which the
functions of Chairman of the Board of Directors and Chief Executive Officer are carried out by the same
person.
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Description of the key functions



In order to manage and prevent risks, and in compliance with Solvency II regulations, the Group has set
up a complete and effective governance system, intended to guarantee sound and prudent
management for the business. This governance system is based on a clear separation of responsibilities
and must be proportionate to the nature, scale and complexity of the Group’s operations.
Heads of key functions carry out their roles for both COFACE SA and “La Compagnie”.
The Solvency II Regulation grants the Chief Executive Officer and, if necessary, the Deputy Chief
Executive Officer, the status of effective directors of a Group. It authorises the appointment of one or
more effective directors by the Board of Directors.
It also define the following four key functions:

the risk management function


the compliance function



the internal audit function



the actuarial function

Each key function is under the authority of the Chief Executive Officer or the effective director and
operates under the ultimate responsibility of the Board of Directors. It has direct access to the Board for
reporting any major problem in the function's area of responsibility. This right is enshrined in the Board
of Directors' internal rules.
Heads of key functions have the appropriate professional qualifications, know-how and experience to
manage the business soundly and prudently; their reputation and integrity are of a high standard (see
paragraph B.2).
Key functions are free from influences that might compromise their ability to perform the tasks that are
incumbent upon them in an objective, loyal and independent manner.
Each function is the subject of further development in the following paragraphs (B.4, B.5 and B.6).
Regional audit, risk and compliance functions report to managers in charge of these functions at Group
level. Similarly, subject to compliance with local regulations, there is the same hierarchical relationship
for each function between the country and regional managers. Further details are provided on each key
function in a specific paragraph.
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B.1.2 Significant change in governance during the period
In 2018, other than the change in Board members as mentioned previously, the main changes in
governance concerns:

The creation of a Risk Committee described in paragraph B.1.1


The creation of a Business Technology and Transformation Office to bring together the IT and
Organisation Departments to improve operational efficiency and optimise the Group’s customer
service

B.1.3 Policy on remuneration and other employee benefits
The remuneration policy is a key instrument in implementing COFACE SA’s strategy. It seeks to attract,
motivate and retain the best talent. It encourages individual and collective performance and seeks to be
competitive in the market, while respecting the Group’s financial balance. It is respectful of prevailing
regulations and ensures internal fairness and professional equality, in particular between men and
women. It is defined by General Management based on proposals by the Group’s Human Resources
Department and rolled out by function in Coface regions and countries.
The regulatory framework, the general guidelines and the specific provisions applicable to the regulated
population and to the Chief Executive Officer are described in Chapter 2.3.1 – Compensation policy of
the 2018 registration document.

Compensation of members of the Board of Directors of COFACE SA



The rules on the compensation of members of the Board of Directors are set out in the policy on
allocating directors’ attendance fees. The overall budget for directors’ attendance fees allocated to
Board members for 2018 amounts to €450.000, split between the Board of Directors, the Financial
Statements and Audit Committee, the Risk Committee and the Nominations and Compensation
Committee.


The Board of Directors

For members of the Board of Directors, the policy for allocating directors’ attendance fees is determined
as follows:

Fixed component: €8.000 per year (pro rata for the term of office);


Variable component: €2.000 per meeting until the Board meeting of April 24, 2018, then €3.000
per meeting, capped at six meetings.

30 / 114
Single Solvency and Financial Conditions Report



Financial Statements and Audit Committee

For members of the Financial Statements and Audit Committee, the policy for allocating directors’
attendance fees is determined as follows:
Fixed component (pro rata to the
Variable component (per
term of office)
meeting, capped at six meetings)
Until April 23,
Since April 23,
2018
2018
Chairman
€3.000
€17.000
€2.000
Members
€2.000
€2.500
€1.000


Risk Committee

For members of the Risk Committee, the policy for allocating directors’ attendance fees is determined as
follows:
Fixed component (pro rata to the
Variable component (per
term of office)
meeting, capped at five
meetings)
Chairman
€8.500
€3.000
Members
€2.500
€2.000


The Nominations and Compensation Committee

For members of the Nominations and Compensation Committee, the policy for allocating directors’
attendance fees is determined as follows:
Fixed component (pro rata to the
Variable component (per
term of office)
meeting, capped at five
meetings)
Until February
Since February
6, 2018
6, 2018
Chairman
€3.000
€8.000
€2.000
Members
€2.000
€3.000
€1.000



Compensation of members of the Board of Directors of “La Compagnie”

The amount allocated to the Board of Directors is €50.000. The shareholding policy and Compagnie
française d'assurance pour le commerce extérieur’s policy is that directors’ attendance fees should not
be allocated to management representatives who carry out Board member functions in the Group’s
companies. Only board members who represent employees should receive these allowances. The
allocation policy is €500 per meeting, with that sum being increased to €1.000 in the event of actual
attendance.
This policy is the same as for the previous reference period.

B.1.4 Information on significant transactions
For both COFACE SA and Compagnie française d'assurance pour le commerce extérieur, no significant
transaction with shareholders, persons exercising significant influence on the company or members of
the administrative, management or supervisory body took place in 2018.
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B.2 Fit and proper requirement
The Group has put in place a policy on fitness and proper, applicable to executive officers and heads of
key functions at COFACE SA and “La Compagnie”.

B.2.1 Fit
All persons that perform the functions of director, effective executive officer, head of key functions,
general manager of a branch, or who have the authority to sign on behalf of the Group, should be fit,
under all circumstances, to implement a sound and prudent management based on their professional
qualifications, knowledge and experiences.
The assessment of fit includes an assessment of the professional diplomas and qualifications, relevant
knowledge and experience in the insurance sector, as well as in the sectors of finance, accounting,
actuarial services and management. The assessment takes into account the different entrusted tasks.
Furthermore, to evaluate the fit of members of the Board of Directors, their training and their experience
with respect to their responsibilities are taken into account, in particular the experience acquired as
Chairman of a Board or a committee. The assessment of each person also takes into account the fit,
experience and responsibilities of the other members of the Board of Directors. When terms of office
have been previously exercised, fit is presumed owing to the experience acquired. For new members, the
assessment takes into account the training that they can have throughout their term of office.
The Company ensures that directors collectively have the necessary knowledge and experience in the
insurance and financial markets, Group strategy and its business model, its governance, financial and
actuarial analysis, and the legal and regulatory requirements applicable to the Group, which are suitable
to assume the responsibilities conferred to the Board of Directors.

B.2.2 Proper
Evaluating the good character of a person includes an assessment of their honesty and financial stability,
based on tangible elements concerning his/her character, personal behaviour and professional conduct,
including any relevant information of a criminal, financial or prudential nature, for the purpose of this
assessment.
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Any person who has been subject to the following in the past ten years may not carry out the functions
of Board member, effective executive officer, head of key functions, general manager of a branch, nor
hold the power to sign on the company’s behalf:

a final and binding conviction as described in article L.322-2 of the French Insurance Code;


a final measure of personal bankruptcy or any other final prohibition measure.

Persons serving as effective executive officer, head of key functions, general manager of a branch, or
who have the authority to sign on the Company's behalf, are required to provide as proof, a
declaration of absence of bankruptcy and a police record or, failing that, an equivalent document
issued by the relevant judicial or administrative authority of the original Member State of origin of
these persons.
This fitness and probity policy is applied by all direct or indirect subsidiaries of the Company and
may be adapted in line with any stricter local regulations in this area.

The Company’s fitness and probity policy was reviewed on November 29, 2018 and approved by
COFACE SA's Board of Directors on December 18, 2018 and by the Board of Directors of “La Compagnie”
on December 20, 2018 to require independent directors to provide the company with a police record to
attest to their reputation.
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B.3 Risk management system, including own risk and
solvency assessment
B.3.1 Risk management
As part of the Group’s activity, risk taking demonstrates the search for business opportunities and the
will to develop the Company in an intrinsically hazardous environment. The essential goal of the risk
management function is to identify the risks to which the Group is exposed and to set up an efficient
internal control system to create value.
To address these risks, the Group has established a risk management structure to ensure i) the proper
functioning of all of its internal processes, ii) compliance with the laws and regulations in all of the
countries where it operates, iii) control of compliance by all operating entities with the Group rules
enacted, in order to manage the operations related risks and to optimise their efficiency.
The Group defines the internal control system as a set of mechanisms intended to ensure control of its
development, profitability, risks and business operations. These mechanisms seek to ensure that i) risks
of any kind are identified, assessed and controlled; ii) operations and behaviours are in accordance with
the decisions made by the corporate bodies, and comply with the laws, regulations, values and internal
rules of the Group; as concerns more specifically financial information and management, they aim to
ensure that they accurately reflect the Group’s position and business; and iii) these operations are
carried out with a concern for effectiveness and an efficient use of resources.
Lastly, this system provides managers with access to information and tools – required for the proper
analysis and management of these risks. It also ensures the accuracy and relevance of the Group’s
financial statements as well as the information disclosed to financial markets.
The internal control and risk management mechanism is composed of:

a governance structure designed to allow supervision and appropriate management of the
Group’s activities


management structures and control mechanisms designed to enable the Group’s directors to
gain a clear understanding of the main risks to which the Group is exposed, and to hold the
necessary tools for their analysis and prevention
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Governance structure

The Coface Group has implemented a risk management and control system that covers the activities of
COFACE SA and “La Compagnie”.
It is structured around a clear governance supported by a dedicated organisation based on key
functions. It has developed its governance with support from the Boards of Directors and, as applicable,
from their specialised committees as well as from the general management specialised committees that
determine the Group’s strategy, the limits and indicators of risk appetite and their control mechanisms;
review and approve policies; and identify, measure and manage the risks identified.
Governance is structured around level one operational committees and level two control committees.
The Coface Group Risk Committee (CGRC) is the level two lead committee which relies on specialised
sub-committees covering different risk scopes or categories as described in the diagram below: each
committee covers the activities of both COFACE SA and “La Compagnie”.
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The regional Risk Committees of the Group’s seven global regions meet every quarter. They are chaired
by the regional risk manager and perform the same tasks as the CGRC.

Management structures and control mechanisms



The management structures and control mechanisms are based on the CGRC. The committee is chaired
by the Chief Executive Officer and meets at least every quarter. Its composition and tasks are detailed in
the paragraph on the Management structure and control mechanisms in Chapter 5.1- Risk management
and internal control of the 2017 registration document.

Identification and control of risks



The Group’s risk management system is intended to ensure the proper functioning of all the company’s
activities and processes, via management and supervision of the risks identified. This system is based on
the CGRC, described in the above paragraph.


Identification of risks

The Group has identified five main types of risk: strategic risks, credit risks, financial risks, operational
and non-compliance risks and, lastly, reinsurance risks.
Credit risks
Credit risk is defined as the risk of loss, owing to non-payment by a debtor, of a receivable owed to the
Group or to a policyholder insured by the Group.
The credit risk may be aggravated due to the concentration of our exposures (countries, sectors,
debtors, etc.) and is modelled as a premium risk, reserve risk and natural disaster risk. Traditionally, there
is a distinction between frequency risk and peak risk:
 frequency risk represents the risk of a sudden and significant increase in unpaid receivables for a
multitude of debtors;


peak risk represents the risk of abnormally high losses being recorded for a single debtor or
group of debtors, or of an accumulation of losses for a given country.

The Group manages credit risk through numerous procedures described below, which cover the
validation of the terms of the policy relating to the products, pricing, follow-up of credit risk coverage
and portfolio diversification.
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Operational risks and non-compliance
Operational risk is defined as a risk of direct or indirect losses, due to an inadequacy or failure regarding
procedures and persons in all areas of activity, internal systems or external events including risks of
internal and external fraud.

Operational risk also includes the concept of legal risk, such as the risk of dependency. The Coface
Group considers that it does not depend on any trademarks, patents or licences whatsoever for its
business activity or its profitability. As a matter of fact, in the context of its activity of marketing credit
insurance solutions and additional services, the Group does not hold any patents. The corporate name
“Coface” is protected by a trademark registered in France. In the context of its activities, the Group has
registered a number of trademarks, logos and domain names worldwide.
Non-compliance risk forms part of the operational risks, in the same way as model risk and dilution risk:

non-compliance risk is defined as the risk of judicial, administrative or disciplinary sanctions,
significant financial loss or damage to reputation that results from a failure to comply with
specific legislative or regulatory provisions applicable to the insurance, sale of information, debt
collection or factoring businesses, whether they concern professional rules or mandatory
internal regulations. The main areas of non-compliance are as follows: legislation governing the
fight against financial crime (anti-money laundering legislation, anti-terrorist financing, fraud
prevention and anti-corruption), personal data protection, professional ethics rules and the
regulations applicable to the insurance, factoring and debt recovery businesses;


the model risk is defined by a risk on income resulting from inappropriate or incorrectly used
models, due to poor design, poor follow-up or incorrect use;



dilution risk is included in operational risks for the factoring business (resulting in particular
from disputes or falsified invoices). This risk consists of all of the causes that render invoices
technically valueless, regardless of the solvency of the debtor: disputes, compensation, prepaid
invoices and double issuance, for example, and even the issuing of falsified invoices in the most
serious cases.
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Financial risks
Financial risks cover all risks associated with the management of assets and liabilities. They include:
interest rate risk, currency risk, liquidity risk, real estate risk, spread risk, equity risk and counterparty risk:

interest rate risk results from the sensitivity in the value of assets, liabilities and financial
instruments to changes affecting the interest rate curve or the volatility of interest rates;


currency risk results from the sensitivity in the value of assets, liabilities and financial instruments
to changes affecting the level or volatility of foreign exchange rates;



liquidity risk results from the inability to deal with contractual or contingent payment
obligations;



equity risk results from the sensitivity in the value of assets, liabilities and financial instruments
to changes affecting the level or volatility of the market value of shares;



real estate risk results from the sensitivity in the value of assets, liabilities and financial
instruments to changes affecting the level or volatility of the market value of property assets;



spread risk results from the sensitivity in the value of assets, liabilities and financial instruments
to changes affecting the level or volatility of credit margins (“spreads”) compared with the riskfree interest rate curve;



counterparty risk results from the unexpected default, or deterioration in credit status, of the
company’s counterparties or debtors.

Strategic risks
Strategic risk arises from the Group’s businesses and activities worldwide. It may be defined as the risk
impacting our earnings and our solvency due to changes in market conditions, poor strategic decisions
or incorrect application of these decisions aimed at addressing changes in market conditions.
Changes in market conditions may, for example, be connected to economic, regulatory or prudential
changes or to the intermediation model implemented within the Group.
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Reinsurance risks
Given its risk appetite, COFACE SA and “La Compagnie” reinsure themselves against the extreme risks
they may encounter.
Reinsurance generates four types of risks:

residual insurance risk, which may originate from differences between the reinsurance
requirements and the actual coverage provided for in the agreement;


counterparty risk that results from the potential inability or refusal of the reinsurer or a party to
the agreement to meet its obligations to the ceding insurer;



liquidity risk arising from the possible delay between the payment of the benefit by the insurer
to its policyholder and the receipt of the reinsurance benefit;



operational risk relating to performance of the agreement.

B.3.2 Procedure for the own risk and solvency assessment
The ORSA (Own Risk and Solvency Assessment) policy, applicable for COFACE SA and also “La
Compagnie”, describes the process used for the internal assessment of risks and solvency and its
integration into the structures of the relevant companies.
COFACE SA’s Risk Committee is the body managing all of the ORSA process on behalf of COFACE SA’s
Board of Directors. It establishes the ORSA assumptions and approves the results, basing itself on the
guidelines issued by the CGRC, which acts on behalf of both COFACE SA and “La Compagnie”.
The ORSA is assessed and approved by the Boards of Directors of COFACE SA and “La Compagnie” on
an annual basis, but may be requested after any change in the company’s risk profile (creation of a new
product, change in the reinsurance structure, etc.).
It may also be reviewed as part of a change in the structure of equity by tier, particularly following
buybacks, refunds or expiry.
Furthermore, the ORSA is integrated into the strategic decisions made by COFACE SA and “La
Compagnie” as a risk appetite management tool. An assessment of the overall solvency requirement
carried out within the ORSA allows solvency to be analysed on a consolidated basis and on a solo basis
over the projection period following a major shock (similar to the 2008 crisis). The overall solvency
requirement allows the Solvency range communicated in the strategic plan, which expresses the Group’s
risk appetite, to be defined and monitored.
The ORSA model is identical for COFACE SA (Group) and for “La Compagnie” (Solo), with the only
difference being the scope of exposure to risks. The governance of Group and Solo ORSAs is common
to both (except for the approval by their respective Boards of Directors) and results in a single ORSA
declaration as defined in article 246 of Directive 2009/138/EC.
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B.4 Internal control system
B.4.1 Internal control
The internal control system is based on the same functions as the risk management system, and is
designed to verify the implementation of the rules and principles defined for the risk management
system. Details of the mechanism can be found in the paragraph on the Internal control system in
Chapter 5.1.2 - Organisation of the 2018 registration document.

B.4.2 Compliance function
The compliance function consists of verifying compliance of operations with the rules and of ensuring
the control of operational activities. The function is performed by the Group Compliance Department,
which reports to the General Secretariat.
The compliance function has particular responsibility for implementing the procedures ensuring that the
Company always complies with the legislation applicable to it, and for checking effective application of
this legislation. In this respect, it ensures that the Level 1 controls relating to compliance are properly
implemented by the businesses, it defines and performs Level 2 controls and issues recommendations
intended to correct any shortcomings highlighted during such controls.
It provides advice on all issues relating to compliance with legislative, regulatory and administrative
provisions associated with access to insurance activities and the practice thereof.
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B.5 Internal audit function
Organisation of the internal audit function



COFACE SA’s internal audit function is incorporated in the periodic control mechanism of Natixis, its
major shareholder, and of the BPCE Group.
The Coface Group’s Internal Audit Department is placed under the responsibility of the Group Audit
Director, who is also in charge of the key internal audit function. The Group Audit Director reports
hierarchically to the Group Chief Executive Officer and functionally to the Natixis General Inspection
Director, and attends the Group General Executive Committees, without decision-making powers.
The Group Audit Department has particular responsibility for auditing the Head Office, regional and
local entity functions. It is organised in the following manner:

A central team, based at the head office in Paris;


Regional audit officers;



Local auditors (Region or country).

The Coface Group’s audit function is integrated hierarchically (except in the event that local regulations
should require an auditor to report to the entity’s Board of Directors).
Even if local and regional auditors are more particularly in charge of their specific geographical area,
they are now likely to be involved across all of the Group’s auditable units, therefore ensuring that
resources and skills are pooled.



Independence of the internal audit function

The independence of the audit function is a fundamental part of its assignment. It must be kept free
from all interference in the definition of its scope of intervention, in the performance of its work or in the
communication of its results. It is strengthened by the new hierarchical structure in place.
The Group Audit Director has complete freedom for involving the Chairman of the Audit Committee and
has free access to the Audit Committee. If necessary, and after consulting the Chief Executive Officer
and/or the Chairman of the Audit Committee, the Group Audit Director may inform the ACPR of any
breach that he might notice.
The Group Audit Department does not perform any operational activity. It neither defines nor manages
the mechanisms that it controls. In order to avoid any conflict of interests, any new auditor must wait for
a minimum period of one year before intervening on a process or entity in which they have been
previously involved. Internal auditors are not responsible for any other function. Lastly, the Group Audit
Department has access to all information, all systems and all persons required for carrying out its audit
assignments. In this context, no professional secrecy or reserved area can be invoked against it.
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B.6 Actuarial function
The actuarial function is performed by the Director of the Actuarial Department for COFACE SA, who
reports to the Chief Financial Officer, since July 1, 2016.
The actuarial function has direct access to the Boards of Directors to carry out its assignments.
In accordance with the requirements of the Solvency II European Directive, the actuarial function is
responsible for the following activities:
 coordinating the calculation of technical reserves


guaranteeing that the appropriate methodologies, underlying models and assumptions are used
to calculate technical reserves



assessing if sufficient and high-quality data is used in calculating technical reserves



comparing the best estimates to empirical observation



informing the Board of Directors, management body or supervisory body of the reliability and
appropriateness of the calculation of technical reserves



supervising the calculation of technical reserves in the instances referred to in article 82



issuing an opinion on the global commercial underwriting policy



issuing an opinion on the appropriateness of the measures taken with regard to reinsurance



helping to set up the risk management system mentioned in article 44

COFACE SA is a Group within which the Actuarial Department is integrated into the various decisionmaking processes, ranging from commercial underwriting to reinsurance through provisioning.
In 2018, the actuarial report will therefore have been composed of three separate reports:
 An actuarial report on provisioning


An actuarial report on reinsurance



An actuarial report on commercial underwriting

43 / 114
Single Solvency and Financial Conditions Report

B.7 Outsourcing
In accordance with the regulations relating to the outsourcing of important or critical operations, in
2016, the Company enacted a Group policy in this area that was updated in 2017 and 2018, intended to
identify “important or critical” operations and to set out:
(i)
the fundamental principles on the use of outsourcing
(ii)

the standard terms of any contract providing such outsourcing and also

(iii)

the control procedures pertaining to the operations and functions outsourced in this manner

More details are available in paragraph 6.3.3 – Subcontracting and suppliers of the 2018 registration
document.

B.8 Other information
No other material information is to be made publicly available.

44 / 114
Single Solvency and Financial Conditions Report

C Risk profile
C.1 Underwriting risk
C.1.1 Exposure
The Group’s core business is credit insurance. The Group also carries out factoring activities in Germany
and Poland. Assessment of the credit risk associated with these activities forms an essential part of its
business. Credit risk is defined as the risk of loss, due to non-payment by a debtor, of a receivable due
to a policyholder of the Group.
The credit risk may be higher due to the concentration of our exposures (countries, sectors,
debtors, etc.) and is modelled as a premium risk, reserve risk and natural disaster risk. Traditionally, there
is a distinction between frequency risk and peak risk:
 frequency risk represents the risk of a sudden and significant increase in unpaid receivables for a
multitude of debtors


peak risk represents the risk of abnormally high losses being recorded for a single debtor or
group of debtors, or of an accumulation of losses for a given country.

The quality and reliability of the information on the solvency of debtors are essential for managing the
pricing policy and the risk underwriters’ decision-making process. The Group, as with other players in
the market, cannot exclude the possibility, in certain markets, that it will face difficulties in obtaining
reliable information on the solvency of debtors, or that the service providers it uses may not be able to
provide it with quality error-free information.
Any lack of information or insufficiently reliable information on a debtor or the environment in which it
operates, or even any delay in the provision of this information, is likely to distort assessments and
appraisals, and therefore the Group’s estimation of the risks of potential claim. Such risks relating to
solvency assessments could have a material adverse effect on its business, financial position, operating
results, solvency margin and prospects.
Furthermore, if the credit insurance or the factoring products, which it develops and sells, are intended
to meet the needs of policyholders (or clients in the case of factoring activities) and their evolution in
terms of coverage, the Group must also manage risks in terms of exposure and therefore profitability. A
poor assessment of debtor and client solvency at the time of underwriting, and for credit insurance
during the lifetime of the product, or even at the time of its renewal, could result in poor compatibility
between the premium, the commitments made and the Group’s management, and thus bring about a
potentially significant risk of loss.

C.1.2 Risk mitigation techniques
Since January 2015, the Group’s external reinsurance is carried out by Coface Re on behalf of the
Group’s entities.
The Coface Group’s external reinsurance is intended to cover both the frequency of claims, peak risk (on
a debtor group or on the whole portfolio) and the risk of recession.
Peak risk is addressed by means of one quota share treaty (which also covers frequency risk) and two
excess of loss treaties (by debtor and by country).
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Risk of recession is addressed by a stop-loss treaty against the disproportionate change in the frequency
of claims.
These claims may also be limited by “disbursement limits”. This means a compensation cap for each
policy expressed as a percentage of premiums (30 times the premium, for example). For 2018, excess of
loss treaties as well as the annual stop-loss treaty have not been triggered.

C.1.3 Risk concentration
COFACE SA and “La Compagnie” have put in place follow-up indicators for concentration risks (debtors
or group of debtors, sectors and geography), which are managed at least quarterly and fully integrated
into the risk appetite of the companies.
Concerning risks on major debtors, a specific body periodically monitors the cumulative risks of more
than €500 million on a debtor or a group of debtors, and these are then subject to coverage by the
4
Group’s XS reinsurance programme.
Furthermore, through the operational management of their activities, COFACE SA and “La Compagnie”
are implementing procedures that make it possible to manage debtor risks in the event of deterioration
of the claims rate together with reinsurance programmes, as described in Chapter E.

4

Excess of loss
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C.2 Market risk
C.2.1 Exposure
Since May 2013, COFACE SA centralised the management of its investments and delegates a major part
of this management to various delegated representatives under the aegis of a single investment service
provider – the Amundi management company. Coface Re, an entity created in September 2014 and the
Group’s dedicated reinsurance company, has also delegated the management of its investments to
various delegated representatives under the aegis of the Amundi management company, in a dedicated
manner and under its own governance.

This platform allows the management of the Group’s overall portfolio in line with a target allocation of
the various asset classes, determined by including (i) risk and liquidity constraints, (ii) regulatory and
insurance-related constraints, (iii) capital expenses and compatibility of investments in terms of risk and
duration with the Group’s liabilities.

This organisation allows the Group access to diversify asset classes and management techniques with
the aim of looking for a steady performance for its investment portfolio in the long term, while at the
same time maintaining a high level of quality and liquidity in underlying assets. It also ensures better
follow-up of financial risks, reduces operational risks and allows a more responsive and fine-tuned
management of the Group’s financial income in a context of general risk that is managed and in line
with current and future regulatory requirements.

In terms of governance and control of the investments policy, the organisation is as follows:

the Board of Directors ensures compliance with rules relating to insurance regulation:
representation of regulated commitments, diversification of assets, the matching principle,
solvency


twice a year, the Strategic Investment Committee reviews the Group’s strategic allocation
proposed by the manager in consultation with the Group’s investments, financing and cash
management department. The body therefore defines and reviews the general strategies that
are desirable in terms of policy on investment and exposure to various asset classes, dictated by
the market situation, changes in the Group’s funds inflow and liabilities, the optimisation of
returns and the developments in enforceable regulatory constraints.
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In addition to these three bodies which govern the general organisation of the Group’s investment
policy, other specialised committees enable a constant monitoring of the management of investments
and its results:

the monthly investment committee: deals with the evolution of financial markets and the
detailed review of the Group’s investments. Macroeconomic scenarios and underlying risk
factors are presented by the manager together with an analysis of the investment strategies and
possible tactical recommendations


the half-yearly risk committee: is dedicated to the coverage and management of risks, in relation
with the manager’s services. It therefore covers investment risks (market risk, spread risk
(including counterparties and derivatives), liquidity risk) and operational risks. These risks are
considered in particular with regard to the meaning given to them by the Solvency II Directive

The Group has introduced an investment policy taking into account the management of financial risks
by defining its strategic allocation, the regulations applicable to insurance companies and the
investment constraints resulting from managing its liabilities. The investment strategy applied must
enable the Group to honour its commitments to its policyholders while optimising the investments and
their performance within a defined risk framework.

The Group’s investment policy, reviewed twice a year, focuses in particular on strategic asset allocation,
asset classes and products eligible for investment, target portfolio maturity, the management of any
hedges and the policy on management of the Group’s income. The allocation defined each year is based
on an analysis of the liabilities, simulations and stress on the returns/risks behaviours of the various
asset classes in the portfolio and on the compliance with defined parameters associated with the
Group’s business and commitments: target sensitivity, use of shareholders’ equity, maximum loss in line
with the behaviour of financial markets, quality and liquidity of the investment portfolio.

48 / 114
Single Solvency and Financial Conditions Report

The management of financial risks is therefore based on a strict system of standards and checks that is
constantly under review.
As an insurance company, the Group retains an allocation predominantly focused on fixed-income
5
instruments offering more recurrent and stable revenues .
As of Dec. 31

Investment portfolio
COFACE SA
(in millions of euros)

2018

Investment property
Equities
Bonds
Loans, deposits and other financial investments
Total financial assets

(in €m)
227
178
1777
511

(as a %)
8,4%
6,6%
66,0%
19,0%

2692

100%

(in €m)
219
208
1785
722

(as a %)
7,5%
7,1%
60,8%
24,6%

2934

100%

As of Dec. 31

Investment portfolio
"La Compagnie"
(in millions of euros)

2018

Investment property
Equities
Bonds
Loans, deposits and other financial investments
Total financial assets

2017

2017

(in €m)
188
143
1342
572

(as a %)
8,4%
6,4%
59,8%
25,5%

2244

100%

(en M€)
185
168
1385
771

(en %)
7,4%
6,7%
55,2%
30,7%

2508

100%

As at December 31, 2018, bonds accounted for 66.0% of the Group’s total investment portfolio. The
same observation can be made at the level of “La Compagnie” where the bond portfolio represented the
largest part of the investment portfolio (59.8%), while allocations in equities and property remained
substantially similar to those of the Group.
As part of the defined strategic allocation, the Group has reduced its equity allocation and increased its
allocation to European non-listed real estate, while increasing its exposure to the sovereign debt of the
main issuers in the financial markets.
These investments were all carried out in a strictly defined risk context; the quality of issuers, the
sensitivity of issues, the dispersion of issuer statuses and geographical areas are the subject of specific
rules defined in the different management mandates granted to the Group’s dedicated managers.

5

The figures shown may differ from those in the 2018 registration document. This difference is explained by an introduction to the
Solvency II standards in this document and an introduction to the IFRS standards in the 2018 registration document.
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Specific limits applied to the whole investment portfolio are also defined in terms of the portfolio’s
rating, counterparty and country limits. A regular follow-up is carried out on the credit portfolio’s
liquidity, the evolution of spreads and the Group’s cumulative exposure to the main asset/liability
exposures. Hedging operations are finally carried out where appropriate: they are systematic on foreign
exchange risk and discretionary on interest rate and spread risks. As at December 31, 2018, part of the
sovereign bond portfolio is hedged using interest rate futures.
As at December 31, 2017 and 2018, the main features of the bond portfolio were as follows:
Distribution by geographic zone of the bond
portfolio
COFACE SA
(in millions of euros)
Asia
Emerging countries
Europe outside the eurozone
North America
Eurozone
Total

As of Dec. 31

2018

2017

(in €m)
249
165
132
397
833

(as a %)
14,0%
9,3%
7,4%
22,4%
46,9%

1777

100%

(in €m)
230
171
144
461
779

(as a %)
12,9%
9,6%
8,1%
25,8%
43,6%

1785

100%

The investment portfolio is primarily exposed to developed countries in the eurozone and in North
America. We are still not exposed to Greek sovereign debt, but we have made some investments in
Portugal during the year. In 2018, the Group continued to increase its international diversification,
particularly in Asian and eurozone countries, to take advantage of higher rates of return, track the
various increases in rates or reduce the cost of foreign exchange hedging.
The breakdown by geographical area over the scope of consolidation of “La Compagnie” remained in
line with that of the Group, with a strong leaning towards the eurozone (47.1%).
Distribution by geographic zone of the bond
portfolio
"La Compagnie"
(in millions of euros)
Asia
Emerging countries
Europe outside the eurozone
North America
Eurozone
Total

As of Dec. 31

2018

2017

(in €m)
233
122
100
254
632

(as a %)
17%
9,1%
7,5%
18,9%
47,1%

1342

100%

(in €m)
211
121
115
305
632

(as a %)
15,2%
8,7%
8,3%
22,0%
45,6%

1385

100%

The Group’s interest rate risk on its financial portfolio is limited, since the maximum authorised
6
sensitivity for the bond asset class is deliberately capped at 4 . The bond portfolio’s sensitivity stood at
3.5 as at December 31, 2018 for the Group as well as for “La Compagnie”.
6

A bond’s sensitivity measures its impairment loss in the event of an increase in interest rates. Therefore, a bond with a sensitivity of 4
will see its market value fall by 4% if interest rates increase by 1%.
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Subsidiaries or branches in which the financial statements are drawn up in euros and which underwrite
in other currencies must comply with the same principles of congruity (matching between assets and
liabilities denominated in a currency other than the one used as reference in the issuance of accounting
statements).
On an exceptional basis, open positions in other currencies may be hedged. The Group does not make
foreign currency investments for speculative purposes.
The vast majority of the Group’s investment instruments are denominated in euros. Exposure of the
investment portfolios to exchange rate risk is limited: as at December 31, 2018, more than 70% of
investments were denominated in euros.
Breakdown by currency in the investment
portfolio
COFACE SA
(in millions of euros)
EUR
USD
Other (<3%)
Total

As of Dec. 31

2018

2017

(in €m)
1980
322
390

(as a %)
73,6%
12,0%
14,5%

2692

100%

(in €m)
2065
449
420

(as a %)
70,4%
15,3%
14,3%

2934

100%

For “La Compagnie”, we find the same high exposures to the EUR (68.4%) and the USD (14.3%).

Breakdown by currency in the investment
portfolio
"La Compagnie"
(in millions of euros)
EUR
USD
Other (<3%)
Total

As of Dec. 31

2018

2017

(in €m)
1535
322
388

(as a %)
68,4%
14,3%
17,3%

2244

100%
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(in €m)
1815
337
357

(as a %)
72,4%
13,4%
14,2%

2508

100%

C.2.2 Risk mitigation techniques
The Group’s investment department, responsible for directing its investments and managing its
investment portfolio, may authorise the use of hedges against the risk of interest rate hikes, through
forward financial instruments (swaps, futures, options) on regulated markets or, over-the-counter, with
counterparties rated A- or higher.
These transactions are carried out exclusively for hedging purposes and in strict compliance with the
regulations applicable to insurance companies. The nominal value of the hedge is then strictly limited to
the amount of underlying assets held in the portfolio (equities or fixed-income instruments) in order to
hedge the assets actually held in the portfolio.
As at December 31, 2018, “La Compagnie” and Coface Re were partially hedged against the risk of an
interest rate hike and the risk of a fall in the stock markets. The first hedge is based on exposure to the
rates of French government bonds in the investment portfolio through futures. The second aims to
hedge the equity exposure of the investment portfolio, particularly through the money long-term put
options. The level and management of these hedges are defined and reviewed depending on the market
conditions and management of the levels of unrealised gains and losses at the monthly Investment
Committee meetings between the Group’s management and the manager of the Amundi investment
platform.

C.2.3 Sensitivity to risk
Monthly simulations are also carried out on the invested portfolio of the Group, “La Compagnie” and
Coface Re and presented at Investment Committee meetings. Over different periods, these cover the
expected maximum loss in terms of economic performance, asset class by asset class with special
attention to the spread risk.
Such sensitivity tests cover all asset classes where the Group is invested and, each month, allow for
appraisal of the portfolio's overall risk exposure in the event of adverse scenarios and for possible
precautions to be taken to reduce this risk as necessary (reduced exposure to certain risk factors,
introduction of hedging strategies, protection of the economic result over a given period, etc.).
It is desirable for results to be representative of the various risks relating to investments made but, like
any quantitative analysis, they present limitations associated with the data and models used.
The following tables show that, as at December 31, 2018, the portfolio’s sensitivity, excluding the effect
of the equity hedge set up, was virtually stable.
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Sensitivity of the portfolio to fluctuations in stock and bond markets as
at December 31, 2018

Sensitivity of the portfolio to changes in equity
and bond markets
COFACE SA
(in millions of euros)

Market value

Impact of a 100bps
rise in interest rates

Impact of a 10% fall
in equity markets

Impact of a 20% fall
in equity markets

Bonds
Equities

1777
178

-62,5
0,0

0,0
-17,8

0,0
-35,6

Total

1954

-62,5

-17,8

-35,6

Sensitivity of the portfolio to changes in equity
and bond markets
"La Compagnie"
(in millions of euros)



As of Dec. 31, 2018

As of Dec. 31, 2018

-49,4
0,0

Impact baisse du
marché actions de
10%
0,0
-14,3

Impact baisse du
marché actions de
20%
0,0
-28,6

-49,4

-14,3

-28,6

Market value

Impact hausse de
taux de 100 bp

Bonds
Equities

1342
143

Total

1485

Sensitivity of the portfolio to fluctuations in stock and bond markets as
at December 31, 2017

To the extent that shares and bonds are accounted for in the available-for-sale category, sensitivity
would have an impact on “other comprehensive income”, to which shareholders’ equity is sensitive.
Unrealised gains and losses on these financial securities have no impact on the net income, except for
any impairment recorded. In the event of a sale, the resulting profit or loss would have an effect on the
operating income in the income statement.
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C.3 Credit risk
C.3.1 Exposure
As stated above as part of the defined strategic allocation, COFACE SA and “La Compagnie” have
increased their exposure to the sovereign debt of the main issuers on financial markets. Both portfolios
are significantly exposed to non-sovereign issuers.
Breakdown by type of debt in the bond
portfolio
COFACE SA
(in millions of euros)
Sovereign
Non-sovereign
Total
Breakdown by type of debt in the bond
portfolio
"La Compagnie"
(in millions of euros)
Sovereign
Non-sovereign
Total

As of Dec. 31

2018
(in €m)
964
813

(as a %)
54,3%
45,7%

2017
(in €m)
(as a %)
881
49,4%
904
50,6%

1777

100%

1785

100%

As of Dec. 31

2018

2017

(in €m)
690
652

(as a %)
51,4%
48,6%

(in €m)
619
767

(as a %)
44,7%
55,3%

1342

100%

1385

100%

These investments were all carried out in a strictly defined risk context; the quality of issuers, the
sensitivity of issues, the dispersion of issuer statuses and geographical areas are the subject of specific
rules defined in the different management mandates granted to the Group’s dedicated managers.
The bond portfolios of the Group and “La Compagnie” remain primarily invested in companies and
7
countries rated in the investment grade category . The breakdown by rating for “La Compagnie” is very
similar to that of the Group, with a significant proportion of bonds having AA-, A and BBB ratings.
Breakdown by rating of the bond
portfolio
COFACE SA
(in millions of euros)

As of Dec. 31

2018
AAA
AA - A
BBB
BB - B
< CCC
Total

2017

(in €m)
285
755
588
148
0

(as a %)
16,0%
42,5%
33,1%
8,4%
0,0%

(in €m)
341
663
587
193
1

(as a %)
19,1%
37,1%
32,9%
10,8%
0,0%

1777

100%

1785

100%

7

According to Standard & Poor’s rating classification, all bonds rated at least BBB- are considered investment grade, and bonds with
a rating of less than or equal to BB+ are considered to be high yield.
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Breakdown by rating of the bond
portfolio
"La Compagnie"
(in millions of euros)

As of Dec. 31

2018
AAA
AA - A
BBB
BB - B
< CCC
Total

2017

(in €m)
191
574
464
114
0

(as a %)
14,2%
42,7%
34,5%
8,5%
0,0%

(in €m)
204
536
488
156
1

(as a %)
14,7%
38,7%
35,2%
11,3%
0,0%

1342

100%

1385

100%

Furthermore, investments in corporate bonds represent 45.7% of the Group's bond portfolio, and more
than 85% of this is in investment grade companies. For “La Compagnie”, corporate bond securities
represent 48.6% of the bond portfolio and more than 90% of this is in investment grade companies.
Within the Group's investment policy, which therefore applies to “La Compagnie”, the Group has set
maximum authorised exposure thresholds. Such thresholds apply to non-sovereign exposures and make
it possible to limit the risk on a single issuer. These limits are set in line with the rating associated with
the issuers.
Limits are also set on sovereign bonds in order to limit the risk on specific countries. Such exclusions or
limits are defined according to current events, the Coface country rating and the rating produced by
rating agencies.
It is mainly sovereign exposures and Groups that are recognised worldwide.

C.3.2 Risk mitigation techniques
With the introduction of its investment policy, the Group has defined specific limits applying to the
whole investment portfolio in terms of portfolio rating, limits by counterparties and countries. A regular
follow-up is carried out on the credit portfolio’s liquidity, the evolution of spreads and the Group’s
cumulative exposure to the main asset/liability exposures. Hedging operations can also be carried out
on a discretionary basis over the spread risk. However, as at December 31, 2018 the portfolio of the
Group and of “La Compagnie” were not party to any.
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C.4 Liquidity risk
Liquidity risk corresponds to the risk that COFACE SA and “La Compagnie” are unable to meet their
payment obligations using their respective liquid financial resources.
The liquidity risk is subject to specific risk limits followed up as part of the risk appetite of COFACE SA
and “La Compagnie”.

C.4.1 Exposure
Follow-up of the liquidity risk is framed by the liquidity and concentration risk policy, whether for
COFACE SA or “La Compagnie”.
The insurance business functions with a reverse production cycle: premiums are collected before the
payment of claims. Furthermore, the liquidation period of a provision is less than three years, and all
such provisions are covered by liquid assets. Accordingly, the liquidity risk relating to the insurance
business is considered to be low.
Liquidity risk is followed up through analysis by the Group Treasury Department providing cash flow
availabilities and forecasts from the various entities across the whole scope of consolidation. Such data
is the subject of constant analyses allowing liquidities to be managed for the purposes of monetary
needs or financial investments in the event of recurring excess liquidities.
The majority of other fixed-income instruments and all equities in the Group’s portfolio are listed on
OECD markets and present a liquidity risk deemed to be low at this time.
The Group’s bond portfolio has a short maturity, in line with its liabilities. The breakdown of bond
maturities is shown below:
Breakdown by maturity of the bond
portfolio
COFACE SA
(in millions of euros)
<1 year
1 year < > 3 years
3 years < > 5 years
5 years < > 10 years
>10 years
Others
Total

As of Dec. 31

2018

2017

(in €m)
316
594
418
415
33
0

(as a %)
17,8%
33,4%
23,5%
23,4%
1,9%
0,0%

(in €m)
366
562
366
451
40
0

(as a %)
20,5%
31,5%
20,5%
25,3%
2,2%
0,0%

1777

100%

1785

100%

51.2% of securities in the bond portfolio had a maturity of less than three years as at December 31,
2018.
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An insurance company’s liquidity position is assessed by standards that measure the company’s ability
to meet its financial obligations.
The breakdown by maturity over the scope of consolidation of “La Compagnie” is in line with that of the
Group:
Breakdown by maturity of the bond
portfolio
"La Compagnie"
(in millions of euros)

As of Dec. 31

2018
(in €m)
222
436
311
341
33
0

(as a %)
16,5%
32,5%
23,2%
25,4%
2,4%
0,0%

(in €m)
294
419
257
377
39
0

(as a %)
21,2%
30,3%
18,6%
27,2%
2,8%
0,0%

1342

100%

1385

100%

<1 year
1 year < > 3 years
3 years < > 5 years
5 years < > 10 years
>10 years
Others
Total

2017

For “La Compagnie”, slightly less than 50% of securities in the bond portfolio had a maturity of less than
three years as at December 31, 2018.

C.4.2 Risk mitigation techniques
The portfolio’s liquidity via the breakdown by maturity, the maximum threshold of average maturity
written into Group rules and through the high monetary level within the allocation give natural
protection against an illiquidity peak.
Depending on the results from the liquidity follow-up carried out in the Risk Committee meetings, the
Group may decide to increase the portfolio’s liquidity by focusing primarily on two pillars: increasing the
cash component of the asset allocation and/or reducing the portfolio’s average maturity.

C.4.3 Sensitivity to risk
The liquidity of the portfolio of OECD credit bonds and sovereign bonds from emerging markets is
monitored on a regular basis via market indicators (evolution of flows, spreads, purchase and sale
spreads) and the manager carries out regular analyses on liquidation time frames and costs of lines in
portfolios (duration of partial/total liquidation, cost of immediate liquidity and liquidity under stressful
market conditions, etc.). These studies are presented within the Risk Committee, which meets half-yearly.
Regarding factoring, the average duration of factoring receivables is very short (less than six months),
which reduces the liquidity risk attached to these activities. The Group has put several financing
programmes in place: a securitisation programme for its factoring trade receivables, bilateral credit lines
with various partners and a commercial paper issue programme.
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C.5 Operational risk
Operational risk is defined as a risk of direct or indirect losses, due to an inadequacy or failure attributed
to processes and persons in all fields of activity, including risks of internal and external fraud, to the
information system or to outside events. The non-compliance risk forms part of the operational risks, in
the same way as for the models risk and dilution risk.
Various tools are used to control operational risks:
• mapping of operational risks
•

reporting of incidents and losses

•

business continuity plans (BCP) where the regular assessment of relevance and
effectiveness (tests) makes it possible to plan for business interruption scenarios

•

indicators that monitor the level of risk, in keeping with Coface’s risk appetite

•

the internal control system regularly measures the comprehensiveness and effectiveness
of mechanisms in place via the Level 2 control plan.

Managing and reducing operational risks relies on a Level 1 and Level 2 control plan, which covers all
the Group’s entities. All of the controls, the anomalies revealed and related action plans are managed
within a single software program (ENABLON), which was rolled out to all Group entities.
The management of risks and controls is carried out at the level of each legal entity in order to ensure
compliance with the requirements of regulators at “Solo” and “Group” level.
More details on the measurement of operational risks are included in the “Operational Risks” paragraph
of Chapter 5.1.3 – Definition and measurement of risks of the 2018 registration document.

58 / 114
Single Solvency and Financial Conditions Report

C.6 Other material risks
Reputational, strategic or regulatory risks and emerging risks are the subject of special processes.
These types of risk are incorporated into the risk mapping but are not quantified in the standard SCR
formula. Qualitative appraisal criteria are used to assess and define an appetite for such risks and their
follow-up takes the form of a surveillance system.

C.6.1 Reputational risk
Reputational risk corresponds to the negative impact that an internal or external event may have on the
reputation of “La Compagnie” or COFACE SA.
The Group has developed a mechanism to reduce this risk, in particular through a code of ethics and a
code of conduct together with clear rules on internal and external communication.

C.6.2 Strategic risk
Strategic risk arises from the Group’s businesses and activities worldwide. It may be defined as the risk
impacting our earnings and our solvency due to changes in market conditions, poor strategic decisions
or incorrect application of these decisions aimed at addressing changes in market conditions. Changes
in market conditions may, for example, be connected to regulatory or prudential changes or to the
intermediation model implemented within the Group.
The Group Strategy and Development Department manages the strategic planning process by working
with the General Executive Committee. They meet on a regular basis to assess the plan’s effectiveness
and determine necessary changes, where applicable. The Board of Directors is responsible for the
supervision of strategic risk, by adopting a strategic planning process and by determining, as applicable,
any necessary modifications.

C.6.3 Emerging risks
Emerging risks cover new situations that may lead to increased exposure to risks already identified or to
new risks, and for which the impacts on the company’s earnings or own funds, on its reputation or on
the achievement of its strategic objectives are not always quantifiable.
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C.7 Other information
The sensitivity to different risk factors is followed up on a recurring basis by the Group. Firstly,
sensitivities to risk factors taken individually are effected. Secondly, scenarios make it possible to
measure the sensitivity of the solvency ratio to combined shocks from risk factors.

C.7.1 Sensitivity to financial factors
Section C.2.3 shows the investment portfolio’s sensitivity downwards on stock markets and upwards on
interest rates.
As detailed in Section C.2.3, the Investment Committees monitor sensitivity to financial factors on a
monthly basis for all of the Group’s asset classes.
The sensitivities of the SCR coverage ratio to rates, spread and equity factors are also followed up on a
regular basis in the Capital Management Committee and presented to investors. The results
communicated to the markets show the low sensitivity of the Solvency ratio to instantaneous market
shocks as at December 31, 2018:
Central scenario
+ 100 basis points interest rates
+ 100 basis points Spreads
-25% shares

169%*
164%
165%
166%

*estimated ratio

C.7.2 Sensitivity to other risk factors
The sensitivity of the SCR to a fluctuation of +1% in premiums, +1% in the investment portfolio, or
+10% in dividends is less than 2%.
In the context of the ORSA process, the sensitivity of the coverage ratio to factors relating to
underwriting risk (evolution of the ratio for losses, earned premiums, reinsurance assignment rates), or
to other specific factors (tax rate, cost ratio, etc.) is measured.

C.7.3 Scenarios measuring the sensitivity to risks
Scenarios drawn up in the context of ORSA measure the evolution of the solvency of COFACE SA and
“La Compagnie”, on the horizon of the strategic plan, in response to unfavourable events. Such events
may correspond to a specific risk (such as political risk) or cover many risk factors in a combined stress
shock.
For example, the scenario replicating the 2008 crisis on the Group’s current portfolio stresses the market
and underwriting risks in combination, by replicating the markets and loss deviations observed in 2008.
In this same scenario, the impacts on counterparties rating, the portfolio’s liquidity, the reinsurance
structure, the loss of revenue and also the Group’s expenses in particular, are also taken into account.
The assessment produced at the time of the 2018 ORSA has made it possible to ensure that the solvency
of COFACE SA and “La Compagnie” was not compromised by this scenario.
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D Valuation for solvency purposes
D.1Assets
D.1.1 Intangible assets
Intangible assets represent information technology research and development expenses.
Information technology development expenses can only be recorded and measured at a value other
than zero if they can be sold separately and if there is a price quoted on an active market for similar
intangible assets. The carrying amount of COFACE SA’s assets corresponds to the recognition of
expenses in respect of internally created software for which it is difficult to justify a market value; this is
therefore reduced to zero in the Solvency II prudential balance sheet.
The value of intangible assets is therefore also zero for “La Compagnie”.

D.1.2 Investments
At the time of their initial recordings, financial assets and financial liabilities are generally assessed at
their fair value (adjusted for directly attributable transaction costs if the instruments are not classified at
fair value through the income statement).
Likewise, for certain of the Coface Group’s financial assets for which there is no active market or when
observable values are low or unrepresentative, fair value is measured by valuation techniques using
methodologies or models having access to assumptions or appraisals that make up a significant part of
the ruling.
It cannot be guaranteed that fair value estimates based on such valuation techniques represent the price
at which a security may ultimately be disposed of or at which it may be disposed of at a specific time.
Assessments and estimates are revised when conditions change or when new information becomes
available. In the light of such information and in compliance with the objective principles and
methodologies listed in its consolidated and combined financial statements, the governing bodies of the
Coface Group analyse, assess and arbitrate, on a regular basis and in line with their appraisal, the causes
of a decrease in the estimate of the fair value of securities, its prospects of recovery in the short term
and the level of resulting provisions for impairment deemed to be adequate.
It cannot be guaranteed that any impairment losses or additional provisions recognised will not have a
material adverse effect on the Coface Group’s results, financial position and solvency margin.


Investment property: Investment properties are recorded at their fair value



Other financial assets: Shares, bonds and investment funds are recorded at their fair value in the
Solvency II prudential balance sheet



Funds are recorded under the transparency system in accordance with Solvency II principles.



Derivatives are measured at market value under Solvency II standards.
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Change in investment portfolio
COFACE SA
(in millions of euros)
Property (other than for own use)
Equities
Equities - listed
Equities - unlisted
Bonds
Government Bonds
Corporate Bonds
Collective Investments Undertakings
Property
Equities
Bonds and Cash
Derivatives
Deposits other than cash equivalents
Other loans and mortgages

2018

2017

Change

0,3
102,5
90,1
12,3
1 776,5
963,8
812,7
737,5
226,2
75,3
436,0
2,7
72,5
-

0,3
91,5
79,4
12,1
1 785,0
881,4
903,6
749,5
218,8
116,3
414,3
219,8
86,2
1,6

11,0
10,8
0,2
-8,5
82,5
-90,9
-12,0
7,4
-41,0
21,6
-217,2
-13,7
-1,6

Total investment portfolio

2 691,9

2 933,9

-242,0

As of Dec. 31

The market value of COFACE SA’s portfolio decreased €242 million over 2018 due to a decline in
corporate debt exposure in favour of sovereign debt. This change was also due to a sharp drop in
derivatives from 2017 to 2018.
Change in investment portfolio
"La Compagnie"
(in millions of euros)
Property (other than for own use)
Equities
Equities - listed
Equities - unlisted
Bonds
Government Bonds
Corporate Bonds
Collective Investments Undertakings
Property
Equities
Bonds and Cash
Derivatives
Deposits other than cash equivalents
Other loans and mortgages

As of Dec. 31
2018

2017

Change

0,3
85,3
73,0
12,3
1 342,0
690,2
651,7
610,2
187,3
57,5
365,3
2,2
16,7
187,4

0,3
91,5
79,4
12,1
1 385,2
618,6
766,6
598,5
184,3
76,7
337,5
218,3
25,6
189,0

-6,2
-6,4
0,2
-43,2
71,7
-114,9
11,7
3,0
-19,1
27,8
-216,2
-8,9
-1,6

Total actifs financiers

2 244,1

2 508,4

-264,4
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D.1.3 Interests
Investments in unconsolidated companies were valued under the corrected equity method. This method
is based on revalued net assets. The revalued net assets used were determined for each entity by adding
up the corporate equity at the end of N-1 increased by the provisional result for financial year N
produced by the Group Management Control Department.
In 2018, the change in participations value is mainly due to the sale of Cofacrédit shares for €16 million.
COFACE SA
(in millions of euros)
Holdings in related undertakings,
including participations
"La Compagnie"
(in millions of euros)
Holdings in related undertakings,
including participations

As of Dec. 31
2018

2017

88,1

Change

115,4

-

27,2

As of Dec. 31
2018
221,2

2017
261,7

Change
-

40,5

D.1.4 Receivables


Receivables arising from insurance and reinsurance operations

Receivables are valued at their face value. A provision for write-downs is raised in order to take into
account the recovery difficulties that are likely to arise.
Accounts receivable for insurance and reinsurance are not subject to current value accounting due to
the low impact (very short-term receivables).
In the IFRS statutory accounts, earned premiums not yet written are presented in receivables arising
from insurance and reinsurance operations, while in the prudential balance sheet they are reclassified
into underwriting reserves in liabilities (best estimates).
COFACE SA
(in millions of euros)

As of Dec. 31
2018

2017

Insurance and intermediaries receivables

265,7

251,3

Reinsurance receivables

25,9

38,0

291,5

289,3

Total insurance end reinsurance receivables
"La Compagnie"
(in millions of euros)

Change
14,4
-

12,1
2,3

As of Dec. 31
2018

2017

Change

Insurance and intermediaries receivables

217,4

206,7

Reinsurance receivables

29,4

43,8

-

14,4

246,7

250,5

-

3,8

Total insurance end reinsurance receivables
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10,7



Other receivables (excluding insurance)

Other receivables are valued at their face value and are therefore not updated due to the low impact
(very short-term receivables). A provision for write-downs is raised in order to take into account the
recovery difficulties that are likely to arise.
As of Dec. 31

COFACE SA
(in millions of euros)

2018

2017

Change

Receivables (trade, not insurance)

658,5

650,4

8,1

As of Dec. 31

"La Compagnie"
(in millions of euros)

2018

2017

Receivables (trade, not insurance)

168,9

179,1

Change
-

10,2

D.1.5 Cash and cash equivalents
COFACE SA
(in millions of euros)
Cash and cash equivalents
"La Compagnie"
(in millions of euros)
Cash and cash equivalents

As of Dec. 31
2018
260,9

2017
260,0

Change
0,9

As of Dec. 31
2018
182,9

2017
168,9

Change
14,0

Optimising cash flow enabled COFACE SA and “La Compagnie” to keep this line item relatively stable in
2018.

D.1.6 Other assets


Goodwill

In accordance with the Solvency II principles, goodwill is considered to be worthless in the prudential
balance sheet and its value is therefore reduced to zero.
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Deferred acquisition costs



In accordance with the Solvency II principles, deferred acquisition costs are considered to be worthless
in the prudential balance sheet and their value is therefore reduced to zero. Future premiums include a
proportion of expenses that such acquisition costs cover, and which can be seen in the calculation of
technical reserves as best estimate.

Deferred tax assets



For significant deferred tax assets: information on the origin of the recognition of the deferred tax assets
with the amount and maturity date, as applicable, of deductible temporary differences, unused tax
losses and unused tax credits for which no deferred tax asset is recognised in the balance sheet.
The impact of deferred taxes is noted in the prudential balance sheet on the differences between the tax
balance sheet and the statutory balance sheet as well as on all restatements that reconcile statutory
accounts with prudential accounts.
The main restatements on which a deferred tax asset is recorded are as follows:

recording of employee-related commitments under the amended IAS 19 method


cancellation of the claims equalisation reserve



cancellation of intangible assets



cancellation of deferred acquisition costs



adjustment of subordinated debt to market value



recording of best estimates and the risk margin



the differences between the statutory balance sheet and tax balance sheet

As each restatement impacts the relevant entity, the corresponding deferred tax is calculated using the
tax rate applicable in the entity’s country.
COFACE SA
(in millions of euros)
Deferred tax assets

As of Dec. 31
2018
75,7

2017
86,2

-

Change
10,4

The decrease in deferred tax assets is mainly due to the recognition of deferred taxes on certain deficits.
"La Compagnie"
(in millions of euros)
Deferred tax assets

As of Dec. 31
2018
56,7

2017
31,1
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Change
25,6

The increase in deferred tax assets in the solo financial statements is mainly due to the change in other
temporary differences and the netting rule.
The timetable for deferred tax assets as at December 31, 2018 is as follows:
Deferred tax assets timetable
COFACE SA
(en millions d'euros)
Total deferred tax assets

At December 31, 2018
less than 1 year

between 1 and 4
years

30,2

16,7

more than 5
years
28,8

TOTAL
75,7

Unused tax losses for which no deferred tax asset is recognised in the balance sheet as at December 31,
2018 are €184 million over the Group’s scope of consolidation.
The timetable for deferred tax assets as at December 31, 2018 in the solo accounts is as follows:
Deferred tax assets liabilities
"La Compagnie"
(en millions d'euros)
Total deferred tax liabilities

At December 31, 2018
between 1 and 4
more than 5
less than 1 year
years
years
12,7

21,6

22,4

TOTAL
56,7

Unused tax losses for which no deferred tax asset is recorded in the balance sheet as at December 31,
2018 totalled €95 million over the scope of consolidation of “La Compagnie”.



Property, plant and equipment for own use

Buildings and land used in the business are valued at their fair value.
The buildings used in the business are the head offices of Coface Deutschland and Coface Italia. The
head office of Coface Deutschland was acquired by finance lease (pursuant to the Standard IAS 17, an
asset (building used in the business) is recorded to assets in return for a financial debt to liabilities).
COFACE SA
(in millions of euros)
Property, plant & equipment held
for own use
"La Compagnie"
(in millions of euros)
Property, plant & equipment held
for own use

As of Dec. 31
2018

2017

Change

74,2

74,7

-0,4

As of Dec. 31
2018

2017

Change

72,5

72,7

-0,2
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D.2 Technical reserves
There are two types of technical reserves: claims provisions and premiums provisions, to which are
added a separately calculated risk margin under Solvency II.
The best estimate for premiums provisions is assessed on an aggregated basis by applying the
simplified method described in the technical specifications of April 2014 and based on the premiums
provisions in the financial statements.
Regarding the best estimate for claims provisions, this is produced separately on the various products.
The Chain Ladder, Bornhuetter-Ferguson and Loss Ratio actuarial methods were used on the basis of
accounting triangles (premiums, expenses and settlements) in order to determine the best estimate for
the technical reserves.
The risk margin is determined in accordance with the Solvency II standard as for the cost of liquidation
of capital needs. It is calculated directly after reinsurance.
The technical reserves in the financial statements are valued with a quantile level of 90%, while it is the
expectancy that is used in the prudential balance sheet. The methods for the assessment of technical
reserves have not been significantly changed since the previous financial year.
The only significant business line for the Group or “La Compagnie” is the “Credit and surety insurance”
line.
The aggregated results at the end of 2018 are given below, for best estimates and the margin for risk.

D.2.1 Best estimates
Best estimate
(in millions of euros)
COFACE SA
"La Compagnie"
Reinsurance recoverables
(in millions of euros)
COFACE SA
"La Compagnie"

As of Dec. 31
2018

2017

811
777

837
769

Change
-26
8

As of Dec. 31
2018
206
336

2017
188
330

Change
18
6

With regard to the BE for claims, calculations of ULR not marked-up (Best Estimate) and marked-up (for
IFRS) are calculated separately:

by the entities: a local valuation is approved by the local Provisioning Committee and reviewed
at the regional level by a dedicated committee


by the Group Actuarial Department: following an economic expectations committee involving
the operational divisions (Commercial Underwriting, Litigation and Commercial) and the
Marketing, Management Control, Risks, Economic Studies and Actuarial Departments, a
valuation is made by the Provisioning section of the Group Actuarial Department and validated
by the Group Actuarial Director

These valuations are then reconciled at a dedicated meeting between the Group Actuarial and Group
Management Control departments in preparation for the Group Reserving Committee, the final
decision-making body for IFRS provisions that will analyse the margin in the provisions and the BE.
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D.2.2 Risk margin
The risk margin is determined in accordance with the Solvency II standard as for the cost of liquidation
of capital needs. It is calculated directly after reinsurance.
Risk Margin
(in millions of euros)
COFACE SA
"La Compagnie"

As of Dec. 31
2018
97
62

2017
115
84

68 / 114
Single Solvency and Financial Conditions Report

Change
0
-22

D.3 Other liabilities
D.3.1 Provisions other than technical reserves
This item corresponds to provisions for liabilities and charges excluding provisions for pensions and
other benefits.
Provisions for risks and charges excluding provisions for
pensions and other benefits
COFACE SA
(in millions of euros)
Provision for litigation
Provision for risk on subsidiaries
Provisions for restructuring
Provision for taxes (excludind IS)
Other risk provisions
Total provisions other than technical provisions

Provisions for risks and charges excluding provisions for
pensions and other benefits
"La Compagnie"
(in millions of euros)

As of Dec. 31
2018

2017

Change

3
15
10
1
1

6
14
31
2
3

-2
1
-20
-1
-2

31

56

-24,86

As of Dec. 31
2018

2017

Change

Provision for litigation
Provision for risk on subsidiaries
Provisions for restructuring
Provision for taxes (excludind IS)
Other risk provisions

2
8
10
1
4

3
7
29
2
5

0
1
-19
-1
-1

Total provisions other than technical provisions

26

46

-20,62

The change in provisions for liabilities and charges during 2018 primarily stemmed from a decrease in
provisions for restructuring, including €7.9 million for a reversal of provisions for the Fit to Win strategic
plan and €12.7 million for a reversal of provisions for vacant premises.

D.3.2 Provisions for pensions and other benefits
The employees of COFACE SA in a number of countries are entitled to short-term benefits (such as paid
leave), long-term benefits (such as long-service awards) and post-employment benefits (such as
statutory retirement benefits).
Short-term benefits are recognised as liabilities in the accounts of the various COFACE SA companies
that grant such benefits.
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Other benefits (including long-term and post-employment benefits) are subject to different coverage
and are classified as follows:

Defined contribution plans: these are characterised by payments to agencies releasing the
employer from any subsequent obligation, with the agency taking charge of paying to
employees the amounts due to them. This generally involves public pension systems such as
those seen in France


Defined benefit plans, for which the employer has an obligation towards its employees.

In accordance with IAS 19, COFACE SA records a provision in its balance sheet to cover its liability,
regarding primarily:

statutory retirement benefits and termination benefits;


early retirement and supplementary pension payments;



employer contributions to be paid into post-employment health insurance schemes;



long-service awards.

On the basis of the internal regulations for each scheme and in each of the countries concerned,
independent actuaries calculate:

the actuarial value of future benefits, corresponding to the present value of all benefits to be
paid. The measurement of this present value is essentially based on:
-

the known characteristics of the population concerned;

-

future benefit levels (statutory retirement benefits, long-service awards, etc.);

-

the probabilities of occurrence of each event;

-

the evaluation of each of the factors entering into calculation of the benefits (changes in
salaries, etc.),

-



the interest rate used to discount future benefits at the measurement date;

the actuarial value of benefits related to service cost (including the impact of future salary
increases), determined using the projected unit credit method, which spreads the actuarial value
of benefits evenly over the expected average remaining working lives of the employees
participating in the plan.

In the case of the defined benefit plans of Coface Austria, Coface Debitoren and Coface rating.de
(Germany), the payment of contributions is used to finance the plan’s assets. The plan’s assets are
composed of the plan’s investments, mainly government bonds held by funds and insurance policies
incorporating a counter-guarantee.
According to IAS 19, the plan’s assets are recorded at their fair value reduced by the amount recorded to
liabilities in respect of the defined benefits.
COFACE SA
(in millions of euros)
Pension benefit obligations

As of Dec. 31
2018
60
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2017
64

Change
-4

"La Compagnie"
(in millions of euros)
Pension benefit obligations

As of Dec. 31
2018
56

2017
60

Change
-4

D.3.3 Deferred tax liabilities
The origin of the recognition of deferred tax liabilities and the amount and maturity date, as applicable,
of the deductible temporary differences;
The impact of deferred taxes is noted in the prudential balance sheet on the differences between the tax
balance sheet and the statutory balance sheet, as well as on all restatements that reconcile statutory
accounts with prudential accounts.
The main restatements on which a deferred tax liability is recognised are as follows:

cancellation of the equalisation reserve in the statutory financial statements


recording of best estimates and the risk margin



bringing financial assets and buildings used in the business up to market value



the differences between the statutory balance sheet and tax balance sheet

As each restatement impacts the relevant entity, the corresponding deferred tax is calculated using the
tax rate applicable in the entity’s country.
COFACE SA
(in millions of euros)
Deferred tax liabilities

As of Dec. 31
2018
199

2017
182

Change
17

Increases in Group deferred tax liabilities are mainly due to improvements in the loss ratio, which results
in a reduction in the level of provisioning.
"La Compagnie"
(in millions of euros)
Deferred tax liabilities

As of Dec. 31
2018
169

2017
227

Change
-58

Solo deferred tax liabilities declined mainly due to a decrease in unrealised gains on investments in
2018.

The timetable for deferred tax liabilities as at December 31, 2018 for the Group is as follows:
At December 31, 2018
Deferred tax liabilities timetable
between 1
more than 5
COFACE SA
years
(in millions of euros) less than 1 year and 4 years
Total deferred tax liabilities - 2018
114
8
77

TOTAL
199

The main component of deferred tax liabilities comprises the cancellation of the equalisation reserve.
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The timetable for deferred tax liabilities as at December 31, 2018 in the solo accounts is as follows:
Deferred tax liabilities timetable
At December 31, 2018
between 1
more than 5
"La Compagnie"
years
(in millions of euros) less than 1 year and 4 years
Total deferred tax liabilities - 2018
64
14
91

TOTAL
168

The main item in deferred tax liabilities concerns the cancellation of technical reserves and the portion
of Best Estimate provisions ceded to reinsurers.

D.3.4 Financial debt owed to non-credit institutions
For the Group, this item corresponds to commercial papers issued by COFACE SA for the purpose of
financing the factoring business. As at December 31, 2018, due to the business’s continued growth,
financing requirements were higher.
COFACE SA
(in millions of euros)
Debts owed to non-credit institutions
"La Compagnie"
(in millions of euros)
Debts owed to non-credit institutions

As of Dec. 31
2018
448

2017
467

Change
-19

As of Dec. 31
2018

2017
-

-

Change
-

The solo scope of consolidation did not include COFACE SA, the holding company that issues the
commercial paper. In addition, the debt was not recognised on the Group’s balance sheet.

D.3.5 Payables arising from insurance and reinsurance operations
Ceded deferred acquisition costs are cancelled on the same principle as for gross deferred acquisition
costs. In accordance with the Solvency II principles, deferred acquisition costs are considered to be
worthless in the prudential balance sheet and their value is therefore reduced to zero.
Ceded earned premiums not yet written are reclassified into ceded technical reserves. Future premiums
include a proportion of expenses that are covered by such acquisition costs, and which are recognised in
the calculation of technical reserves using a best estimate.
COFACE SA
(in millions of euros)
Insurance & intermediaries payables
Reinsurance payables
Total liabilities from insurance and resinsurance

As of Dec. 31
2018
61
51
112

2017
62
47
109

Change
-1
4
3

Liabilities arising from the insurance and reinsurance transactions of “La Compagnie” rose due to an
increase in liabilities stemming from reinsurance transactions in 2018.
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"La Compagnie"
(in millions of euros)
Insurance & intermediaries payables
Reinsurance payables
Total liabilities from insurance and resinsurance

As of Dec. 31
2018
56
40
96

2017
59
5
64

Change
-3
35
32

D.3.6 Subordinated liabilities
Financial liabilities are recognised at fair value.
COFACE SA
(in millions of euros)
Subordinated liabilities
"La Compagnie"
(in millions of euros)
Subordinated liabilities

As of Dec. 31
2018
416

2017
416

Change
0

As of Dec. 31
2018
344

2017
343

Change
1

The valuation of the subordinated debt is carried out using the methodology described in article 75 of
Directive 2009/138/EC: “When valuing liabilities […] no adjustment to take account of the own credit
standing of the insurance or reinsurance undertaking shall be made”. The value of the subordinated
debt is therefore obtained by updating the EIOPA risk-free interest rate curve, since the spread relating
to the Coface credit status remains constant after initial recognition of the debt.
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D.3.7 Other payables
The table below sets out the other payables of the Coface Group and “La Compagnie”:
COFACE SA
(in millions of euros)
Payables (trade, not insurance)
"La Compagnie"
(in millions of euros)
Payables (trade, not insurance)

Au 31 décembre
2018
311

2017
355

Variation
-44

Au 31 décembre
2018
263

2017
315

Variation
-52

For COFACE SA and “La Compagnie”, the decrease in other payables (excluding insurance) primarily
stemmed from the decrease in the State line item - Corporate income tax for €41 million and €43
million, respectively.

D.4 Alternative valuation methods
COFACE SA and “La Compagnie” do not use other alternative valuation methods.

D.5 Other information
No other material information is to be made publicly available.
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E Capital management
E.1 Own funds
E.1.1 Own funds management policy
In accordance with Directive 2009/138/EC, the Coface Group has a capital management policy which
applies to the whole Group, including its main operational insurance company – “La Compagnie”. This
policy is subject to approval from the Boards of Directors of COFACE SA and “La Compagnie” and is reexamined at least once a year.
Since the Group carries out its activities in various countries around the world, it is subject to different
levels of control depending on the country in which it is located:

Group head office (France): the business is governed to a significant degree by European
Directives ( i.e. Solvency II) and by internal French regulations on non-life insurance


The Group’s insurance entities: insurers with their head office in a European Union country (like
the Group) are subject to Solvency II regulations; however, in some countries, the insurance
business is subject to supervision by local regulators



The factoring business in Germany and Poland: this business is governed by the regulations in
those countries

The capital management policy mainly deals with the following points:
a) Risk of deterioration of the Group’s solvency and non-compliance with the solvency capital
requirement (SCR) or minimum capital requirement (MCR);
b) Risk of deterioration of solvency and non-compliance with the applicable prudential ratios by
the Group’s regulated subsidiaries (in particular for “La Compagnie”);
c)

Risk of error in the classification or characterisation of regulatory own fund items for the Group
or “La Compagnie”;

d) Risk of insufficient consideration of the quantitative limits applied to own fund items in line with
the different categories;
e) Risk of non-effectiveness of own fund items in the event of crisis;
f)

Risk of insufficient fungibility of own funds;

g) Risk of failing to consider the Group’s solvency in the dividend distribution policy;
h) Risk of failing to consider stress-test scenarios in structuring own funds.
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E.1.2 Structure and quality of own funds
COFACE SA



In accordance with regulations, as at December 31, 2018, the Coface Group calculated its available own
funds necessary for complying with two levels of capital requirements: minimum capital requirement
and solvency capital requirement, SCR (see Chapter E.2.).
As at December 31, 2018, the Group meets the capital requirements, which amount to €1,213 million in
respect of SCR, as represented in the following chart8.

The own funds available to cover the SCR amounted to €2,091 million as at December 31, 2018. In
accordance with the Solvency II Directive, own funds are classified into three categories or “tiers”. This
classification is based on their quality, which is assessed by reference to their availability, their degree of
subordination and their duration or permanence. The breakdown is as follows:

Tier 1: €1,640 million (78% of available own funds), corresponding to the net amount of assets in
the Group’s prudential balance sheet minus the amount of own funds classified in the other two
categories


Tier 2: €416 million (20% of available own funds), corresponding to the value of the
subordinated debt where the eligibility to this category of own funds is justified by the
application of article 308 ter (10) of Directive 2014/51/EU. A summary of the main characteristics
of this subordinated debt is set out below:

8

As part of producing an estimate of the hedge rate at the end of 2018 communicated to the markets on February 11, 2019, a more
conservative method of estimating capital requirements associated with the factoring business has been used. In fact, Coface has
chosen to apply the “standard” approach to banking regulation in the presentation of these estimated results. The capital requirement
of €1,238 million presented in this document was established by applying a method in line with that applied by Natixis, based on its
financial rating system (the Internal Rating Based (IRB) method).
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Subordinated debt Tier 2 Caracteristics
Issuer
COFACE SA
Guarantor
"La Compagnie"
Type of guarantee
Joint Guarantee

Instrument

Maturity
Issue date
Maturity date
Loan payment obligation
Coupon carry option
Issue amount
Guarantor rating
Issuer rating
Coupon
ISIN


Subordinated debt eligible in Tier 2 own
funds guarantee in the context of the
transitional measures referred to in Article
308b 10 of Directive 2014/51 / EU
10 ans w/o amortissement
Mars 27, 2014
Mars 27, 2024
In case of non-compliance of the SCR
In case of non-compliance of the SCR
occurring during the period preceding the
payment of interest
EUR 380m
A2 / AA- (MOODY'S / FITCH) - IFS
BAAA1 / A (MOODY'S / FITCH)
4.125% Annual fixed
FR0011805803

Tier 3: €35 million (2% of available own funds), representing the proportion of Solvency II own
funds made up of the sum of each tax entity’s net deferred tax assets, after implementation of
the eligibility test for those net deferred taxes at the local level

For more information on this section, please see the corresponding section in the QRT 23.01.



“La Compagnie”

In accordance with regulations, as at December 31, 2017 and 2018, “La Compagnie” calculated its
available own funds necessary to meet the requirements with two levels of capital requirements: the
minimum capital requirement and the solvency capital requirement, SCR (see Chapter E.2.).
As at December 31, 2017:
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As at December 31, 2018:

As at December 31, 2018, “La Compagnie” met the capital requirements, which amounted to €174
million for MCR and €697 million in respect of SCR, as represented in the above chart.
The own funds available for covering the MCR as at December 31, 2018 stood at €1,629 million. In
accordance with the Solvency II Directive, own funds are classified into three categories or “tiers”. This
classification is based on their quality, which is assessed by reference to their availability, their degree of
subordination and their duration or permanence.
As at December 31, 2018, the breakdown of own funds available for covering the MCR was as follows:


Tier 1: €1,594 million (98% of available own funds), corresponding to the net amount of assets in
the prudential balance sheet minus the amount of own funds classified in the other two
categories.



Tier 2: €35 million (2% of available own funds), which corresponds to the portion of the
subordinated borrowing taken out by COFACE SA eligible to cover the MCR (i.e. 20% of €174
million). The total value of this subordinated loan is €344 million and its classification as “Tier 2”
own funds is justified as transitional by article 308 ter (10) of Directive 2014/51/EU. The features
of the subordinated loan correspond to those of the subordinated debt issued by COFACE SA
(see table above).

The own funds available for the coverage of the SCR, as at December 31, 2018, amount to €1,938
million, made up as follows:

Tier 1: €1,594 million (82% of available own funds), adjustment as indicated in the previous
paragraph


Tier 2: €344 million (18% of available own funds), corresponding to the total value of the
subordinated loan indicated in the previous paragraph

Valuation of the subordinated loan is carried out in accordance with the same principle as described for
proceeding with the valuation of the Group’s subordinated debt.
For more information on this section, please see the corresponding section in the QRT 23.01.
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E.1.3 Basic own funds
As at December 31, 2018, the own funds of COFACE SA and of the Coface Group’s “La Compagnie” are
exclusively made up of basic own funds, pursuant to Solvency II standard criteria.

E.1.4 Ancillary own funds
As at December 31, 2018, COFACE SA and “La Compagnie” do not have ancillary own funds
.

E.1.5 Availability of own funds
In accordance with article 330 of Delegated Regulation (EU) 2015/35, the Coface Group is introducing a
test in order to determine the availability, at Group level, of the eligible own funds of affiliated
companies. As a first step, the test consists in determining the surplus of each entity’s Solvency II own
funds above and beyond its SCR, then, as a second step, comparing that surplus with the total of own
fund items available for the Group’s requirements:


As soon as the surplus of an entity’s own funds can be entirely represented by fungible and
transferable own fund items, no adjustment of the Group’s own funds is considered for this
entity.



Otherwise, the proportion of the surplus not represented by fungible and transferable items
gives rise to an adjustment in the Group’s own funds. As at December 31, 2018, the amount of
this adjustment amounted to €62.3 million.

E.1.6 Absorption of losses by capital
Not applicable to the Coface Group. This is explained by the fact that no component of the Tier 1 own
funds is represented by preference shares, subordinated mutual member accounts or subordinated
liabilities.
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E.1.7 Reconciliation reserve
COFACE SA



The following chart shows the main differences between the Group’s own funds that are eligible to
cover the solvency capital requirement as at December 31, 2018 and the consolidated own funds as
shown in the Group’s financial statements.

COFACE SA
At December 31, 2018
(in millions of euros)

2091
1806

Total IFRS Equity as of 31/12/2018

Total SII Available own funds after adjustment

For more information on this section, please see the corresponding section in the QRT 23.01.
The Group’s eligible Solvency II equity was €2,091 million as at December 31, 2018.
Eligible own funds as at December 31, 2018 included:

Share capital of €308 million


Issue premiums relating to share capital for €810 million



A reconciliation reserve of €580 million classified as Tier 1

9

9

The reconciliation reserve as presented in the statement (S.23.01.t - ex OF-B1Q) is defined as shareholders' equity excluding capital
and premiums relating to capital, after deducting dividends to be paid.

80 / 114
Single Solvency and Financial Conditions Report

Regarding the breakdown of shareholders' equity, the analysis of the nature of original own funds has
led to their classification for the most part as Tier 1. The subordinated debt, issued in the form of bonds
by COFACE SA in March 2014, rose to €416 million as at December 31, 2018 and is classified as Tier 2 by
applying the “grandfathering” mechanisms set out in article 308 ter (10) of the Solvency II Directive.
COFACE SA plans to pay out €122.3 million in dividends in 2019 (in respect of financial year 2018).
Lastly, unavailable own funds were assessed at €62.3 million as at December 31, 2018.



“La Compagnie”

La Compagnie
At December 31, 2018
(in millions of euros)

1938
1107

Total IFRS Equity

Adj. For non-eligibility or non-availability

The amount of eligible Solvency II shareholders' equity was €1,938 million as at December 31, 2018.
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Eligible own funds as at December 31, 2018 included:

Share capital for €137.1 million


Issue premiums relating to share capital for €627.4 million



A reconciliation reserve of €830 million classified as Tier 1

10

Regarding the breakdown of shareholders' equity, the analysis of the nature of original own funds has
led to their classification for the most part as Tier 1. Furthermore, a subordinated borrowing with
COFACE SA for €344 million is classed as Tier 2:

On March 27, 2014, COFACE SA issued subordinated debt, in the form of bonds, for a nominal
amount of €380 million. These securities are irrevocably and unconditionally guaranteed on a
subordinated basis by “La Compagnie”


A joint surety was issued by “La Compagnie” on March 25, 2014, for €380 million, to investors in
COFACE SA subordinated bonds and lasting until the liquidation of all liabilities to investors.
This is a subordinated surety falling under off-balance sheet commitments. It is recognised in
off-balance sheet commitments in the corporate financial statements of “La Compagnie” and is
taken into account in the default type 1 SCR



Concomitantly, COFACE SA granted an intra-group subordinated loan to “La Compagnie”
maturing on March 26, 2024 (10 years) at an annual interest rate of 4.125% (payment due on
each anniversary). The amount of subordinated debt amounts to €324 million in the statutory
financial statements. This was €344 million in the Solvency II accounts due to discounting the
debt.

Furthermore, “La Compagnie” plans to pay out €125 million in dividends in 2019 (in respect of financial
year 2018).

E.1.8 Additional ratios
Not applicable to either the Coface Group or “La Compagnie”.

10

The reconciliation reserve as presented in the statement (S.23.01.s - ex OF-B1Q) is defined as shareholders' equity excluding capital
and premiums relating to capital, after deducting dividends to be paid.

82 / 114
Single Solvency and Financial Conditions Report

E.2 Solvency capital requirement
capital requirement

and

minimum

E.2.1 Annual requirements


Standards used
11

The calculations were made in line with the most recent specifications in effect (the Commission
Delegated Regulation (EU) 2015/35 of October 10, 2014) in the SAS IRM software, which enabled the
Coface Group to generate the QRTs in XBRL format.
The risk-free rate curve used is the curve, without volatility adjustment, published by EIOPA applicable at
the end of December 2018.



SCR

The Group SCR as at December 31, 2017 and 2018 breaks down as follows:
COFACE SA
(in millions of euros)

As of Dec. 31

SCR Global (1)
Insurance SCR
Financial institution SCR

2018
1 213
1 011
201

2017
1 229
1 015
214

Own funds eligible (2)

2 091

2 074

Consolidated SII ratio (3) = (2)/(1)

172%

169%

The SCR of “La Compagnie” as at December 31, 2017 and 2018 breaks down as follows (the amount of
own funds does not take into account the adjustment for unavailable own funds):
"La Compagnie"
(in millions of euros)

As of Dec. 31
2018

2017

SCR Global (1)
Insurance SCR
Financial institution SCR

697
697
-

724
724
-

Own funds eligible (2)

1 938

1 884

Consolidated SII ratio (3) = (2)/(1)
SII insurance ratio

278%
278%

MCR

174

11

260%
260%
181

The “transport”, “legal protection” and “pecuniary losses” categories are non-material (less than 0.1% of gross earned company
premiums and are included in the credit insurance LOB).
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E.2.2 Methods of calculation used
Calculation methodologies are the same for COFACE SA and “La Compagnie”.

Non-life SCR




Premium and reserve SCR

Volumes of premiums and reserves have been defined in accordance with article 116 of the Commission
Delegated Regulation (EU) 2015/35 of October 10, 2014.


Volume of reserves

The volume of reserves used when calculating the own funds requirement is equal to the Best Estimate
for reserves calculated in the balance sheet, from which the portion corresponding to the provision for
profit-sharing is deducted. In fact, this item plays a counter-cyclical role, in the sense that a sudden
increase in the loss rate will generally tend to reduce profit-sharing. As such, it does not appear to be
cost effective to consider it to be part of a volume at risk in the event of a rise in the loss rate.


Premium volumes

The premium risk volume measurement for COFACE SA or for “La Compagnie” is provided using
following formula (for an assessment date as at December 31, N):
Volume of premiums = Max (Earned premiums (N); Earned premiums (N+1)) + existing FP + future FP
The premiums used are net of policyholders' bonuses and rebates and net of reinsurance. The existing
FP and future FP are calculated for each product line (Credit, Single Risk and Surety Bond) in line with
the following definitions:


Existing FP represents the expected actual value of premiums to be acquired by COFACE SA or
“La Compagnie” after the coming 12 months for existing contracts



Future FP represents the expected actual value of premiums to be acquired by COFACE SA or
“La Compagnie” for contracts in which the date of initial recognition occurs within the coming
12months, excluding premiums to be acquired during the 12months that follow December 31,N



Risk aggregation of premiums and reserves

The standard variances used correspond to those of the credit sector, i.e.:

12% applied to the volume of premiums


19% applied to the volume of reserves

The overall standard variance to be used in the context of the premiums and reserves risk is then
obtained by allowing for a 50% correlation between these two risks.
The final value of the premiums and reserves risk is then obtained directly by taking three times the
value of the overall standard variance multiplied by the volume of overall risk (sum of the volumes of
reserves and premiums) in accordance with article 115 of the Commission Delegated Regulation (EU)
2015/35 of October 10, 2014.
Indeed, it should be recalled that:
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COFACE SA and “La Compagnie” only work on a single segment (“6. Credit insurance and
proportional reinsurance”), and therefore there is no correlation with other segments to be
taken into account



Despite the wide geographical dispersion of the activities of COFACE SA and “La Compagnie”,
the Credit business line cannot take account of the correction factor in respect of geographical
diversification, so there is no calculation of “DIV” to be made



Natural disaster SCR

Natural disaster risk for the “credit insurance and surety bond” business line takes into account two
scenarios:

A peak risk corresponding to a plummet in the two largest portfolio exposures with a 10% loss
rate, in accordance with regulations


A risk of recession corresponding to a deterioration in the general economic climate and a
"mass" loss ratio

Calculating Natural disaster SCR for credit and surety bond risks is described in article 134 of the
Commission Delegated Regulation (EU) 2015/35 dated October 10, 2014.
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Description of the external reinsurance programme

The Coface Group’s external reinsurance is intended to cover peak risk and the risk of recession. Peak
risk is addressed by means of quota share treaties and two excess of loss treaties (by debtor and by
country).
Risk of recession is addressed by quota share treaties and the stop-loss treaty against excessive
deviation of the frequency loss.


Lapse risk

In accordance with article 118 of the Commission Delegated Regulation (EU) 2015/35 of October 10,
2014, COFACE SA measures winding up SCR at €9.8 million at the end of 2018 and €7 million for “La
Compagnie”.


Aggregation of Non-life SCR

The aggregation of these various risk modules is performed in accordance with article 114 of the
Commission Delegated Regulation (EU) 2015/35 of October 10, 2014 taking the various levels of
correlation into account.
These calculations are also made gross of reinsurance so as to take into account the effect of mitigation
of the risk relating to reinsurance in the type 1 default risk.

Market SCR




Organisation

For financial assets, COFACE SA and “La Compagnie” use the PICIM platform managed by Amundi to
supply SAS IRM. The service is intended to provide COFACE SA and “La Compagnie” with portfolio
inventories enhanced with unitary SCR characteristics and calculations per instrument as at December
31, 2018. The PICIM portfolio represents over 97% of the investment portfolio excluding equity
investments and operating property.
The files provided correspond to book inventories supplied by the asset servicing provider to COFACE
SA and the “CACEIS” financial assets portfolio of “La Compagnie” and enriched by Amundi. Amundi
supplies COFACE SA and “La Compagnie” with Equity, Interest (only on financial assets), Spread and
Property SCRs on its scope of consolidation.
The Concentration, Change and Interest SCRs (excluding financial assets) were calculated directly by SAS
IRM, as were the shocks to be applied on the equity investments held.


Classification of securities

The CIC field used for the accounting classification of each security is populated by Amundi in the files
provided to COFACE SA and “La Compagnie”.
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Look-through of funds

Asset classifications and SCR calculations were carried out on a line-by-line basis for most of the
investment portfolio. The ultimate look-through principle has been applied for UCITS (units in dedicated
mutual funds) managed by Amundi (primarily money market UCITS). For UCITS not managed by
Amundi, we have:

either used the aggregate SCR calculated by the management companies,


or applied the maximum SCR expense (Equity type II) for the four UCITSs for which calculation
on a line-by-line basis was either unavailable or irrelevant.



Equities SCR

Regarding equities held in portfolio, COFACE SA decided not to use the “grandfathering equity” clause
for 2018, as in 2017.


Property SCR

The scope of consolidation on Property SCR consists of 24.7% operating property, 0.1% investment
property and 75.2% supports for which the underlying assets are property assets.

Default SCR



The calculation of Default SCR was fine-tuned in 2017 to better assess counterparty risk, and is based on
the provisions ceded to the Group’s reinsurers at their Best Estimate value (market value) minus the
amount of financial sureties (cash deposits, pledges of securities or letters of credit) provided by
reinsurers for the Company’s benefit.

Simplifications used




Capacity for absorption by deferred taxes

For COFACE SA and “La Compagnie”, we calculated the adjustment related to the capacity to absorb
shock via deferred taxes (SCR adjustment) on the basis of the net deferred tax liability position for each
entity limited to a maximum capacity assessed as (BSCR_2018 + Operational SCR_2018)*Tax rate_2018.
Entities in a net deferred tax asset position have a zero SCR adjustment.
This adjustment does not take the notional deferred tax asset position into account for each entity.

Problems and difficulties encountered



Certain risk reduction mechanisms used by COFACE SA and “La Compagnie” cannot be taken into
account in the standard formula, despite the fact that they represent a major challenge for the
Company. This involves in particular:

The possibility of reducing exposure at any time without waiting until the end of the policy,


Disbursement limits.
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E.2.3 Minimum capital requirement
The minimum capital requirement is calculated as follows:
MCR=max (MCRcombined; AMCR)
or:
(a) MCRcombined represents the combined minimum capital requirement;
(b) AMCR represents the absolute floor referred to in article 129(1)(d) of Directive 2009/138/EC
and article 253 of this regulation.
The combined minimum capital requirement is calculated as follows:
MCRcombined=min(max (MCRlinear; 0.25*SCR); 0.45*SCR)
or:
(a) MCRlinear represents the linear minimum capital requirement, calculated in accordance with
articles 249 to 251;
(b) SCR represents the solvency capital requirement, calculated in accordance with Chapter V, or
Chapter VI if the use of a full or partial internal model has been approved.
The data used to calculate the minimum capital requirement is as follows:

SCR;


Best estimate;



Net reinsurance premiums for the financial year.

Details of the calculation of the minimum capital requirement ratio
La Compagnie
(in millions of euros)
Technical provisions without risk margin for non-life
A
insurance and reinsurance obligations after deducting
amounts recoverable under reinsurance contracts
B
Net written premium
C
Solvency Capital Requirement - SCR
D=0,25*C
0,25*Solvency Capital requirement
E=0,45*C
0,45*Solvency Capital requirement
Risk factor relating to the technical provisions for the
F
credit-insurance segment α
Risk factor for premiums issued for credit-insurance
G
segment β
H=(A*F)+(B*G)
Non-life Minimum Capital Requiement
I=H
Linear Minimum Capital Requirement
J
Non-life AMCR level (absolute threshold)
K
Combined MCR =min(max(I;0,25*C);0,45*C)
Global MCR
MCR=max (K;J)
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As of Dec. 31
2018

2017

441,8

439,1

535,2
696,7
174,2
313,5

486,4
723,5
180,9
325,6

17,7%

17,7%

11,3%

11,3%

138,7
138,7
2,2
174,2
174,2

132,7
132,7
2,2
180,9
180,9

E.3 Use of the duration-based equity risk submodule in the calculation of the solvency capital
requirement
COFACE SA and “La Compagnie” do not use the equity risk sub-module based on duration.

E.4 Difference between the standard formula and
any internal model used
COFACE SA and “La Compagnie” do not use any internal model to calculate their requirements in
prudential own funds.

E.5 Non-compliance with the minimum capital
requirement and non-compliance with the
solvency capital requirement
During the 2018 financial year, neither COFACE SA nor “La Compagnie” failed to comply with the
minimum capital requirement or the solvency capital requirement.

E.6 Other information
No other material information is to be made publicly available.
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F Appendices
F.1

Details
of
relationships

Pays

parent

company-subsidiary
Méthode de
Consolidation

Entité

Contrôle
31/12/2018

Pourcentages
Intérêt
Contrôle
31/12/2018
31/12/2017

Intérêt
31/12/2017

Europe du Nord
Allemagne

Coface, Niederlassung in Deutschland (ex Coface Kreditversicherung)
Isaac – Fulda – Allee 1
55124 Mainz

Allemagne

Coface Finanz GMBH
Isaac – Fulda – Allee 1
55124 Mainz

Globale

100,00%

100,00%

100,00%

100,00%

Allemagne

Coface Debitorenmanagement GMBH
Isaac – Fulda – Allee 1
55124 Mainz

Globale

100,00%

100,00%

100,00%

100,00%

Allemagne

Coface Rating Holding GMBH
Isaac – Fulda – Allee 1
55124 Mainz

Globale

100,00%

100,00%

100,00%

100,00%

Allemagne

Coface Rating GMBH
Isaac – Fulda – Allee 1
55124 Mainz

Globale

100,00%

100,00%

100,00%

100,00%

Allemagne

Kisselberg KG
c/o VR-LEASING
Hauptstr. 131. 65760 Eschborn

Globale

100,00%

100,00%

100,00%

100,00%

Allemagne

Fct Vega (Fonds de titrisation)
41 rue Délizy
93500 Pantin

Globale

100,00%

100,00%

100,00%

100,00%

Pays Bas

Coface Nederland Services
STADIONSTRAAT 20
4815 NG Breda

Globale

100,00%

100,00%

100,00%

100,00%

Pays-Bas

Coface Nederland
Postbus 3377
4800 DJ Breda

-

Succursale de Compagnie
française d'assurance pour le
commerce exterieur

Succursale de Compagnie
française d'assurance pour le
commerce exterieur

Danemark

Coface Danmark
Jens Ravns Vej 11C
7100 Vejle

-

Succursale de Compagnie
française d'assurance pour le
commerce exterieur

Succursale de Compagnie
française d'assurance pour le
commerce exterieur

Coface Sverige
Kungsgatan 33
111 56 Stockholm

-

Succursale de Compagnie
française d'assurance pour le
commerce exterieur

Succursale de Compagnie
française d'assurance pour le
commerce exterieur

Suède

-

Succursale de Compagnie
française d'assurance pour le
commerce exterieur
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Succursale de Compagnie
française d'assurance pour le
commerce exterieur
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F.2

Quantitative reports

Public Disclosure QRTs are listed in euros.
S.02.01.02 – Group
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S.02.01.02 – “La Compagnie”
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S.05.01.02 – Group
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S.05.01.02 – “La Compagnie”
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S.05.02.01 – Group
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S.05.02.01 – “La Compagnie”
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S.17.01.02 – “La Compagnie”
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S.19.01.21 – “La Compagnie”
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S.23.01.22 – Group
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S.23.01.01 – “La Compagnie”
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S.25.01.22 – Group
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S.25.01.21 – “La Compagnie”
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S.28.01.01 – “La Compagnie”

112 / 114
Single Solvency and Financial Conditions Report

S.32.01.21 – Group
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