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Executive Summary 
Arch Capital Group Ltd. (“Arch”, “ACGL”, or the “Group”), a Bermuda public limited liability company, provides 

insurance, reinsurance and mortgage insurance on a worldwide basis through its wholly owned subsidiaries. While 

we are positioned to provide a full range of property, casualty and mortgage insurance and reinsurance lines, we 

focus on writing specialty lines of insurance and reinsurance.  Arch Reinsurance Ltd. (“ARL”) is the flagship, 

Bermuda-based reinsurance company of ACGL licensed by the Bermuda Monetary Authority (“BMA”).   

The Financial Condition Report (“FCR”) is an opportunity for Arch to describe its business to the public in relation 

to our business model, whereby the public may make an informed assessment on whether the business is run in a 

prudent manner. The source information for this report is generally ACGL’s Form 10-K for the Fiscal Year Ended 

December 31, 2021 and Proxy Statement 2022, which provides a comprehensive overview of the company's 

business and financial condition (including an audited financial statements) and discloses all important facts about 

the issues on which shareholders are asked to vote during the 2022 shareholder meeting, respectively. 

For 2021, ACGL wrote $9.0 billion of net premiums and reported net income available to Arch common 

shareholders of $2.1 billion1, which represented a high-water mark in ACGL’s history.  This compares to 2020 net 

premiums of $7.4 billion and net income available to common shareholders of $1.4 billion2. We continued to grow 

the company’s book value per share (“BVPS”) and delivered an increase of nearly 11% in BVPS in 2021, marking 13 

consecutive years of growth. BVPS was $33.56 at December 31, 2021, compared to $30.31 per share at 

December 31, 2020. BVPS has grown at a compounded annual growth rate of 15% since the Company’s founding 

in 2001, underscoring our commitment to create significant long-term value for our shareholders.    

Our three areas of focus in 2021 have remained constant. In our property and casualty segments we continued to 

focus and grow in sectors where rates allow for returns that are substantially higher than our cost of capital. Our 

mortgage insurance segment has transitioned, for the most part, from forbearance to recovery and produced 

results that made a significant contribution to our underwriting income. We have also continued to focus on 

actively managing our investments and capital to enhance our returns. 

The 2021 year reflected the benefits of attractive pricing in almost all of our insurance markets. As a result, we 

currently expect favorable market conditions to continue in 2022, partially due to the compounding of rate-on-rate 

                                                           

1 Arch consolidated financial statements included the results of Somers Holdings Ltd. (formerly Watford Holdings Ltd. (“Watford”)) and its 

wholly owned subsidiaries (“Somers”) through June 30, 2021. Effective July 1, 2021, Somers is wholly owned by Greysbridge Holdings Ltd. 

(Greysbridge), which is owned 40% by Arch. Based on the governing documents of Greysbridge, we concluded that Somers no longer 

constitutes a variable interest entity and accordingly, effective July 1, 2021, we no longer consolidate the results of Somers in our 

consolidated financial statements and footnotes.  

2 The 2020 results in this paragraph are presented on a consolidated basis including contributions from the ‘Other’ segment, or Watford 

Re Ltd. The 2020 results presented elsewhere in the report are on a ‘Core’ ACGL basis or excluding the ‘Other’ segment. With BMA’s 

approval (dated April 19, 2021), for financial year 2020, we are not required to report the investment in Watford on a consolidated basis in 

the Statutory Financial Statements as required under Paragraph 7 of the Insurance Account Rules 2016; rather we report the investment in 

Watford on the Statutory Financial Statements in accordance with the equity method of accounting.  
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increases and the rebalancing of our mix of business. Rate improvements have enabled us to continue to expand 

writings in our property casualty segments as we have been for two years now. Rate momentum remained healthy 

and rate increases were well above the long-term loss cost trends and have spread to more lines than last year. 

ACGL’s and ARL’s governance structure, risk profile, and approach to capital management remain largely 

unchanged since the prior report. 

ACGL carries $18.5 billion of statutory economic capital and surplus as of December 31, 2021.  Both ACGL and 

ARL maintain a strong capital base, enabling both to comfortably meet the BMA’s solvency requirements.  
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Section 1  - Business and Performance 

1.1 Name of the Insurer 

Arch Capital Group Ltd.  
Waterloo House, Ground Floor     
100 Pitts Bay Road       
Pembroke HM 08 Bermuda      
 
Arch Reinsurance Ltd. 
Waterloo House, 1st Floor 
100 Pitts Bay Road 
Pembroke HM 08 Bermuda 

1.2 Insurance Supervisor and Group Supervisor 

Bermuda Monetary Authority 
BMA House 
43 Victoria Street 
Hamilton HM 12 Bermuda 

1.3 Approved Auditor 

PricewaterhouseCoopers LLP 
300 Madison Avenue 
New York, New York 10017-6204 
United States of America 

1.4 Description of the Ownership Details including Proportion of Ownership Interest 

ACGL’s common shares are listed and traded on The NASDAQ Stock Market LLC in the U.S. 

The following table sets forth information available to us as of February 21, 2022 with respect to the ownership of 

our voting shares by (1) each person known to us to be the beneficial owner of more than 5% of any class of our 

outstanding voting shares, (2) each director and named executive officer of ACGL and (3) all of the directors and 

executive officers of ACGL as a group. Except as otherwise indicated, each person named below has sole investment 

and voting power with respect to the securities shown. 
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_________________________ 

* Denotes beneficial ownership of less than 1% 

For Footnotes (1) through (23) refer to the Proxy 

Additional information regarding share ownership, including notes associated with the above table and preferred 

share ownership information, is available in the Security Ownership of Certain Beneficial Owners and Management 

section of ACGL’s most recent Definitive Proxy Statement (“Proxy”) Pursuant to Section 14(a) of the Securities 

Exchange Act of 1934 filed with the United States Securities and Exchange Commission (“SEC”), which can be found 

in the Investors section of ACGL’s website (http://www.archcapgroup.com/) or by clicking this direct link. 

https://ir.archgroup.com/financial-reports/2022-proxy-materials/default.aspx
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1.5 Group Structure 

We have included ACGL’s organizational structure chart as Appendix 1.  We note that, except where noted, ACGL 

is the ultimate parent owning 100% of all subsidiary companies depicted in the chart, including ARL. 

ARL is a direct subsidiary of ACGL.  With the exception of certain services, holding and investment companies, ARL 

is the direct or indirect parent of all other ACGL companies, including all (re)insurance operations.  ARL filed its 

statutory financial return for the reporting period on a consolidated basis.   

ARL has been exempted from submitting a separate Financial Condition Report by the BMA.  As a result, certain 

sections of this report include ARL-specific figures and discussion.  Where such ARL-specific information is not 

included, ARL’s financial information and processes are appropriately represented by the ACGL information 

included. 

1.6 Insurance Business Written 

The following tables set forth summary information regarding net premiums written, by segment and geographical 

region.  We classify our businesses into three underwriting segments — insurance, reinsurance and mortgage — 

and two other operating segments — ‘other’ and corporate (non-underwriting). 

Additional information regarding insurance business written, including descriptions of each segment and further 

details associated with the tables below, is available in the Business—Operations section of ACGL’s most recent 

Annual Report for the year ended December 31, 2021 on Form 10-K filed with the SEC (the “10-K”) , which can be 

found in the Investors section of ACGL’s website (http://www.archcapgroup.com/) or by clicking this direct link. 

1.6.1 Insurance Segment – Net Premiums  

 

 

 

 

https://ir.archcapgroup.com/financial-reports/sec-filings/sec-filings-details/default.aspx?FilingId=14751548
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1.6.2 Reinsurance Segment – Net Premiums  

 

1.6.3 Mortgage Segment – Net Premiums  
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1.7 Performance of Investments, Material Income and Expenses  

1.7.1 Investments 

The following table summarizes our invested assets. 

 

(1) In securities lending transactions, we receive collateral in excess of the fair value of the securities pledged. For purposes of this table, we have excluded 

the collateral received under securities lending, at fair value and included the securities pledged under securities lending, at fair value. 

(2) Includes investments carried as available for sale, at fair value and at fair value under the fair value option. 

(3) Participation interests in a receivable of a reverse repurchase agreement. 

(4) Average credit ratings on our investment portfolio on securities with ratings by Standard & Poor’s Rating Services (“S&P”) and Moody’s Investors Service 

(“Moody’s”). 

(5) Before investment expenses. 

 

 

The following table summarizes the pre-tax total return (before investment expenses) of investment managed by 

Arch compared to the benchmark return (both based in U.S. Dollars) against which we measured our portfolio 

during the periods.  
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(1) Our investment expenses were approximately 0.32% and 0.31%, respectively, of average invested assets in 2021 and 2020. 

 

The components of net investment income were derived from the following sources:  

 

(1) Amounts include dividends and other distributions on investment funds, term loan investments, funds held balances, cash balances and other. 

(2) Investment expenses were approximately 0.32% of average invested assets for 2021, compared to 0.31% for 2020. 

 

Additional information regarding our investments, including further details associated with the above tables, is 

available in the Business—Investments section of the 10-K. 

1.7.2 Income and Expenses 

The following tables summarize the Group’s underwriting income or loss by segment, together with a reconciliation 

of underwriting income or loss to net income available to Arch common shareholders. 
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(1) Certain amounts included in the gross premiums written of each segment are related to intersegment transactions. Accordingly, the sum of gross premiums 

written for each segment does not agree to the total gross premiums written as shown in the table above due to the elimination of intersegment transactions 

in the total. 
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(1) Certain amounts included in the gross premiums written of each segment are related to intersegment transactions. Accordingly, the sum of gross premiums 

written for each segment does not agree to the total gross premiums written as shown in the table above due to the elimination of intersegment transactions 

in the total. 

Additional information regarding our income and expenses, including further details associated with the above 

table, is available in the Financial Statements and Supplementary Data section of the 10-K.  
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1.8 Any Other Material Information 

No other material information to report as of December 31, 2021. 
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Section 2  - Governance Structure 

2.1 Board and Senior Executive 

2.1.1 Structure, Roles and Responsibilities 

The following individuals, with their roles responsibilities, are members of senior management of ACGL as of May 

2022:  

o Marc Grandisson –Chief Executive Officer, ACGL 

o Nicolas Papadopoulo – President and Chief Underwriting Officer, ACGL and CEO, Arch Worldwide 

Insurance Group 

o François Morin – Executive Vice President, Chief Financial Officer and Treasurer, ACGL 

o David Gansberg – Chief Executive Officer, Global Mortgage Group 

o Maamoun Rajeh – Chief Executive Officer, Arch Worldwide Reinsurance Group 

o Jennifer Centrone – Chief Resources Officer, Arch Capital Services LLC. 

o Chris Hovey – Chief Operations Officer, Arch Capital Services LLC. 

o Louis T. Petrillo – President and General Counsel, Arch Capital Services LLC. 

o Jay Rajendra – Chief Strategy and Innovation Officer, ACGL 

o Christine Todd – President, Arch Investment Management Ltd. and Senior Vice President and Chief 

Investment Officer, ACGL 

Details about the ACGL Board of Directors (“Board”) independence and composition, the Board’s role in risk 

oversight, and further detail regarding the Board (including its committees) and senior executive’s roles and 

responsibilities are included in the Board of Directors and Committees of the Board of Directors sections of the 

Proxy. 

ARL’s Board of Directors and senior executive leadership structure, roles and responsibilities are summarized 

below. 

o Maamoun Rajeh – Chairman 

o Jerome Halgan – Chief Executive Officer  

o Matt Dragonetti – President, Head of Property 

o Pierre Jal – Global Chief Underwriting Officer 

o Vanessa Hardy Pickering – Chief Financial Officer 

o Lester Pun – Chief Actuary  

o Tim Peckett3 – General Counsel 

2.1.2 Remuneration Policy and Practices 

Detail regarding ACGL’s remuneration policies and practices are included in the Compensation Discussion and 

Analysis section of the Proxy. 

ARL’s remuneration policies and practices mirror those of ACGL. 

                                                           

3 Jim Paugh was appointed General Counsel of ARL in 2022. 
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2.1.3 Supplementary Pension / Early Retirement Schemes 

The Group maintains United States tax-qualified and non-qualified defined contribution plans but does not 

maintain any defined benefit retirement or pension plans.  Further information with respect to our defined 

contribution plans that provide for the deferral of compensation on a basis that is not tax-qualified can be found 

in the 2021 Non-Qualified Deferred Compensation section of the Proxy.  In addition, ACGL and certain of its 

Bermuda subsidiaries, including ARL, are responsible for the management of eight defined contribution plans 

(“Plans”) for their Bermuda-based employees.  Four of the Plans are for Bermuda citizens, and the other four Plans 

are for non-Bermuda citizens. 

Information regarding senior executive remuneration under termination scenarios can be found in the Termination 

Scenarios–Potential Payments section of the Proxy. 

2.1.4 Material Transactions 

Information regarding transactions with related parties can be found in the Financial Statements and 

Supplementary Data–Transactions with Related Parties section of the 10-K and the Certain Relationships and 

Related Transactions section of the Proxy. 

We are aware of no other material insurance or other business transactions between the Group and shareholder 

controllers, persons who exercise significant influence, the board or senior executive during the reporting period.  

Likewise, we are aware of no such transactions between ARL and shareholder controllers, persons who exercise 

significant influence, the board or senior executive during the reporting period. 

2.2 Fitness and Propriety Requirements 

2.2.1 Fit and Proper Process 

The Nominating Committee, in its capacity as a committee of the Board, assists the Board by identifying individuals 

qualified to become Board members and recommends to the Board the director nominees for the next annual 

meeting of shareholders.  The Nominating Committee is authorized to engage search firms, independent counsel 

and other advisers as it determines to be necessary or appropriate to assess the “fit and proper” requirements of 

directors’ qualifications. 

Further details regarding the fit and proper process in assessing the board and senior executive are contained in 

the Item 1—Election of Directors section of the Proxy. 

ARL follows fit and proper processes required by the BMA. 

2.2.2 Professional Qualifications, Skills and Expertise 

The professional qualifications, skills, and expertise of the ACGL board members qualifying them to carry out their 

functions are detailed in the Item 1—Election of Directors section of the Proxy. 

The professional qualifications, skills, and expertise of ARL senior executives qualifying them to carry out their 

functions are detailed below.  

Mr. Rajeh is a member of ACGL senior management and his professional qualifications, skills, and expertise are 

therefore listed in the Proxy.  
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Jerome Halgan was appointed Chief Executive Officer of ARL in January 2018. Mr. Halgan originally joined Arch in 

2009 as Senior Underwriter with ARL in Bermuda. He was promoted to Chief Underwriting Officer in June 2012.  

He then took on the role of President of Arch Reinsurance Company in Morristown, NJ in August 2014, a position 

he held until January 2016, when he was named Chairman, President and Chief Executive Officer of Arch 

Reinsurance Company until assuming his current role. From 2001 to 2009, Mr. Halgan worked at the Berkshire 

Hathaway Reinsurance Group with his last position Vice President with responsibilities in both insurance and 

reinsurance underwriting across a wide array of lines of business. From 1998 to 2001, Mr. Halgan held various 

positions with Sorema N.A. Reinsurance Group, with responsibilities within property, underwriting and business 

analysis. Mr. Halgan holds an MBA from the Stern School of Business and an engineering degree from the École 

Supérieure d’Électricité in France. 

Matt Dragonetti is the President and Head of Property for ARL, a position he has held since November 2017.  Mr. 

Dragonetti joined ARL in November 2001 as a Senior Underwriter for US Treaty Property, and was appointed Head 

of US Property in 2005 and Head of Worldwide Property in 2012.  Before joining ARL, Mr. Dragonetti was Vice 

President of Odyssey Re and prior to that, he was a Vice President of Property Treaty for Terra Nova (Bermuda) 

from 1998-2000.  He started his reinsurance career at F&G Re as an Assistant Vice President international property 

from 1995 to 1998.  He has a B.S in Economics from Pennsylvania State University and an MBA from Northeastern 

University. 

Pierre Jal was appointed Global Chief Underwriting Officer for ARL in November 2017. Mr. Jal joined Arch 

Reinsurance Europe Underwriting dac (Arch Re Europe) as an underwriter/actuary in July 2007. He was appointed 

to senior international casualty/specialty underwriter in 2011. In 2012, Mr. Jal was appointed Chief Underwriting 

Officer P&C for Arch Re Europe. He was promoted to Chief Underwriting Officer in 2014. Prior to joining Arch, Mr. 

Jal held various underwriting and actuarial positions. From 2005 to 2007, he served as Underwriter/Head of 

Actuarial Department, of Scor Global P&C in Switzerland.  From 2004 to 2005, he was a reinsurance underwriter at 

French Market at Alea in Switzerland. Prior to this, Mr. Jal was an actuarial consultant at GECALUX in Luxemburg 

from 2002 to 2004. He started his reinsurance career in 2001 as a reinsurance pricing actuary at Gerling Global Re 

in France. Mr. Jal holds a Master’s Degree in Actuarial Science and is a fully qualified member of the French Institute 

of Actuaries. 

2.3 Risk Management and Solvency Self-Assessment 

2.3.1 Risk Management Process and Procedures 

The following narrative provides an overview of the Group’s Risk Management Framework, which describes the 

Group’s methodology for identifying, measuring, managing and reporting on the key risks affecting ACGL.  It 

outlines ACGL’s approach to risk identification and assessment and provides an overview of ACGL’s risk appetite 

and tolerance for each of the following major risks: 

o Underwriting (insurance) risk including pricing, reserving and catastrophe; 

o Investment / Market risk;  

o Credit risk; 

o Operational, including governance, regulatory, investor relations (reputational), rating agency and 

outsourcing risks; 

o Group risk; and 

o Strategic risk. 
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The framework includes details of ACGL’s: 

o Risk philosophy and policies to address the material risks confronting the Group; and 

o Compliance, approach and procedures to control and or mitigate these risks. 

The actions and policies implemented to meet ACGL’s business management and regulatory obligations form the 

core of this framework.  ACGL has adopted a holistic approach to risk management by analyzing risk from both a 

top-down and bottom-up perspective.  

Risk Identification and Assessment 

The Finance, Investment and Risk Committee (“FI&RC”), Audit Committee and Underwriting Oversight Committee 

(“UOC”) of the ACGL Board oversee the top-down and bottom-up review of the Group’s risks.  Given the nature 

and scale of the Group, these committees consider insurance, investments and operational risks within the scope 

of the assessment.  The ACGL Chief Risk Officer (“CRO”) assists these committees in the identification and 

assessment of all key risks. 

Risk Monitoring and Control 

The CRO is responsible for maintaining the ACGL Risk Register and continually reviewing and challenging risk 

assessments, including the impact of emerging risks and significant business developments.  ACGL Board approval 

is required for any new high level risks or change in inherent / residual designations. 

ACGL’s Risk Management Framework requires risk owners to monitor key risks on a continuous basis.  The highest 

residual risks are actively managed by the FI&RC. The remaining risks are managed and monitored at a process 

level by the risk owners and/or CRO. 

Risk owners have ultimate responsibility for the day-to-day management of each designated risk, reporting to the 

CRO on the satisfactory management and control of the risk and timely escalation of significant issues that may 

arise in relation to that risk. 

The CRO is responsible for overseeing the monitoring of all risks across the business and for communicating to the 

relevant risk owners if he becomes aware of issues, or potential and actual breaches of risk appetite, relevant to 

the assigned risks. 

A key element of these monitoring activities is the evaluation of the Group’s position relative to risk tolerances and 

limits approved by the Board. 

Risk Reporting 

Quarterly, the CRO compiles the results of the key risk review process into a report to the FI&RC for review and 

discussion at their quarterly meeting.  The report includes: 

o An overview of selected key risks (e.g., Underwriting, Market, Credit); 

o Changes in the rating of high level risks in the ACGL Risk Register; 

o A risk dashboard that depicts the status of risk limit and tolerance metrics; 

o Summary of largest exposures and concentration risks; and 

o Group-wide reinsurance arrangements, including outstanding and uncollectible recoveries. 
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If necessary, risk management matters reviewed at the FI&RC meeting are presented for discussion by the Board.  

The CRO is responsible for immediately escalating any significant risk matters to ACGL executive management, the 

FI&RC and/or the Board for approval of the required remediation. 

As part of our corporate governance, the Board and certain of its Committees hold regular Executive Sessions with 

members of our management team.  These sessions are intended to ensure an open and frank dialogue exists 

about various forms of risk across the organization.  

2.3.2 Implementation and Integration 

ACGL believes an integrated approach to developing, measuring and reporting its Own Risk and Solvency 

Assessment (“ORSA”) is an integral part of the Group’s Risk Management Framework.  The ORSA process provides 

the link between ACGL’s risk profile, its Board-approved risk appetite including approved risk tolerances and limits, 

its business strategy and its overall solvency requirements.   

The ORSA is the entirety of the processes and procedures employed to identify, assess, monitor, manage, and 

report the short- and long-term risks ACGL faces – or may face – and to determine the capital necessary to ensure 

that Group’s overall solvency needs are met at all times.  The ORSA also makes the link between actual reported 

results and the capital assessment. 

The ORSA process and reporting are integral parts of ACGL’s business strategy, tailored specifically to fit into ACGL’s 

organizational structure and risk management system with the appropriate techniques in place to assess its overall 

solvency needs, taking into consideration the nature, scale and complexity of the risks inherent in the business. 

ACGL also takes the results of the ORSA into account for its system of governance, including long-term capital 

management, business planning and new product development.  It also contributes to various strategic decision-

making including how best to optimize capital management, establishing the most appropriate premium levels and 

deciding whether to retain or transfer risks.    

The ORSA is the basis for risk reporting to the Board and its committees and acts as a mechanism to embed the 

Risk Management Framework within the Group’s decision making processes and operations.  The Board has 

delegated responsibility for supervision and oversight of the ORSA to the FI&RC.  This oversight includes regular 

reviews of the ORSA process and output.  

An ORSA Report is produced at least annually and the results of each assessment are reported to the Board.  The 

Board actively participates in the ORSA process by steering how the assessment is performed and challenging its 

results. This assessment is also taken into account when formulating strategic decisions for the Group. 

Where appropriate, an ARL-specific view is incorporated into ACGL’s ORSA process and reporting.  In addition, the 

ARL Risk Committee is responsible for the evaluation and monitoring of ARL’s risk management policies, procedures 

and controls which facilitates the ongoing management of ARL’s exposure to risks.  A key element of these 

monitoring activities is the evaluation of ARL’s position relative to risk tolerances and limits approved by the ARL 

Board.   
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2.3.3 Relationship Between the Solvency Self-Assessment, Solvency Needs, and Capital and Risk 
Management Systems 

As an integrated part of the business strategy, ACGL’s primary capital requirements are determined using various 

models, but the constraining capital requirements come from the Standard and Poor’s (“S&P”) Insurance Capital 

Adequacy Model.  Capital requirements at various rating levels are compared to Total Adjusted Capital (“TAC”), as 

defined by S&P, to ensure adequate capital is held in the current and future periods considered in the business 

planning process. Minimum acceptable levels of TAC relative to capital requirements or certain ratings are outlined 

in ACGL’s risk tolerances and limits, and approved by the Board. 

Any material changes in the underlying risks, such as changes in business mix, reinsurance strategy and investment 

strategy, are modeled for potential impact upon ACGL’s capital requirements.  The result of this process is to ensure 

that all material risks feed into the capital requirements analysis, and in some cases also trigger further 

investigation through stress testing. 

The results of solvency self-assessments are included in the quarterly reporting to the FI&RC.  They are also 

incorporated into the ORSA report produced by the CRO, which is then reviewed by the FI&RC and the Board for 

approval. 

2.3.4 Approval Process 

ACGL records the actual performance of the overall capital assessment and the assessment of any deviations in its 

risk profile from the assumptions underlying the capital requirements analysis to a level of detail that enables a 

third party to evaluate the assessments performed. 

The CRO prepares a quarterly report for the FI&RC covering risk management in general, including relevant ORSA 

topics, for discussion in the FI&RC meetings.  The ACGL Risk Register is presented to the FI&RC on an annual basis 

for review, followed by Board approval.  Any material changes in the risk management strategy, policies, processes, 

procedures and/or capital requirements analysis are presented to the Board for approval. 

The ORSA policy and the ORSA report are reviewed by the FI&RC and recommended to the Board for approval.   

2.4 Internal Controls 

2.4.1 Internal Control System 

ACGL has adopted the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) 2013 

framework as the criteria for evaluating the effectiveness of the Group’s internal controls over financial reporting.  

The COSO 2013 framework includes the following components: 

o Control Environment; 

o Risk Assessment; 

o Control Activities; 

o Information and Communication; and 

o Monitoring Activities. 

The Group’s assessment of its internal controls framework takes into consideration all five components of the 

COSO 2013 framework and includes an evaluation of the design and operating effectiveness of related internal 

controls. 
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2.4.2 Compliance Function 

The Board has approved the establishment of a compliance and ethics program to ensure that ACGL promotes an 

organizational culture that encourages the highest standards of ethical business conduct and compliance with its 

Code of Business Conduct, its policy statements and any laws and regulations which govern its business activities 

(collectively referred to as the “Compliance Program”). The Compliance Program is intended to ensure that ACGL 

exercises appropriate due diligence to prevent conduct which is in violation of its Compliance Program thereby 

protecting ACGL’s reputation and good name. Consistent with its desire to have uniform policies, practices and 

procedures to ensure that our business is conducted in an ethical manner, ACGL has directed that each of its 

majority-owned subsidiaries (together with ACGL, referred to as the “Companies”) adopt a compliance program 

similar to that adopted by ACGL. In addition to being familiar with this Compliance Program, it is essential that 

employees are familiar, and in compliance, with any additional compliance programs and procedures adopted to 

meet the requirements of applicable local law and regulations which may not be covered by this Compliance 

Program.  

The requirements of this Compliance Program apply to all employees, officers and directors of the Companies 

(herein referred to as “employees”). In addition, where appropriate, the Compliance Program also will apply to 

agents of the Companies.  

Group Compliance Officers are appointed upon the agreement of the Presidents and/or Chief Executive Officers of 

the operating companies in each Group. The Group Compliance Officers report to their Group Presidents and to 

the Director of Compliance and may consult with such other personnel as deemed appropriate and necessary to 

ensure the proper functioning of the Compliance Program.   

2.5 Internal Audit 

Internal Audit (“IA”) operates in accordance with its charter, which outlines IA’s mission, scope, responsibilities and 

reporting structure. The charter is periodically reviewed and subject to approval by the Audit Committee.  

The purpose of IA is to provide independent, objective assurance and consulting services designed to add value 

and improve Arch Capital Group Ltd.’s and its subsidiaries’ (the “Company”) operations. IA helps the Company 

accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness 

of governance, risk management, and control processes.  IA activities are performed in alignment with the 

mandatory elements of The Institute of Internal Auditors’ (“IIA”) International Professional Practices Framework.   

The Chief Audit Executive of IA (“CAE”) is responsible for ensuring that IA remains free from all conditions that 

threaten the ability of internal auditors to carry out their responsibilities in an unbiased manner, including matters 

of engagement selection, scope, procedures, frequency, timing, and report content. If the CAE determines 

independence or objectivity may be impaired in fact or appearance, the details of impairment will be disclosed to 

appropriate parties. 

Internal auditors have no direct operational responsibility or authority over any of the activities audited. 

Accordingly, internal auditors will not implement internal controls, develop procedures, install systems, prepare 

records, or engage in any other activity that may impair their judgment.     
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2.6 Actuarial Function 

The Actuarial function is monitored by the ACGL Audit Committee and UOC.  Actuaries within the ACGL entities are 

responsible for: 

o Developing reserve estimates, including assessing the quality of underlying data; 

o Assisting in the execution of the risk management framework; 

o Assisting with the underwriting process, including those surrounding pricing and writing of 

underwriting contracts and risk transfer mechanisms (e.g., ceding reinsurance, derivative 

instruments, etc.); 

o Supporting actuarial information technology development, including the development of applications 

and financial database management; 

o Developing capital models and providing output from the models for use by Senior Executives, Board 

Committees and the Board; and 

o Providing support of financial information to multiple stakeholders including regulatory bodies, rating 

agencies and the SEC. 

The actuarial function comprises experienced, fully qualified, individuals with in-depth knowledge of actuarial and 

financial mathematics.  The function is staffed appropriately given the nature, scale and complexity of the risks 

inherent in the integrated operations. 

ACGL’s Group Actuary oversees actuarial policies throughout the Group, as well as development of Group-wide 

actuarial techniques and standards.  This individual provides an independent assessment of the Group’s reserves 

to the Audit Committee each quarter. 

2.7 Outsourcing 

2.7.1 Outsourcing Policy 

ACGL defines outsourcing as contracting out part or all of a business function to a third party.  In this regard, ACGL 

may use the external service provider’s processes and controls to perform the agreed upon services.  However, 

ACGL will retain all decision making and ultimate responsibility over the business function and maintain the 

appropriate monitoring mechanisms to ensure adherence to a service level agreement.  

All outsource providers are engaged under formal contracts that include fee and billing structures.  Contracts must 

be reviewed by our Legal department and approved by ACGL executive management and/or the Board as 

appropriate.   

Vendors who provide outsourced services across the Group (e.g., Accounting Services) are under supervision of 

Group personnel who communicate regularly with ACGL executive management to assist in identifying issues and 

monitoring performance. 

No key insurance functions have been outsourced at the ACGL entity level. 

2.7.2 Intra-Group Outsourcing 

This subsection is not applicable to ACGL as a group.   

ARL does not outsource significant operations, with the following exceptions: 
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o Investment management services are performed by an ACGL subsidiary, Arch Investment 

Management Ltd. 

o Internal Audit services are performed by the Internal Audit function of Arch Capital Services LLC, an 

ACGL subsidiary. 

2.8 Any other material information 

No other material information to report as of December 31, 2021.  
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Section 3  - Risk Profile 

3.1  Material Risks 

A discussion of material risks facing ACGL is available in the Risk Factors section of the 10-K, including detailed 

discussion of various risks in each of the following sub-sections: 

o Risks Relating to Our Industry, Business, and Operations 

o Risk Relating to Financial Markets and Investments 

o Risk Relating to Our Mortgage Operations 

o Risks Relating to Our Company and Our Shares 

o Risks Relating to Taxation 

3.2  Risk Mitigation 

Much of the strategy to mitigate key risks is contained in the discussion referenced immediately above.  In addition, 

management uses ceded reinsurance to further mitigate gross insurance risks.  Related discussion is available in 

the Management’s Discussion and Analysis of Financial Condition and Results of Operations—Summary of Critical 

Accounting Estimates—Ceded Reinsurance section of the 10-K. 

3.3  Material Risk Concentrations 

The Group’s stated risk appetite and associated limits state that ACGL will write catastrophe-exposed business 

while limiting single probable maximum loss (“PML”) or realistic disaster scenario (“RDS”) occurrences at 1-in-250 

year probability to less than 25% of tangible book value.  ACGL is compliant with these statements as of the date 

of the report. 

PMLs represent an estimate of loss for a single event for a given return period, and are typically related to natural 

catastrophe risk.  Natural catastrophe risk is a source of significant aggregate exposure for the Group and is 

managed by setting risk appetite and limits, as discussed above for the Group and also at more granular levels 

within operating units. Natural catastrophe perils can impact geographic regions of varying size and can have 

economic repercussions beyond the geographic region directly impacted.  ACGL monitors its natural catastrophe 

PMLs on a quarterly basis. 

RDSs can emanate from various sources of risk, including but not limited to economic crises, mass tort events, and 

pandemic health events.  ACGL has potential exposure to these and other potential PML/RDS events through its 

(re)insurance operations, including mortgage, and monitors them on a quarterly basis. 

The main risk exposures areas, other than underwriting and catastrophe risk, by which the Group might be subject 

to concentration of risk would be investments and credit or counterparty risks.  In order to minimize its subjectivity 

to investment concentration risk, the Group has designed its investment portfolio to diversify risks, including 

interest rate, credit, structure and equity risks.  To ensure diversification and to avoid excessive aggregation of 

risks, the Group has placed limits on asset types, economic sector exposure, industry exposure and individual 

security exposure, and which are monitored on an ongoing basis.   

The FI&RC of the Board is charged with the responsibility to monitor the Group’s compliance with the policies, 

guidelines and risk limits governing its material risk concentrations to both the (re)insurance and investment 

portfolios. 
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3.4  Investments 

Information regarding our investments, including a description of how assets are invested in accordance with the 

prudent person principle, is available in the Business—Investments section of the 10-K. 

3.5  Stress Testing and Sensitivity Analysis 

Stress testing is an integral part of ACGL’s risk management framework.  The stress scenarios, which include a 

reverse stress test scenario, evaluated as part of ACGL’s ORSA process provide insight into the financial implications 

of stress events the Group is exposed to.  A well-developed set of stress scenarios are also considered an important 

part of each operating entity’s ORSA activities.  While universal consistency in specific stress scenarios among 

operating entities (or between entities and the Group) is not necessary, ACGL has adopted standards for stress 

testing, stating each stress scenario quantified should: 

o Result in a stressed (i.e., less beneficial) financial position, as measured by the ratio of available to 

required capital; 

o Constitute at least a 1:100 year event.  Where risk appetites or other metrics are linked to a more 

remote event (e.g., 1:250) it may be prudent to use include such events with longer return periods; 

o Wherever possible be based on modeled events.  Where modeled events are not available, historical 

experience or well-reasoned judgmental amounts may be substituted; and 

o Consider all potential sources of stress and the impact of the stress event(s) on all risk categories for 

the entity. 

ACGL stress scenarios take different forms depending on the entity in question and the risks it is exposed to; 

however, stress scenarios employed around the Group typically fall into the following general categories: 

o Reserve/Underwriting Risk Adverse Scenarios; 

o Financial Market Events; 

o Catastrophe/Man-Made/Other Large RDS; 

o Credit (Counterparty); 

o Growth; and 

o Operational. 

ACGL’s latest stress testing results lead ACGL management to believe it has sufficient capital to withstand all 

reasonably foreseeable stress events. 

Sensitivity analysis is also conducted as part of various ORSA and risk management activities around the Group, in 

order to test and maintain the robustness of the models employed and the parameters set within those models. 

3.6  Any Other Material Information 

No other material information to report as of December 31, 2021. 
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Section 4  - Solvency Valuation 

4.1  Valuation Bases, Assumptions and Methods for Assets 

ACGL generally values its assets under accounting principles generally accepted in the United States of America 

(“GAAP”), including the use of fair value measurement and other-than-temporary (“OTTI”) impairments for certain 

assets.  Related discussion is available in the Management’s Discussion and Analysis of Financial Condition and 

Results of Operations, Note 9 – “Investment Information” and Note 10 – “Fair Value” under item 8 “Financial 

Statements and Supplementary Data” of the 10-K. 

A series of adjustments to the GAAP valuations of various assets in line with BMA statutory return and Economic 

Balance Sheet (“EBS”) rules are undertaken, in order to comply with the BMA’s “Guidance Note for Statutory 

Reporting Regime” for the reporting period’s statutory filing. 

Material adjustments undertaken to get from GAAP to the economic basis asset valuation required in the statutory 

EBS include: 

o Deferred acquisition costs are excluded from the EBS 

o Goodwill and intangible assets are excluded from the EBS 

o Certain receivable amounts are reduced for the amounts already due, which for EBS purposes are 

included in the technical provision calculations described in the following section 

4.2  Valuation Bases, Assumptions and Methods for Technical Provisions 

The process of valuing ACGL’s Insurance Technical Provisions (“TPs”) begins with actuarial valuation of our GAAP 

basis reserves for loss and loss adjustment expenses (“Loss Reserves”).   Cash flows associated with those Loss 

Reserves, along with unearned premium reserves and provisions for other components of economic basis TPs, are 

converted to an economic basis using the approach outlined below. 

Discussion of ACGL’s approach to setting GAAP basis loss reserves is available in the Management’s Discussion and 

Analysis of Financial Condition and Results of Operations—Summary of Critical Accounting Estimates, and Note 5 – 

“Reserve for Losses and Loss Adjustment Expenses” under Item 8 –“ Financial Statements and Supplementary Data” 

of the 10K. 

4.2.1 Calculation Methodology 

GAAP Loss Reserves and unearned premium reserves, along with certain receivable and payable balances, are 

converted into TPs for reporting on the EBS.  The overarching principle for valuing TPs under the EBS is the 

current amount undertakings would have to pay if they were to transfer their (re)insurance obligations 

immediately to another undertaking. 

The calculations for the TPs are based on the existing GAAP valuation. The same methodology is applied to each 

homogeneous risk group and follows the steps laid out below: 

(i) Gross and net best estimates of liabilities are estimated separately for each underwriting year. Each 
underwriting year is then split into earned or unearned business. Relevant payment patterns are applied 
to these different blocks according to the respective state of their development. The output consists of 
gross and net outflows for claims payments, separately for claims provision and premium provision; 
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(ii) Premium receivables are derived from the analysis of debtor cashflows (i.e. looking at the not yet due 
debt collectibles). Estimates of not yet due debt collectables are used directly as cash inflows. The output 
consists of gross cash inflows of premium receivables for both claims provisions and premium provisions. 
It is worth noting that debt due but not received is excluded from the technical provisions and is instead 
included within insurance receivables on the balance sheet. In addition, the calculations also allow for 
future reinsurance costs which correspond to recoveries being made in respect of claims; 

(iii) During steps i) and ii) above, a number of adjustments are made to allow for: 
 The business contractually agreed before the balance sheet date, but incepting after the 

balance sheet date. This is referred to as Bound But Not Incepted (“BBNI”) business; and 
 Events Not In Data (“ENIDs”). 

(iv) Cash outflows for reinsurance premium payables/net premium receivables are based on gross cashflows 
to which net or ceded ratios are applied to both premiums and claims. These net/ceded ratios are based 
on the ratios derived in the GAAP reserving exercise; 

(v) Different types of expenses are projected and future cashflows are derived from this analysis. The output 
consists of expense cash outflows separately for claims provision and premium provisions; 

(vi) An allowance for cash inflows stemming from ceded reinsurance income is also made; 
(vii) An adjustment is carried out to allow for reinsurance counterparty default. The output consists of cash 

outflows for reinsurance counterparty default; 
(viii) The risk margin is calculated at a total level by running off the one-year Bermuda Solvency Capital 

Requirement (“BSCR”) as regards insurance, counterparty and operational risk over future years and 
multiplying the cashflows by a cost of capital of 6% per annum; and 

(ix) All cashflows are discounted and the sum of these discounted cashflows is calculated for each series. 
These sums are then added together to derive the net best estimate liabilities. The discount rates used 
are those prescribed by the BMA. 

ACGL’s net TPs as of December 31, 2021 and 2020 are summarized in the table below.   

 

We note that due to ARL filing its statutory return on a consolidated basis, ARL’s TPs as of December 31, 2021 

and 2020 are equivalent to those of ACGL. 

4.2.2 Uncertainty 

TPs represent estimates of what the insurer or reinsurer ultimately expects to pay on claims at a given time, based 

on facts and circumstances then known, and it is probable that the ultimate liability may exceed or be less than 

such estimates. Even actuarially sound methods can lead to subsequent adjustments to reserves that are both 

significant and irregular due to the nature of the risks written. Loss reserves and TPs are inherently subject to 

uncertainty. 

 

In establishing loss reserves and TPs, we have made various assumptions relating to the pricing of our reinsurance 

contracts and insurance policies and have also considered available historical industry experience and current 

industry conditions. The timing and amounts of actual claim payments related to recorded reserves vary based on 

many factors including large individual losses and changes in the legal environment, as well as general market 

conditions. The ultimate amount of the claim payments could differ materially from our estimated amounts. 

Group Technical Provisions

As of December 31 (in $M) 2021 2020

Best Estimate Claim Provisions 11,579 10,545

Best Estimate Premium Provisions (2,564) (2,592)

Risk Margin 1,777 1,876

Total Technical Provisions 10,792 9,829
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Certain lines of business written by us, such as excess casualty, have loss experience characterized as low frequency 

and high severity. This may result in significant variability in loss payment patterns and, therefore, may impact the 

calculation of discounting for time value of money assumed by TPs along with the inherent volatility in the 

underlying nominal losses. 

4.3  Reinsurance Recoverables 

Ceded reinsurance recoverable amounts are valued using actuarial techniques and a conversion from GAAP 

amounts to TPs as described in the preceding section regarding technical provisions. 

4.4  Valuation Bases, Assumptions and Methods for Other Liabilities 

ACGL generally values its other liabilities on a GAAP basis, as described in Section 4.1. 

Similar to assets, a series of adjustments to the GAAP valuations of various liabilities in line with BMA statutory 

return and EBS rules are undertaken, in order to comply with the BMA’s “Guidance Note for Statutory Reporting 

Regime” for the reporting period’s statutory filing.  

Certain payable amounts are reduced for the amounts already due, which are included in the technical provision 

calculations described in the preceding sections. 

4.5  Any Other Material Information 

No other material information to report as of December 31, 2021. 
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Section 5  - Capital Management 

5.1  Eligible Capital 

5.1.1 Capital Management Policy and Process 

ACGL has adopted governance and holding company oversight guidelines, which outline (i) areas where decisions 

are subject to the review and approval by ACGL, including decisions relating to capital requirements, and (ii) the 

process for ACGL review and approval. 

The capital commitments and capital management decisions subject to review and approval by ACGL include 

acquisitions/divestitures, incurrence of debt or equity, issuance of guarantees, payment of dividends, changes in 

corporate structure and regulatory capital commitments. ACGL reviews and approves the annual business plan and 

capital expenditures budget (together “Annual Plan”) proposed by each operating unit. The Annual Plan 

incorporates the fundamental business and risk profile characteristics of each line of business, and any material 

changes in (or variations from) the business or risk profile reflected in the Annual Plan requires prior review and 

approval by ACGL.  The Annual Plan therefore serves as an important element in determining whether actions or 

changes in the operating units’ businesses will be subject to review and approval by ACGL. 

In the event that an operating unit is involved in a proposed transaction or situation that may require a revision to 

the Annual Plan, the guidelines require that the unit send to the CFO, with a copy to the General Counsel, a 

communication providing a summary of the transaction or situation, including proposed terms and timing and the 

manner in which the transaction or situation differ from the Annual Plan. 

Requests for capital and other capital requirements are reviewed by ACGL in the context of the broader Arch group, 

including all subsidiary companies. ACGL considers, among other things, the capital needs of other operating 

groups, the capital and/or liquidity needs of ACGL, the broader strategic objectives of the Group, and the 

regulatory, compliance and ratings implications. If applicable, the CFO (or his designee) will also seek any required 

approvals, including from the Board or lenders to ACGL.  

5.1.2 Eligible Capital 

ACGL 

ACGL’s eligible capital by Tier under BMA definitions is summarized in the table below. 

 

Tier 1 capital is comprised of fully paid common shares, contributed surplus or share premium, convertible 

preferred shares, and statutory economic surplus as of December 31, 2021.  These amounts are then reduced by 

the amount of treasury shares and encumbered assets as defined by the BMA. 

Tier 2 capital is comprised of the following as of December 31, 2021: 

(i) $500 million of Series G Preference Shares approved by the BMA as Tier 2 Basic Capital on 6/11/2021. 

ACGL Eligible Capital

As of December 31 (in $M) 2021 2020

Tier 1 12,623 12,896

Tier 2 3,875 2,662

Tier 3 1,950 1,950

Total 18,448 17,508
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(ii) $330 million of Series F Preference Shares approved by the BMA as Tier 2 Basic Capital on 5/21/2018. 

(iii) $300 million of Senior Notes due May 2034 approved by the BMA as Tier 2 Ancillary Capital on 12/15/2016. 

(iv) $500 million of Senior Notes due November 2043 approved by the BMA as Tier 2 Ancillary Capital on 

6/4/2015. 

(v) $2,246 million of additional funds moved from Tier 1 as determined by the BMA’s encumbered asset 

formulas 

Tier 3 capital is comprised of the following as of December 31, 2021: 

(vi) $450 million of Senior Notes due December 2046 approved by the BMA as Tier 3 Ancillary Capital on 

5/21/2018. 

(vii) $500 million of Senior Notes due December 2026 approved by the BMA as Tier 3 Ancillary Capital on 

5/21/2018. 

(viii) $1 billion of Senior Notes due June 2050 approved by the BMA as Tier 3 Ancillary Capital on 6/22/2020. 

Items (iii) and (iv) are subject to transitional arrangements as required under the Eligible Capital Rules, thus being 

considered eligible capital until 2026. 

ACGL has $96 million of encumbered assets as defined by the BMA, affecting the availability and transferability of 

capital to meet the Enhanced Capital Requirement (“ECR”) regulatory requirements.  These amounts consist of 

deposits required by overseas regulators and various other encumbrances, and an associated amount has been 

removed from the eligible capital amounts identified above. 

ACGL reported $13,546 million of GAAP shareholder’s equity as of December 31, 2021 as compared to $18,465 

million of available statutory capital and surplus, a difference of $ 4,919 million.  Differences between GAAP and 

statutory equity correspond to the valuation of assets and liabilities sections above, with the most significant 

adjustments related to the movement from GAAP basis recognition of loss, expense, and unearned premium 

reserves and receivable/payable amounts to EBS technical provisions. 

ARL 

ARL’s eligible capital by Tier under BMA definitions is summarized in the table below. 

 

 

Items (i), (ii), (iii) identified as Tier 2 capital in the ACGL subsection above are recognized as Tier 1 capital for ARL, 

due to the entire amount of ACGL capital and surplus being recognized as such on ARL’s consolidated financial 

return. 

The amounts identified above for ACGL and ARL are fully available to meet the ECR regulatory requirements, as 

outlined below. All Tier 1 and Tier 2 amounts are fully available to meet the Minimum Margin of Solvency (“MSM”). 

ARL Eligible Capital

As of December 31 (in $M) 2021 2020

Tier 1 14,593 14,810

Tier 2 2,856 1,582

Tier 3 950 950

Total 18,399 17,342
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5.2  Regulatory Capital Requirements 

ACGL’s ECR as determined using the BMA’s Bermuda Solvency Capital Requirement (“BSCR”) model and MSM using 

the aggregation method are summarized in the table below. 

 

ARL’s ECR and MSM as determined using the BMA’s BSCR model are summarized in the table below. 

 

As of the end of the reporting period, ACGL and ARL are compliant with all ECR and MSM capital requirements. 

5.3  Internal Capital Model 

This section is not applicable to ACGL or ARL, as we have not applied to have our internal model approved to 

determine regulatory capital requirements. 

  

ACGL Regulatory Capital Requirements

As of December 31 (in $M) 2021 2020

Enhanced Capital Requirement 5,962 5,287

Minimum Margin of Solvency 5,476 4,340

ARL Regulatory Capital Requirements

As of December 31 (in $M) 2021 2020

Enhanced Capital Requirement 5,952 5,234

Minimum Margin of Solvency 2,375 1,622
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Section 6  - Subsequent Event 
No subsequent event to report. 
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Declaration 
To the best of our knowledge and belief, this financial condition report fairly represents the financial condition of 

ACGL in all material respects.  

 

 

 

Signed: ______________________________ Date: _____________________ 

  Marc Grandisson 

 Chief Executive Officer, ACGL  

 

 

 

Signed: ______________________________ Date: _____________________ 

  Janice Englesbe 

 Chief Risk Officer, ACGL    
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APPENDIX – ACGL Organizational Structure 
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