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Summary

Guarantee Protection Insurance Ltd (hereafter referred to as GPI) is regulated under the Solvency I
(51l) Directive that came into force on 1st January 2016, and accordingly is required to provide a
number of gualitative and quantitative reports. The purpose of this report - titled the Solvency &
Financial Condition Report (SFCR) - is to satisfy the public disclosure requirements under the Sl
Directive.

The elements of required disclosure relate to business performance, governance, risk profile, solvency,
and capital management.

During the reporting period there have been several key new and continuing developments in the
following areas:

» Potential Acquisition
The shareholder entered into a Sale and Purchase agreement on 22/10/2019 which requires
certain conditions precedent to be met prior to a legal acquisition occurring including
regulatory approvals of the change in control. At the balance sheet date the conditions
precedent had not yet been met.

The Sale and Purchase agreement includes a longstop date, which has been subject to
extension and it is now understood that the current longstop date is 20/04/2021 in order to
provide the potential acquirer with additional time to satisfy the conditions precedent (inter
alia; by submitting a completed change in control form and having this approved by the
regulators).

It is understood that the potential acquirer submitted a change in control form for regulatory
approval on or around 15/01/2021. The group is cognisant that the regulators may take up to
60 business days to decide on completed applications (with the timeline being suspended
where the regulator requires additional information necessary to complete the application).

* New line of business

In 2020, the Company was presented with the opportunity to enter into a new agreement
with a broker, and underwrite a caravan insurance book of business. In December 2020 the
company signed a contract to write caravan owners property damage insurance and began
writing the business in March 2021.

* Material reinsurance contract
On the 30" June 2020, the Group Management Boar (GMB) took the decision not to commute
the Loss Portfolio Transfer and Adverse Development Cover insurance contract at that option
date but to allow the treaty to run on indefinitely. The contract covers all business written in
the period 1% January 2003 to 31° December 2019 and offers protection to the claims costs
occurring from these policies. This resultant risk transfer also provides a material beneficial
reduction in capital requirement in relation to these policies.

In 2020, the Company entered into a new reinsurance contract for Catastrophe risk cover for
the new line of business noted above which resulted in an outward reinsurance premium of
£118,775. This premium is to be paid in instalments with the first of £59,378 being paid in
December 2020 and a deferred balance has been recorded. The premium is spread over the
13-month life of the contract on a straight-line basis.

« COVID-19 pandemic
From March 2020 the COVID-19 pandemic began to impact the UK economy and business
environment. The UK lockdown commencing 23 March 2020 resulted in the business
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successfully moving to a remote working environment model for the remainder of the year.
An exercise has been undertaken in the business which evidences that the control
environment is being maintained in COVID-19 circumstances and has been adapted as
necessary given remote working and the unusual business circumstances the UK is facing.

Financial and operational risks have been modelled in order to assess the solvency position under
relevant stresses. The Company expects to continue to meet its solvency and capital requirements as
required by current laws and regulations. The impact of COVID-19 continues, where appropriate, it
has been incorporated into the risk profile and into future performance. Further information relating
to the COVID-19 pandemic is included within sections A, B, C, D and E of the report.

Beyond the developments listed above there have been no material changes to GPI's business and
performance, system of gowvernance, risk profile, valuation for solvency purposes and capital
management, and an executive summary of the document is detailed below:

Key Elements and drivers of the business

GPl is a specialist underwriter which retains experience and expertise in the provision of long-term
Insurance Backed Guarantees (IBGs) for construction and related work, with a historic niche in timber
treatment, damp proofing, roofing, and double glazing. New lines of business with additional work
types and term were considered and in December 2020 the Company signed a contract to write
caravan owners’ property damage insurance.

GPI's risk appetite is aligned to retain focus around driving consolidation and concentration on the
Insurance Backed Guarantees (IBGs) for construction and related work as described above, while
seeking opportunities to diversify the book where appropriate.

The business continues to embed appropriate and proportionate strategic values and culture to
support corporate governance and prudent risk management.

Underwriting Performance

Material Class of Business 100% Miscellaneous Financial Loss
Geographical Split of Business 100% UK & Ireland 100% UK & Ireland
2020 (£m) 2019 (£m)
Gross Written Premium 3.33 3.34
Technical Provisions 19.99 19.67
Movement in UPR 0.58 0.43
Claims Paid and Incurred 2.85 2.45
Operating Expenses 1.47 1.29
 Expenses as a % of Premium 44% 39% |
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Investment Performance Net Net Net | Changesin | Revaluation Net
Investment | [nvestment Realised fair value | of Property | Investment
2020 (Em) Income Expense Gains and Result
Losses

Managed Funds
Government Bonds 213,900 - - 130,677 - 344,577
Corporate Bonds 208,444 - (222,558) 83,212 - 69,098
Loans and Receivables 8,174 - - - - 8,174
Investment in Subsidiary 1,050,000 - - - - 1,050,000
Cash and Cash Equivalents 12,595 (9,284) - - - 3,311
Investment Property - - - - 10,000 10,000
Other Investment Income 9,000 - - - - 9,000
1,502,113 (9,284) (222,558) 213,889 10,000 1,494,160
Investment Performance Net Net Net | Changes in | Revaluation Net
Investment | Investment Realised | fair value | of Property | Investment
2019 (Em) Income Expense Gains and Result

Losses

Managed Funds
Government Bonds 255,974 - (96,007) 18,783 - 178,750
Corporate Bonds 212,344 - (48,022) 181,625 - 345,947
Loans and Receivables 17,804 - - - - 17,804
Investment in Subsidiary 750,000 - - - - 750,000
Cash and Cash Equivalents 19,666 (2,872) - - - 16,794
Investment Property - - - - - -
Other Investment Income 14,336 - - - - 14,336
1,270,124 (2,872) (144,029) 200,408 - 1,323,631

Key Elements of the Governance System

GP| is subject to the Senior Managers & Certification Regime (SMCR) which is a regulatory framework
that came into force on 12th December 2018. The regime reflects the regulators’ intention to align
regulation of insurance with the banking supervision rules, with its primary purpose to strengthen
accountability and governance, and ensure that Senior Insurance Managers conduct themselves with
honesty, integrity, and skill.

GPI is part of the Kinnell Group of six companies, and due to the size, scale, and complementary nature
of the businesses the Kinnell Group has adopted a holistic, integrated approach to the implementation
of its governance, risk, and compliance frameworks. To achieve this the Group has established a
unitary operating board structure - the Group Management Board (GMB).

The GMB has delegated authority from each of the individual entity boards within the Kinnell Group.
The current governance structure ensures that Directors approved under the Senior Managers &
Certification Regime with relevant control functions effectively have authority over the whole Group.
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The GMB is made up of 8 Members:

e Mon-Executive Chairman - Jeremy Brettell

s Non-Executive Director - Paul Wakefield

e Mon- Executive Director- Graham Singleton

e Mon-Executive Director - Jon Vanstone (WSL)

e Chief Executive Officer - Andrew Page

s Interim Chief Financial Officer - Carol Ritchie

* Group Head of Finance - Fiona Ross (Maternity Leave from May 2020 to March 2021)
s Operations Director - Jay Frew

The corporate governance structure has been designed to include at least two MNon-Executive
Directors as members of the GMB, and this is to ensure effective, independent oversight and
challenge, and to prevent any one individual director having unfettered powers of decision.

The GMB is supported by a number of sub-committees at both board and executive management
level, namely:

* The Nomination and Remuneration Committees (Subcommittee)

e The Risk Committee (Subcommittee)

s The Audit Committee (Subcommittee)

¢ The Executive Committee (Executive management committee)

* The Asset and Liability Committee (Executive management committee)
¢ The Reserving Committee (Executive management committee)

This corporate governance framework has been established to ensure that all entities within the
Kinnell Group comply with their relevant regulatory obligations; the GMB has adequate oversight of
business activities; and that the Group has defined, transparent and consistent lines of responsibility,
and effective processes to identify, manage, monitor and report risks the Group is exposed to. More
information on the committee structure can be found in section B.1.

Key risk areas

Some risk areas are significantly more material in terms of their potential impact to the Company, and
some further details on each of these have been included below:

Macroeconomic Risk

The risk of further economic downturn presents significant threat to the Company and could
potentially affect profitability in several ways. As the Company’s biggest income stream is from the
sale of Insurance Backed Guarantees on home improvement works, the impact of a recession could
be fewer people having additional funds to spend on non-essential home improvements. The
Company monitors the social and political landscape, as well as general market conditions to stay
ahead of this risk.

An economic downturn may also have an impact on our investment returns, which is another key
source of income. This risk is heightened due to the increased volatility and uncertainty that the
COVID-19 pandemic is having on market conditions. This was and continues to be managed by GPI
Ltd in a number of ways including weekly meetings with the appointed Investment Managers and bi-
weekly Asset and Liability Committees to agree on the Investment Strategy to be followed. The risk
to the Company is also reduced due to the low risk assets in which GPI Ltd is investing in (Government
and Corporate Bonds.)
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Claims & Reserve Risk

With the long tail nature of our business, we may be exposed to claims arising in a different pattern
and magnitude to those assumed in the technical provisions. The Company actively reviews premium
and claims reserve provisions, and stressed factors, in both a current and post COVID-19 environment,
with appropriate input by key stakeholders and appropriate challenge by the General Management
Board. Examples of consideration include consolidation of losses, further adverse conditions related
to the COVID pandemic, general economic downturn, and contractor failure rates. The underwriting
and claims environment continue to be monitored closely ensuring material movements are reflected,
and assumptions adjusted as and when necessary.

Regulatory Risk

GP| Ltd operates in a highly regulated environment and we are cognisant of the exposure to potential
regulatory action that may be punitive for the business, both financially and reputationally. This risk
is mitigated through strong corporate governance and internal control frameworks that monitor our
adherence to regulatory obligations, and in particular, our treatment of customers. This is also
validated with the maintenance of an open and proactive dialogue with the regulator.

Regulatory Risk - Brexit

GPI Ltd does not currently underwrite business in any of the remaining EU27 bloc, however, there is
a number of small run-off books in the Republic of Ireland, France, Belgium and the Netherlands.
Therefore, in accordance with advice procured in each of those jurisdictions, GPI Ltd shall avail itself
of the run-off regimes in those countries to enable it to service claims arising on the relevant policies.

Operational Risk

The Company acknowledges that some level of operational risk is inherent in any business operation,
however, the business attempts to keep operational risk at the lowest degree possible through
application of the governance, risk, and control frameworks, and associated resources. While the
Group has a certain level of complexity to its structure, GPl has a relatively static operating
environment. Considering the proportionality principle, operational risk is relatively low in relation to
our core business activities. Exposure to people, systems and control failures, external fraud, conduct
risk, and IT security/cyber risks are considered within the operational risk management framework to
ensure that appropriate focus is maintained to identify significant issues that suggest fundamental
control failures and to reduce exposure to future risks.

Due to the COVID-19 pandemic, the Company has moved to a remote working business mode| for all
staff. An exercise has been undertaken in the business which evidences that the control environment
is being maintained in COVID-19 circumstances and has been adapted as necessary given remote
working and the unusual business circumstances the UK is facing.

Cyber Risk

GPI Ltd has a tolerance for risk, allowing it to achieve its business goals and objectives in a manner
that is compliant with UK data protection laws and regulations. GPI Ltd has a low-risk appetite for the
loss of its business and customer data and physical information assets. To ensure compliance GPI Ltd
has a robust Risk Management Framework in place, mandatory Cyber Risk training for employees and
additionally carries out annual independent IT security audits.

Due to the COVID-19 pandemic, the Company has moved to a remote working business model for all
staff, this heightens the risk of malware infection. This is being monitored by the Head of IT and
reported into the Group Management Board (GMB) on a regular basis to ensure we are not exposed
to an unacceptable level of risk which may have a financial impact.
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Solvency Il

The Solvency 11 {'SII’) regime has been effective since 1 January 2016 and establishes a new set of EU
wide capital requirements, risk management and disclosure standards. The Company is required to
meet a Minimum Capital Requirement (“MCR") and a Solvency Capital Requirement (“SCR"), which is
calibrated to seek to ensure a 99.5% confidence of the ability to meet obligations over a 12-month
time frame.

The Company calculates its SCR in accordance with the standard formula prescribed in the SlI
regulations.

The Company has met the key deliverable requirements of the PRA. The Own Risk and Solvency
Assessment ("ORSA”) was submitted in November 2020. Quantitative Reporting Templates (“QRTs")
have been submitted to the PRA for all quarters in 2020. All submissions were made before the last
submission dates.

Solvency Ratio

At the 31* December 2020 GPI had total own funds of £10.14m. These are split between Tier 1 and
Tier 3.

The own funds supported the Solvency Capital Requirement of £7.37 resulting in a ratio of eligible
funds to meet the SCR of 138% and a surplus of £2.77m. The Minimum Capital Requirement (MCR), a
minimum level below which the amount of financial resources should not fall, was £2.55m resulting
in a ratio of eligible funds to meet the MCR of 380%.

As communicated to the PRA on the 11" Novemnber 2020, in order to align GPI and Group solvency
coverage ratios and to reduce intercompany loans, the GMB approved a series of intercompany
dividends and transactions across group companies. These intercompany transactions included GPI
Ltd paying an interim dividend of £1.8m to its holding company Kinnell Holdings Limited (KHL), and
receiving an interim dividend from its subsidiary Warranty Services Limited (WSL) of £1.05m, which
when combined have reduced the solvency by £0.75m and the solvency coverage ratio by 11%. No
dividends have been distributed outside of the Group. The solvency coverage ratio remains at a
satisfactory level to meet strategic business needs and is in excess of the current GMB approved risk
appetite,

Solvency Capital Requirement (SCR)
31 December 2020 31 December 2019

. (£) (£)
Solvency Capital Requirement 7,371,669 6,936,576
Surplus 2,771,599 4,744,858
Ratio of Eligible Own Funds to 5CR 138% 168%
Own Funds | 31December 2020 31 December 2019 |

(£) (£)

Own Funds — Tier 1 9,689,685 11,332,765
Own Funds — Tier 3 453,583 348,669
10,143,268 11,681,434

Information on any non-compliance with the Minimum Capital Requirement (MCR) or SCR
During the full reporting period GPl was compliant with its MCR.
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A. Business and Performance

A.1 Business

GPl is a UK based solo insurance entity, regulated and authorised by the PRA via its small insurer
Category 5 team and regulated by the FCA. Information can be obtained from the Financial Services
Register under firm reference number 207658. The company is registered in England under Company
Mumber 03326800 with a registered address of 1 Fleet Place, London, England, ECAM 7WS. GPI is
wholly owned by Kinnell Holdings Limited (hereafter referred as KHL). KHL is a non-trading privately
owned holding company registered in Scotland under company number (SC295513). The Group
comprises six companies, each performing different but complementary roles providing services to
support contractors, including primarily the provision and administration of insurance backed
guarantees. In addition to GPI, two more of these Group companies undertake regulated financial
activities: Warranty Services Limited (WSL) and Kinnell Corporate Limited (KCL), and both are
authorised and regulated by the FCA.

GP| is a dual regulated insurer with licenses to effect contracts of insurance in the following material
lines of business;

e Fire and Natural Forces (8)
* Damage to Property (9)
e Miscellaneous Financial Loss (16)

All 2020 premium was written within the UK under class 16 Miscellaneous Financial Loss.

GP| conducts its insurance activities within the UK with only a small limited amount of business
currently in run off in the EEA,

The external independent auditor for the annual report for the year ending 31* December 2020 was:

PricewaterhouseCoopers LLP
141 Bothwell Street

Glasgow

G2 7EQ

GPI is authorised by the Prudential Regulation Authority (PRA) and is regulated by the Financial
Conduct Authority (FCA) and the PRA.

Prudential Regulation Authority
20 Moorgate

London

EC2R 6DA

Financial Conduct Authority
12 Endeavour Square
London

E20 1IN
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As a specialist underwriter GPI retains experience and expertise in the provision of long-term Insurance
Backed Guarantees (IBGs) for construction and related work, with a historic niche in timber treatment,
damp proofing, roofing, and double glazing. During 2020 GPI continued to focus principally on these
core markets and products. The company wholly owns Warranty Services Ltd (W5L) which is an
insurance intermediary with significant operational capability and experience in the administration
and distribution of IBGs to home improvement contractors, such as those who are members of
Competent Person Schemes. GPI, via WSL, has also been involved in the provision of IBG based
products to contractors in respect of the Energy Company Obligation (ECO), Trustmark and also to
firms who have joined the Renewable Energy Consumer Code (RECC) scheme, all of which have been
sponsored by Government. The extent of involvement in these areas has varied in line with changes
to Government policy and incentives available to the industry.

Overall, business introduced to GPI by WSL contributed approximately 57% of the premium income
written by GPI in 2020. GP| also provides an underwriting solution for a small number of insurance
intermediaries and an appointed representative in respect of niche insurance products in the
miscellaneous financial loss class of business.

GPI has a Loss Portfolio Transfer and Adverse Development Cover (LPT/ADC) reinsurance contract was
commuted and rewritten in 2019 for a cost of £1.2 Million. The contract covers all business written in
the period 1% January 2003 to 31* December 2019 and offers protection to the claims costs occurring
from these policies. As at 30" June 2020, the GMB took the decision not to commute at that option
date, but to allow the treaty to run on indefinitely. The GMB opted to add program specific reinsurance
as appropriate,

In 2020, the Company entered into a new reinsurance contract for Catastrophe risk cover for the new
caravan insurance book of business which resulted in an outward reinsurance premium of £118,775.

The mix of products underwritten by GPI for the 2020 financial year is demonstrated in the chart below:

PRODUCT BREAKDOWN BY PREMIUM INCOME 2020

W IBGs (705 - 2019
W OO Appropriats Guaranters (1% - 2019)
W Extenced Warranty [19% - 2013)

W s (2% - 2019

The company’s risk appetite is aligned to provide focus around driving consolidation and concentration
on the core business activities as described above.,

The business continues to embed appropriate and proportionate strategic values and culture to
support corporate governance and prudent risk management. Further information on these are

contained later in the report.
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Qur promises and values

‘ B SETAF

Our Promises.

Wi are committed to providing
the highest standard of service,
products and experiences Tor all,

We will:
Serve Frotect Be Dpen, Be
Wou. Yo, Honest & Fair Proactive.

BTSN i ST

A.2 Underwriting Performance
Gross Written Premium (GWP)

'-*-

Our Values.

Cur walues re
committed to old. v d wihat we
stand for as a group and

guide us in our day to day working decisions

During the course of the year, the Company's written premium income was £3.3m which is at a
consistent level with the prior year of £3.4m. The strategic policy has been to reduce non-core
insurance premium, and associated claims costs, and to focus growth on the core products of Insurance
Backed Guarantees and structural warranties within GMB approved risk tolerances. All premium was

written within the UK under class 16 Miscellaneous Financial Loss.

Unearned Premium Reserve (UPR)

GPI earns premium on a straight-line basis over the term of the insurance policy and this remains the
GMB approved policy until any claims or actuarial information would suggest this should be altered
based on the incident of risk. The balance is held as an Unearned Premium Reserve on the balance

sheet and unwound over the term of the policy.
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Operating Expenses and Claims Paid and Incurred

Expenses have been closely managed during the year and are marginally higher than the prior year
including a non-recurring profit share payment of £130k. Whilst there has been a deterioration in
legacy closed schemes claims, our core business claims have performed favourable to management
expectations.

Underwriting Performance

100% Miscellaneous
Financial Loss
Geagraphfcaf ‘Sp.!'.rt af Business 100% UK & lreland  100% UK & Irefand

Material Class of Business

2020 (£m) 2019 (£Em)

Gross Written Premium 3.33 3.34

Technical Provisions 19.99 19.67

Movement in UPR 0.58 0.43

Claims Paid and Incurred 2.85 2.45

Operating Expenses 1.47 1.29
 Expenses as a % of Premium 44% 39% |

Re-insurance

GPI currently underwrites 100% of the risks that it takes on and sets its appetite accordingly. From
time to time though there may be reasons to seek reinsurance on individual business opportunities or
lines of business in order to protect the potential impact on the capital, and the GMB has a set Risk
Appetite for considering such options.

Consistent with the prior financial year, a Loss Portfolio Transfer and Adverse Development Cover
reinsurance contract was commuted and rewritten in 2019 for a cost of £1.2m. The contract covers all
business written in the period 1 January 2003 to 31 December 2019 and offers protection to the claims
costs occurring from these policies. This resultant risk transfer also provides a material beneficial
reduction in capital requirement in relation to these policies.

The GMB took the decision at the 30" June 2020 not to commute at that option date, but to allow the
treaty to run on indefinitely. GMB has opted to add programme specific reinsurance as appropriate.
In November 2020, the Company entered into a new reinsurance contract for Catastrophe cover for
the new caravan insurance book which resulted in an outward reinsurance premium of £118,775. The
premium is spread over the 13-month life of the contract on a straight-line basis.

A.3 Investment Performance

GPI's Board-approved investment strategy is to follow a conservative approach to protect capital,
aiming for low volatility, and returns in excess of agreed benchmarks, taking into account both the cost
of capital under 51l and the actual capital risk in order to achieve a balanced efficient return. GP| utilises
the services of appropriate external investment managers to manage its investments, who are
currently LGT Vestra.
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In 2020, the investment portfolio remained fixed income predominantly. The Company’s market risk
exposure was reduced in 2017 as it rebalanced its portfolio into less volatile products such as
corporate bonds and gilts, instead of equities. In order to reduce market risk exposure during the
COVID-19 pandemic lockdown period, two corporate bond holdings were divested to mitigate the
impact from market uncertainty. There was no change to the objectives, policies and processes for
managing market risk. Bonds have a lower associated capital charge which reduces the Market risk
component of the capital requirement. More information can be found in section E2.

The company had no investments or equities in securitisations during the period. The table on the
following page summarises the investment performance during 2020 and 2018.

Investment Performance Net Net Net | Changesin | Revaluation Net |
Investment | Investment Realised fair value | of Property | Investment
2020 ffm _J Income Expense Gm;t:_; ;.r:: Result
Managed Funds
Government Bonds 213,900 - - 130,677 - 344,577
Corporate Bonds 208,444 - (222,558) 83,212 - 69,098
Loans and Receivables 8,174 - - - - 8,174
Investment in Subsidiary | 1,050,000 - - - - 1,050,000
Cash and Cash Equivalent 12,595 (9,284) - - - 3,311
Investment Property - - - - 10,000 10,000
Other Investment Income 9,000 - - - - 9,000
1,502,113 (9,284)  (222,558) 213,889 10,000 1,494,160
Investment Performance Net et Net | Changesin | Revaluation Net
Investment | Investment Realised fairvalue | of Property | Investment
Income Expense Gains and Result
2019 (£m) P oo
Managed Funds
Government Bonds 255,974 - (96,007) 18,783 - 178,750
Corporate Bonds 212,344 - (48,022) 181,625 - 345,947
Loans and Receivables 17,804 - - - - 17,804
Investment in Subsidiary 750,000 - - - - 750,000
Cash and Cash Equivalent 19,666 (2,872) - - - 16,794
Investment Property - - - - - -
Other Investment Income 14,336 - - - - 14,336
1,270,124 (2,872) (144,029) 200,408 - 1,323,631
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A.4 Performance of other activities
The Group intends to grow insurance related income from a number of initiatives. These are expected
to include:

* Developing further products within the current contractor base.

* Through extension of the Competent Persons Scheme into related / adjacent specialisms,
developing products for those areas of need.

* Exploring insurance opportunities and work types using reinsurance as a strategic tool.

* Mew lines of business with additional work types and term such as caravan owners’ property
damage insurance.

A.5 Any other information

Mo further information to be reported.
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B. System of Governance

GPI's Board-approved corporate governance framework is designed to deliver an appropriate culture
to promote prudent management; improve accountability and transparency; and promote good
conduct and corporate values throughout the business. All companies within the Group aim to uphold
sound principles of good governance in all their business affairs proportionate to the size, nature, and
scale of the business. GPI as the insurer has specific obligations under the Solvency Il Directive, the
Senior Managers & Certification Regime, and the FCA's regulatory framework to ensure this is
delivered. To ensure a consistent approach to governance a holistic and integrated Group-wide
governance framework is utilised, to ensure that the specific regulatory requirements of GPIl are met
as a standard, and where appropriate adopted across the other companies within the Group as best
practice. This is overseen by a Group-wide Board and Committee structure.

Specifically, the framework sets out:
#» GPI's management responsibilities map;
# the general organisational structures within the Group;
¢ the role of the GMBE;
» the role of Board/Executive level committees;

* arrangements for management oversight (including the Senior Managers & Certification
Regime);

o povernance of risk and activities that the Group considers necessary to support a robust risk
management framework, and;

» the policy management framewaork.

The GMB ensures an annual assessment of the adequacy, design, and effectiveness of the system of
governance through a Board Effectiveness Review which is undertaken by the Chairman, who is an
independent non-executive director. Consideration is given to the appropriateness and
proportionality of the system of governance reflecting on the past, present and future business risk
profile. This review is also designed to identify individual training needs and to ensure that the GMB
retains a balance of skills, knowledge, diversity, independence, and experience as required by the
business.

This assessment is supported by our internal audit function. In addition, the internal annual risk and
control self-assessment process that is undertaken across all areas of the business provides a
continuous assessment of the operational systems and controls to ensure effective corporate
governance.

Governance refers to the way the Group directs, controls, and manages its business affairs. By
implementing a governance framewaork, the Group aims to prevent the following risks:

o The risk of ineffective corporate governance;

e The risk of internal delegation authority levels being breached;
e The risk of regulatory breaches;

# The risk that the firm is used for money laundering;

o The risk of internal fraud.
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B.1 General information on the system of governance
The chart below illustrates the Group structure of companies:
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Whilst each company within the Group has an individually constituted Board of directors (each of
which has overall responsibility for governance within the respective company); due to the size, scale,
and complementary nature of the businesses the Group has adopted a holistic, integrated approach
to the implementation of its governance, risk, and compliance frameworks. To achieve this the Group
has established a unitary operating Board structure - the Group Management Board (GMB). The GMB
has full delegated authority from each of the individual entity Boards. This structure ensures that
individuals approved under the Senior Managers and Certification Regime with relevant control
functions effectively have authority over the whole Group. The scope of authority of the GMB is set
out in full within the Terms of Reference.

The diagram below illustrates the delegation of authority to the GMB:
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The model adopted ensures ongoing compliance with regulatory obligations to maintain a clear and

appropriate apportionment of significant responsibilities among its directors and senior managers in
such a way that:

s it is clear who has which of those responsibilities; and

# the business and affairs of the firms as a Group can be adequately monitored and controlled

by the directors, relevant senior managers, and governing body of the firm (FCA Handbook,
SYSC 2)

The GMB now comprises of three independent non-executive directors (one in the capacity of
Chairman), one non-executive director (WSL NED & Chairman of Certass, no Senior Managers
functions held), four executive directors, including the CEQ, CFO (Interim), the Operations Director
and the Group Head of Finance). The current composition of the GMB can be viewed in the diagram
below:
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The corporate governance structure has been designed to include at least two MNon-Executive
Directors as members of the GMB, and membership of each of the board level committees includes,
at a minimum, two Non-Executive Directors. This is to ensure effective, independent challenge, and
to prevent any one individual director having unfettered powers of decision. The Chairman of the GMB
is responsible for overseeing corporate governance throughout the Group, and to evaluate at least
annually the role and effectiveness of the GME.

The GMB is supported by a number of sub-committees (see following diagram) that have been
established to:

e support the strategic objectives of the Group;
s provide challenge and oversight;
# ensure sound and prudent management of the business, and;

= ensure sound and prudent internal controls and the business retains an effective and
appropriate internal and external audit function;

e oversee the implementation of a robust risk management framework.

The corporate governance framework has been structured in such a way as to ensure ongoing
compliance with regulatory requirements, specifically to: establish, implement, and maintain decision-
making procedures and an organisational structure which clearly and in a documented manner
specifies reporting lines and allocates functions and responsibilities (as outlined in FCA Handbook,
SYSC 4, and PRA Rulebook for Solvency Il firms - Conditions Governing Business Section 2: General
Governance Requirements).
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#» Undertaking activity in respect of nomination and remuneration by way of a jointly held
Nomination and Remuneration Committee;

* MNominating and appointing Executive and Non-Executive Directors with a balance of skills,
knowledge, experience, and diversity, and;

#» Overseeing the implementation of remuneration policies and practices that ensure sound and

prudent management of the business, prevents excessive risk-taking, and promotes the long-

term success of the Group.

The Risk Committee is responsible for:

o Oversight of all risk and control activity;
» Setting the Board level risk appetites and risk strategy;
»  Ensuring ongoing regulatory and Solvency |l compliance.
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The Audit Committee is responsible for:
#» Oversight of the effectiveness of systems and internal controls;
= Oversight of internal and external audit activities;
* Monitoring of any significant pending legal actions;
s Review and challenge of the Group’s financial statements.

In addition to the board committees, there are several executive committees within the corporate
governance structure:

#» The Executive Committee: the GMB delegates the operational management, implementation
of risk management framework, and operational oversight of the business to the Executive
Committee.

#» The Asset and Liahility Committee: is responsible for monitoring and reviewing the assets of
the business to ensure that assets are invested consistently with the time horizon of the future
liabilities of the business, and to ensure that the GMB is furnished with appropriate
recommendations in respect of these matters. Actuarial input and oversight is provided by
way of membership of the Chief Actuary (SIMF 20).

s The Reserving Committee: The Reserving Committee is a subcommittee of the Audit
Committee. The committee considers matters in relation to key reserving judgements and
assumptions; oversees quarterly calculations of Best Estimate of Liabilities; considers long-
term claims forecasts; trends in loss ratios over time; prior period development and its drivers;
and oversees sensitivity analysis performed to assess the variability of reserves under changes
to the various model assumptions. The Reserving Committee considers both Best Estimate
and UK GAAP reserves. This committee is not a decision-making authority and formally reports
into the Audit Committee.

The Senior Managers and Certification Regime (SMCR) came into force on 10" December 2018. The
regime aligns the regulation of insurance with the banking and supervision rules, with its primary
purpose to strengthen accountability and ensure that Senior Insurance Managers conduct themselves
with honesty, integrity, and skill. GPI has in place a governance map that reflects the SMCR and the
allocation of responsibilities within the business. The diagram over the page summarises the key
reporting lines detailing GPI's Senior Managers and their designated Senior Management Functions
(SMFs).
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Senior Managers and Certification Governance Map

Graham Singleton Joremy Bretied Proul Wakefiekd
SMF 11 SMF §, SMF 12 SMF 10
|
suF1cE0
|
| [ |
Jay Frew
Biair Houston Director “‘*‘;F“H':
SMF 16 S SMEM, SMF 18
I
KFH Risk & KFH
Smpe ] Sy Actuasial KFH IT

wamw
Holders

B Cutssurced Funcions

As part of the wider regime, firms are also required to allocate prescribed responsibilities to Senior
Managers to ensure that their duties are clearly defined, further enhancing the overall management
of the business and corporate governance framework. No changes to the prescribed responsibility
allocation were made during the reporting period. The allocations are detailed below:

PR # PR Description FCA/PRA PR Holder

A Responsibility for the firm's performance of its Dual Andrew Page
obligations under the Senior Managers Regime

B Responsibility for the firm’s performance of its Dual Andrew Page
obligations under the employee Certification Regime

B-1 Responsibility for the firm's obligations for conduct FCA Andrew Page

rules training and reporting

c Responsibility for compliance with the requirements of | Dual Blair Houston
the regulatory system about the management
responsibilities map

D Responsibility for the firm's policies and procedures for | FCA Jay Frew
countering the risk that the firm might be used to
further financial crime

F Responsibility for: Dual Jeremy Brettell
a) leading the development of and

b) monitoring the effective implementation of policies
and procedures for the induction, training and
professional development of all members of the firm's
governing body
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Responsibility for monitoring the effective Dual Andrew Page

implementation of policies and procedures for the
induction, training and professional development of all
of the firm's SMF managers and key function holders
(other than members of the firm’s governing body)

Responsibility for overseeing the adoption of the firm's | PRA Andrew Page

culture in the day-to-day management of the firm

Responsibility for leading the development of the firm’s | PRA Jeremy Brettell

culture by the governing body as a whole

Responsibility for overseeing the development of, and | Dual leremy Brettell
implementation of the firm’s remuneration policies and
practices

Responsibility for the independence, autonomy and Dual Graham
effectiveness of the firm’s policies and procedures on Singleton
whistleblowing

Responsibility for managing the allocation and PRA Carol Ritchie
maintenance of the firm's capital, funding (where
applicable) and liquidity

Responsibility for the production and integrity of the PRA Carol Ritchie
firm's financial information and its regulatory reporting

Responsibility for the development and maintenance of | PRA Andrew Page
the firm’'s business model by the governing body

Responsibility for the performance of the firm's Own PRA Andrew Page
Risk and Solvency assessment (ORSA)

Responsibility for the firm's performance of its PRA Andrew Page
obligations under Fitness and Propriety (in the PRA
Rulebook) in respect of notified non-executive directors
and those who perform a key function (where
applicable for insurers)

Responsibility for the firm's performance of its PRA Andrew Page
obligations under the Outsourcing part of the PRA
Rulebook (for CRR and non CRR firms), Conditions
Governing Business 7 (for Sll firms and third country
branches) or Non-solvency Il firms: Governance 5 (for
large NDFs)

Responsibility for the firm's compliance with CASS FCA Andrew Page

A number of ‘Overall Responsibilities’ have also been identified and included within senior managers’

scope of responsibility. A number of changes to these were made during the reporting period, namely:

Recognising the importance of cybersecurity as a crucial business function, overall
responsibility for the cybersecurity position was allocated to Andrew Page.

Recognising the importance of the business’ IT function, overall responsibility for the function
was allocated to Andrew Page.

In order to provide for appropriate segregation of responsibility and independence in respect
of claims and complaints, responsibility for the complaints function was reallocated to Blair
Houston.
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These overall responsibilities, at the end of the reporting period, can be found in the following table:

Identified Overall Responsibility

Overall Responsibility Holder

Responsibility for the development of the business' sales channels
and client relationships.

Andrew Page

Responsibility for the development of agency relationships.

Andrew Page

Responsibility for production and distribution of financial
promotions,

Andrew Page

Responsibility for reporting to the business' governing body on
compliance with laws and regulations.

Blair Houston

Responsibility for the development and management of the
business' policy management framework

Blair Houston

Responsibility for reporting to the business' governing body on Carol Ritchie
matters relating to the business' financial position.
Responsibility for insurance product development. lay Frew

Responsibility for the business’ cybersecurity position.

Andrew Page

Responsibility for the business’ IT function.

Andrew Page

Responsibility for the business' claims handling function.

lay Frew

Responsibility for the business' complaints handling function.

Blair Houston

Responsibility for recruitment, training and development of the
business' conduct rules staff.

Jennifer Reid

Board-level responsibility for the supervision of risk management
activity.

Paul Wakefield

Board-level responsibility for the supervision of audit activity.

Graham Singleton

Responsibility for the firm's risk management arrangements in
respect of the financial risks posed by climate change

Andrew Page

The company believes this allocation ensures proportionality as the structure of responsibilities
mirrors the internal operational framework by retaining Senior Manager prescribed responsibilities
within the appointed Executive Directors and Non-Executive Directors, while also broadening the
SMCR responsibilities across staff at key function level to reflect operational delegations. GPI's
management responsibilities map is formally reviewed on a quarterly basis to allow any changes to

responsibilities or reporting lines to be appropriately reflected.
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Policy Management

Policy management and governance is an essential part of GPI's corporate governance framework and
is intrinsically linked to effective risk management as it:

s provides a standardised approach to policy design and development;

» establishes and communicates minimum operating standards across the business;

* provides structure to the approach to risk management;

* provides clarity for all staff regarding roles and responsibilities, reporting lines, and risk and
control activities, and;

* ensures that all staff are compliant with regulatory and legal requirements.

One of the underlying risk frameworks established is the Policy Management Framework. This is
essentially a register of all policies and ensures that all key company policies are drafted in a
standardised format; have an assigned policy owner, and; are subject to frequent formal review. In
line with the overall approach to governance, policies are implemented across all entities within the
Group unless specifically stated within the version control page that the policy is applicable or not
applicable to a particular entity within the Group.

Remuneration Principles

Fixed remuneration (i.e. salary) is determined on the basis of the role and position of each individual
employee and is based on a number of factors including professional experience, education,
responsibility, technical job requirements, and local market conditions. Review of all staff
remuneration is undertaken on an annual basis, in accordance with the Group’s remuneration policy,
and involves input from the Finance department, the Human Resources department, and the
Executive management team as well as external independent benchmarking where this is deemed
necessary. Any outputs from this process are then presented with recommendations to the
Remuneration Committee, who are responsible to review and then make relevant recommendations
to the GMB for formal approval.

All remuneration decisions balance general performance, business and risk management objectives,
individual objectives, and the interests of the Group’s stakeholders (including customers,
shareholders, management, and employees). This being the case, metrics of performance have both
a financial and non-financial component. Remuneration decisions shall therefore be made with a view
to incentivising prudent risk management and appropriate controls, the sustainability of the Group as
a business, and regard for the Group's customers.

In considering recommendations relating to remuneration decisions, the Remuneration Committee
may consult directly with any members of the GMB, appropriate executives and members of risk,
compliance and legal, and appropriate external expertise as the committee may deem appropriate.

The Group is a living wage employer adhering to the voluntary living wage set by the Living Wage
Foundation which is considered when making any remuneration decisions.

The Group operates a bonus (non-fixed remuneration) scheme, which is set out in a yearly bonus
proposal document. Recommendations are made by Management to the Remuneration Committee,
who will review and where necessary consult with KHL Board, then make recommendations to the
GME for approval.

Each bonus proposal provides a series of controls (weighting, caps, and deductions for breaches as
appropriate), the purpose of which is to weight bonus payments in favour of factors such as a clean
customer risk record; a clean regulatory/compliance record; a clean individual appraisal; and that
performance generally is achieved with due consideration to the short and longer-term risks involved.

April 8, 2021




Bonus proposals are calculated in such a manner as to encourage the sustainability of the Group as a
business; prudent conduct and risk management; and actively discourage short-termism and excessive
risk taking. In addition to this the proposal includes provisions for downward adjustment where
appropriate, or other provisions the Remuneration Committee deem appropriate. The Group does not
presently operate any share-based incentive schemes and participates in an automatic-enrolment
waorkplace pension scheme. Any non-fixed remuneration element is generally limited to a maximum
of 25% of salary.

B.2 Fit and proper requirements

The Company has a fit and proper review process with all new applicants to the company subject to
complete vetting in accordance with the recruitment and vetting policy. On a yearly basis, all existing
employees are required to complete a declaration confirming that their personal circumstances have
not changed in a material way which would affect their fitness and propriety. The Head of HR sample
checks no less than 10% of these declarations on an annual basis to validate these declarations. Such
sample checking includes the procurement of a criminal record disclosure and a credit check. Where
an employee - being subject to a sample check - has already been subject to a ‘Standard’ level criminal
background check, ‘Basic’ level criminal background check shall be sufficient for all further checks.

On an annual basis, the Risk and Compliance function carry out second line oversight and assurance
spot checks on 10% of employees subject to the additional annual checks (as detailed above) and
perform spot checks on an additional 10% of the employee fitness and propriety annual declarations.

B.3 Risk management system including the own risk and solvency assessment
(ORSA)

GPI's business risk management strategy sets the strategic objectives, principles and high-level plans
for the Risk and Compliance function that support the Group's business activities and corporate
strategies. This includes a vision statement for Risk and Compliance that provides context in respect
of the approach the function seeks to apply. The risk management strategy includes definition of the
Risk Management Framework (RMF), which is governed by a series of underlying frameworks and
policies that are subject to GMB approval. GMB approval is a fundamental step within the Group’s
corporate governance framework to ensure that the RMF remains aligned with the GMB's approved
strategy and risk appetite statements. The RMF incorporates established points of review by, and,
escalation to, the GMB. All parts of the RMF are subject to third line assurance oversight.
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The adopted approach to risk management includes the following key stages:

Identification:

All first line personnel are required to identify and understand the risks associated within their
respective business area. Additionally, the GMEB members are responsible for overseeing the
operational risks identified by the business, as well as identifying all strategic risks to the business and
the Group as a whole.

Risks are identified by a number of methods including through the forum of the Executive Committee
(ExeCo); the formal annual Risk and Control Self-Assessment process; risk event/near miss reporting;
horizon scanning exercises; compliance monitoring; and by reviews of business as usual activities.
Once risks are identified they are recorded onto a risk form and presented to the Committee for review
and measurement, and then escalated to the Board Risk Committee as required.

Measurement:

Once a risk has been identified, the materiality of the risk in relation to the threat significance to the
Group is assessed by understanding the likelihood of it occurring and the impact if it did. The
materiality of the risk is recorded on a risk form and submitted into the ExeCo for review and
challenge.

The impact and likelihood of identified risks are measured using a traditional 5x5 risk matrix. Utilising
the adopted 5x5 risk matrix, risks are assessed and measured using an impact scale ranging from
negligible to severe, with a severe threshold being set at a very low financial value of £2,000. In
addition to financial measures, impact is also assessed in terms of potentialfactual customer
detriment, reputational damage, regulatory action, and impact on operating capabilities of people,
processes, and systems. This ensures that all risks are captured, measured, monitored, and escalated
via the governance structure to enable effective and transparent risk reporting and to ensure that the
GMB are satisfied that objectives are being met at all times within the defined risk appetite, and within
the sufficiency of the operational risk sub module.
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Managing:
Once the materiality of the risk has been defined, it is then the responsibility of the first line of defence

(with oversight, challenge, and assurance from the second line of defence) to identify and implement
any controls or mitigating actions in relation to the risk, and report any changes in the risk and control
environment.

Once the identified risks and controls have been reviewed through the ExeCo and then approved by
the Board Risk Committee, they are logged onto the central risk register and monitored and reported
by the Risk and Compliance function.

Monitoring:

The effectiveness of the established RMF in delivering the GMB-approved strategy and risk appetite
is measured and monitored through a set of Key Risk Indicators (KRIs). The structure of the KRI
dashboard provides an expandable view of risk from the high-level risk appetites set by the GMB down
to the granular metrics that are managed at an operational level, and aggregated upwards into the
GMB metrics.

All KRIs and related risk tolerances have been proposed initially by Executive Management prior to
review, challenge, and approval by the GMB via the Risk Committee. The KRI dashboard also
incorporates Operational risk events and near misses and is reviewed by the Risk Committee via the
Executive Committee, to ensure that the business frequently assesses the Group's actual risk profile
against the GMB-approved risk appetite statements. This assists the second line of defence in
providing challenge and effective reporting of its assessment of the Group’s risk profile to the GMB.

The challenge and review process provides for the potential that risk metrics can be added or
removed, risk tolerances can be amended, and emerging risks can be incorporated prior to GMB
reporting and approval. The KRl dashboard is supported by a central risk register that captures all risks
from each operational business unit in order that risk transparency and materiality can be continually
assessed. The central risk register supports the ongoing identification, assessment, monitoring, and
review process that is incorporated within the Risk and Compliance function’s second-line oversight
activity.

Reporting:

The Risk and Compliance function are responsible for regular reporting of the risk management
framework to all levels of the business including executive (via the ExeCo) and Board-level (via the
Board Audit and Risk committees and the GMB).

Reporting includes (but not limited to) the following elements:

o the central risk register;

e the control framework and an assessment of the effectiveness of controls;
e the KRI| dashboard;

e risk events/near misses;

*  emerging risks;

* regulatory horizon scanning;

* asummary of the top risks to the business;

* any findings from monitoring and testing activity.

Reporting formats and contents based on the above elements are tailored according to the committee
level.
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Risk Governance

To ensure effective governance of the approach to risk management the Group implements a
traditional "three lines of defence” model as illustrated in the diagram below:

Three Lines of Defence Model

Goveming Body
(GMB)

Board Risk Committee Board Audit Committee

Executive Management

activities

The first line of defence includes all personnel across the business units who are responsible for:

identifying, mitigating, and managing risk on a day to day basis,

implementing the internal control framework;

implementing a set of control policies and procedures;

reporting on risk and control activity to the Executive management team via the Executive
Committee.
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The second line of defence consists of the Risk and Compliance, and Legal functions, who are
responsible for:

» the design of the governance, risk, and control framewaorks;
* providing independent oversight, challenge, and assurance of first line risk activities;
s reporting on the effectiveness of the implementation of the governance, risk, and
control frameworks to the Executive management team via the ExeCo, and to
the GME via the Audit and Risk Committees,

The third line of defence consists of the Internal Audit function (currently outsourced to Grant
Thornton LLP) who are responsible for:

» providing independent oversight, challenge, and assurance of the design
and effectiveness of first- and second-line risk activities;
» reporting on the effectiveness of risk activities to the GMB via the Audit Committee.

The provision of the External Audit is by PricewaterhouseCoopers LLP,

Own Risk & Solvency Assessment

Governance is central to the prudential regulatory requirements contained within the Solvency Il
Directive (2009/138/EC). The primary objective being to drive effective risk management through a
risk-based capital requirement. The regulation requires that insurers captured by the directive
establish and maintain an Own Risk and Solvency Assessment (ORSA). An ORSA is effectively a risk
management process that seeks to document, consider, and equate an insurer’s established systems
and controls to its balance sheet strength. It therefore forms an important and integral part of a firm's
risk management framework.

The Own Risk and Solvency Assessment (ORSA) process constitutes the continuous identification and
management of financial and non-financial risk within the Group. The ORSA report is a fundamental
document that supports and informs the GMB and the Executive Management team in pursuit of its
strategy and to understand the risks faced by the Group, its appetite to endure and accept those risks,
and to provide a clear and unambiguous process to manage capital in a prudent and stable manner.

GP| is captured by the Solvency |l Directive and therefore is required to establish and maintain an
ORSA. GPlis part of a group from a regulatory perspective, and the ORSA therefore provides reflection
of the risks faced by GPI as a solo entity, as well as taking into consideration the risk exposures of the
Group.

Regulatory waivers for the remaining regulated entities within the Group (namely Warranty Services
Ltd and Kinnell Corporate Ltd) were applied for and approved by the PRA which removes the
requirement to produce an individual ORSA for these entities within the Group.

The ORSA is conducted annually, and principally is based on financial year end results. A formal
timeline is adopted annually in order that relevant and appropriate re-fresh reviews are undertaken
for all aspects of the ORSA and ORSA Policy. This will include the pro-active engagement of the Risk
Committee and the GMB at various points during the process in order that their effective challenge
forms an embedded part of the review process,

GPI has in place an ORSA policy that sets out the key established processes, procedures and controls
that support the establishment, maintenance, and embedment of an ORSA within the Group.
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The ORSA is integrated into the business and strategic planning processes. It is recognised that the
ORSA is an on-going process that reflects the Group's risk profile and capital requirements at any given
time, relative to the strategy being pursued.

At each Executive Committee meeting, there is due consideration given to the Group's risk profile,
and the Committee would, if any significant financial issue or potential risk crystallisation be identified,
escalate the matter immediately to the GMB. This would be done to facilitate a decision as to whether
to re-run the models to reflect the impact and consider any necessary actions in mitigation. The
subsequently updated ORSA would then be formally reviewed by the Risk Committee prior to GMB
approval. In the absence of any escalation, the GMB formally reviews the document annually.

In addition, the Executive Committee, Risk Committee, or GMB consider that if any one of the
following events occurred then the need for an out-of-cycle ORSA may have been / will have been
triggered (formal GMB approval will always be sought in these circumstances):

. an intended acquisition or divesture;

. establishing a new line of business;

. a major amendment to the established risk appetite settings;

. a major amendment to the established reinsurance arrangements;

. a portfolio transfer or major changes to the mix of assets;

. a significant change in any related regulation (that would potentially impact our balance sheet
strength);

. a new or re-assessed threat to solvency identified by Stress and Scenario testing or any other
method;

. a request from the PRA to undertake an out of cycle ORSA.

The Stress and Scenario tests employed will be approved by the Risk Committee and performed at
least annually, or more frequently as determined by the Risk Committee, or potentially the PRA.

In order for an out-of-cycle ORSA to be undertaken, all underlying processes will be prepared for the
possibility of doing so at any point in time.

The availability and quality of data used within the ORSA process will be continually assessed to seek
to ensure that it retains the highest standards in terms of completeness and appropriateness,

An out-of-cycle ORSA shall be undertaken within 4 weeks from the identification of a trigger event.

It is expected that future iterations of the ORSA report will continue to be refined and developed in
accordance with the Group's risk management enhancements and feedback sought from significant
stakeholders. The development of the report will assist the Group in meeting its strategic objectives
as it responds to an evolving marketplace. The Group will continue to invest in sustainable and
integrated processes, including the ORSA process, to seek to ensure that it maintains sufficient capital
resources aligned to the risks driven from established business activities, this will also maintain capital
resources in excess of regulatory requirements (refer to section E — Capital Management).

The GMB has approved the use of the Standard Formula (SF) as the most appropriate calculation of
GPI's Solvency Capital Requirement. This decision has been independently confirmed by our retained
external actuarial consultants (OAC Plc).

April 8, 2021



B.4 Internal control system
GPl implements internal controls to support the risk management framework. This helps the business
to successfully achieve its objectives by:

* providing management and the GMB with oversight of assets, risks, and resources;

¢ helping to ensure that the business is profitable, solvent, and compliant;

* enhancing the effectiveness of business operations;

» ensuring reliability of financial processes and reporting;

e ensuring compliance with relevant laws and regulations, and;

* helping to minimise the overall risk exposure of the business consistent with
approved risk appetites.

An internal control is not a specific procedure that is undertaken once, but rather part of a framework
of continually operating processes and activities undertaken by all levels of personnel within the
Group to ensure that the business successfully achieves its objectives. The Group is cognisant of its
regulatory obligations, and its internal control systems will ensure compliance with the relevant
regulatory requirements.

GPI's internal control framework operates through a range of ‘business as usual’ policies, procedures,
and activities that are undertaken by all levels of personnel within the company and aims to mitigate
risk within the business. The internal control framework is made up of a number of diverse
mechanisms for mitigating and managing risks that might impact the ability of the business in
achieving its objectives, such as policies, authority levels, segregation of duties, reconciliation
processes, management reviews, or IT systems flags.

Regular monitoring and assessment of controls can help to minimise risk exposure by identifying gaps
in the internal control framewaork; identifying issues with control effectiveness or implementation;
and by providing an opportunity for control enhancement where necessary.

GPI has designed its internal controls to be robust, reliable, cost-effective, comprehensive, and
proportionate to the size, nature, and scale of the business. In addition to the business as usual
reviews of the internal control framework, a Group-wide annual Risk and Control Self-Assessment
(RCSA) review process is undertaken by all Heads of Departments and the Executive Management
team, with the assistance of the second line Risk and Compliance function. GPI ensures compliance
activity is implemented through continuous monitoring and testing of the internal control framewaork,
externally outsourced functions, Appointed Representatives, and compliance with wider external
obligations that arise. The Risk and Compliance function undertakes regular horizon scanning activities
to ensure that all key compliance controls and activities are fit for purpose and aligned to the current
regulatory landscape.

B.5S Internal audit function

GPl is committed to ensuring that internal audit provides assurance to the GMB that major business
risks are being managed, and that the framework for risk management and internal control is
operating effectively. Reflecting the scale of the business, the GMB considers that this can most
effectively be achieved by outsourcing the IA function to an appropriately skilled and resourced
partner selected via a tender process set by the Audit Committee. The current Internal Audit
Appointment is Grant Thornton LLP. By utilising an outsourced Internal Audit provider, the business is
able to retain independence & objectivity between internal audit and other key functions of the
business.
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GPIl operates a three lines of defence governance model. The Internal Audit function constitutes the
‘third line" of defence by providing independent review, challenge, assurance, and validation of the
effectiveness of the internal controls. The Internal Audit function is not responsible for establishing or
maintaining internal controls, as this is the responsibility of the first line’, however the effectiveness
of the internal systems of control can be enhanced by the recommendations from Internal Audit
reviews.

The Internal Audit function provides assurance, evaluation, and verification of the extent to which
management controls ensure that:

* the company's assets are safeguarded from significant losses, including those caused
by fraud, waste, inefficiency, and commercially unsound practices;

e relevant laws, rules and regulations are complied with;

* business units, employees and advisors are complying with the relevant internal
policies and procedures;

* operations are conducted effectively, efficiently, and economically in accordance
with company policies and procedures;

* management information systems are reliable and secure;

e systems under development are monitored, that appropriate internal controls are
built in, are consistent with business needs, and are proportionate and benchmarked
to industry best practice;

s significant business risks are identified and effectively managed, and;

* where relevant major business projects achieve their objectives.

The Internal Audit function provides this assurance, evaluation, and verification by setting an annual
plan aligned to the risk-based approach adopted by the business. This includes resource planning and
a defined set of internal audit projects undertaken on an annual basis completed and reported to the
Audit Committees spread throughout the year. The plan is set annually but is subject to amendment
driven by any material change effecting the business.

B.6 Actuarial function

Reflecting the current scale of the business, the GMB decided that GPI is best served by utilising the
services of both an external actuarial firm as well as developing an in-house actuarial capability. This
aids decision making and quality of management information as the skill set is increasingly embedded
into the business. The Chief Actuary role is still fulfilled by an OAC senior actuary, as an external
supplier; the actuarial firm OAC have been our chosen supplier of actuarial and modelling services for
the past five years. Specific OAC staff are allocated to GPI, reflected within our Senior Managers &
Certification Regime structure and the SMF 20.

B.7 Outsourcing

As part of GPI's business, certain functions are outsourced to third parties. GPI does not contract out
any of its regulatory obligations and remains responsible for complying with these obligations. The
GMB is responsible for determining which business functions are to be outsourced; for setting the risk
appetite in respect of outsourcing; and for delegating to suitable owners and relationship managers
the management and control of those outsourced functions.

The GMB is responsible for satisfying itself that the provisions of the outsourcing policy have been met
in respect of each outsourced function. Prior to contemplating the shortlisting or engagement of
prospective providers, the GMB shall instruct a needs assessment.
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The needs assessment shall:

# identify the key stakeholders who must be engaged in respect of the proposed outsourcing
arrangement and shall identify at what stage those stakeholders are to be engaged; at a
minimum, the stakeholders shall include the finance function for the purposes of examining
the financial strength of proposed providers; the members of the GMB for evaluating the
merits of the commercial and consumer case for outsourcing; the legal function for
contractual concerns; the risk & compliance function for conduct risk matters; the IT Director
for any data security concerns, and the Data Protection Officer for any privacy and data
protection matters,;

* setout the objectives and scope of the outsourcing project (what is to be achieved, by when,
by whom and to what standard);

» set out the parameters of any request for proposal document that is to be issued to
prospective providers,

Where prospective providers have been shortlisted, they shall be bound to non-disclosure agreements
if they are to have access to any information prior to the commencement of a formal agreement.
Where the prospective provider does not have access to information prior to entering into the
outsourcing agreement; the outsourcing agreement itself shall have a non-disclosure agreement
included within the final service level agreement.

Each service provider shall be reviewed at least once yearly in accordance with the Compliance
Maonitoring Plan by the CEOD, the relationship manager or Risk and Compliance for the outsourced
function. The activities undertaken during the review shall depend on the types of activities
undertaken by the service provider and may include training audits; information security audits;
governance audits; service level agreement compliance audits; and audits of any other activity
undertaken by the provider on our behalf.

It is of extreme relevance to note that the processes outlined above reflect operational controls prior
to March 2020. The 2020 calendar year saw a limited scope of monitoring work due to the necessary
prioritisation (of all business units) of switching focus to continuity operations, resulting in a deviation
from the monitoring plan. The second line monitoring environment is currently undergoing extensive
review and the business expects monitoring activity to commence 3021.

The purpose of the review is to identify any issues and potential areas of action and enhancement.
The results of the review are presented at the Executive Committee for consideration under the terms
of reference of that committee. Each provider shall be subject to a credit check at least yearly. If
ongoing supervision uncovers undesirable outcomes such as improper performance of the outsourced
function, or ultra vires actions, or consumer or commercial detriment, the GMEB shall consult with both
the relationship manager responsible for the outsourced function, and with the Group's legal function.
Particular cognisance is given to the provisions of the service level agreement and to the termination
provisions of the arrangement. The GMB shall contemplate appropriate measures such as termination
of the contract; switching providers; or increased supervision and shall decide upon the appropriate
response,
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The table below depicts the main areas of external and intra-Group outsourcing arrangements.

Area of outsourcing Outsource Provider Location of provider
Claims handling Warranty Services Ltd UK
Anglian Window Systems Ltd
Plastic Windows Guarantee Ltd
MBR&G Insurance Ltd
Policy Administration & Warranty Services Ltd UK
Operations Anglian Window 5ystems Ltd
Plastic Window Guarantee Ltd
Stubben Edge (Risk) Ltd
Insured Windows Guarantee Ltd
Ark Insurance Group Ltd
Human Resources Kinnell Holdings Ltd UK
IT Services Warranty Services Ltd LK
Actuarial Function OAC PLC Uk
Internal Audit Grant Thornton UK LLP UK
Loss Adjusting Sedgwick Outsource Services Ireland Republic of Ireland
Limited

B.8 Any other information
Mo further information to be reported.
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C. Risk Profile

Appetite and Sensitivity

The Risk appetite set by the GMB defines how much risk GP| is willing and comfortable to take in the
pursuit of its strategic objectives. The Risk Appetite Statements have been approved by the GMB and
include several significant risks faced in its normal course of business. The Risk Appetite Statements
are documented in the ORSA and in the wider Risk Management Framework and are reviewed by the
GMB to seek to ensure that their defined appetite for risk is appropriately reflected and can therefore
be relied upon to direct business operations.

The stress testing performed provides increased understanding of the potential significant changes to
the Group's risk profile when key underlying components are shocked. This is in addition to the SCR
capture of a 1 in 200-year event over a 1-year horizon at a 99.5% limit,

While this is heavily assumptive, the outputs assist the Group in developing appropriate management
actions aimed at effectively managing the potential impacts. More importantly though, the stress
testing outputs are used to confirm the appropriateness of the Group's capital resources. Indeed, it
was stress test output that identified that an area of further development to mitigate risk highlighted
that further protection via ADC/LPT reinsurance could transfer a large proportion of this risk and
should be pursued by the Group.

A range of plausible and feasible stress tests have been considered and derived from the business
strategy and key risks identified from the Group risk management framework and ORSA process.
Stress and scenario testing have been modelled, and additional scenarios and reverse stress testing
undertaken.

The tests are chosen by assessing the risks that could have the most material financial impact to GPI.
They are selected using the 5x5 matrix of measurement of risk, based on likelihood and impact as
detailed in the firms Risk Management Strategy and Risk Management Framework. This allows
guantification of highest inherent risk scores prior to the implementation of controls or mitigating
actions, which form the basis of the tests.

C.1 Underwriting risk

Underwriting and Core Products

GPI ensures that a proportionate, robust underwriting function exist to demonstrate to the GMB that
major business risks associated with ongoing and new insurance risks that are being underwritten are
managed, and that the framework for onboarding and assessment of risks is aligned to the risk
appetites set by the GMB, the risk management framework, and internal control framework. The risk
management and mitigation tools used monitor loss or adverse changes in the value of insurance
liabilities, due to inadequate pricing and provisioning assumptions.,

The current appetite statements are set by the GMB and drive the business core strategy to which the
Underwriting function adhere to and which each risk is assessed as follows:

# There is no appetite for undertaking activities that are not aligned with the GMB approved
core strategy, and/or undertaking activities for which the Company does not currently hold
the necessary skills and capabilities;

# GPl will only underwrite products within its core area of expertise; being insurance backed
guarantees, related extended warranty products, and ECO funded projects;

# GMB approval must be sought for any new risks with a contract value in excess of £250,000;
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# GPIl seeks to limit its term exposure to 10 years for new business with only few exceptions, for
example, ECO or Government led business, which has a regulatory requirement of 25 years.
GMB approval must be sought for any new risks outside of this tolerance;

# GPI will not write any (new) business outside the UK without GMB approval;

# Any new reinsurance will require GMB approval and any reinsurance placed must be with an
‘A-" rated reinsurer (rating assessed using rating agencies S&P and AM Best; the higher of
which will be applied).

GP| carries out a number of stress tests on its reserves, the stress tests carried out provide
understanding and output of significant analytical changes due to changes in the key deliverables, As
this is heavily assurmption based dependent on historical data, or estimations of stressed parameters,
further scenario testing is carried out. These strategic scenarios allow a greater level of understanding
of the risks surrounding potential alternative futures and how the company will manage these risks.

Sensitivity Analysis

Some high-level sensitivity tests are set out below to demonstrate the impact on the Technical profit
and loss account and Profit reserves in the event of a 10% increase on Net operating expenses and
claims costs.

Increase/(decrease) in Increase/(decrease) in

own funds (capital) own funds (capital)

2020 (£'000) 2019 (£'000)

10% increase in incurred claims costs (282) (214)
10% increase in net operating expenses (167) (164)

A 10% decrease in both these cost lines creates a reverse effect of the above and increases the own
funds capital.

The non-life underwriting risk allocation within the standard formula capital requirement pre-
diversification is £6.11m.

C.2 Market risk

Market risk is the risk of loss resulting from changes in the value of assets and liabilities (including off-
balance sheet assets and liabilities) due to fluctuations in risk factors such as interest rates, foreign
exchange rates and stock prices and the risk of loss resulting from changes in earnings generated from
assets and liahilities,

The market risk allocation within the standard formula capital requirement pre-diversification is
E1.86m.
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Foreign currency risk

GPI undertakes certain claims transactions denominated in Euros for its smaller schemes that are in
run off. As a result of this small exposure to exchange rate fluctuations arise. Key Risk Indicators are
set to highlight any deterioration of GPI's exposure to this risk and should developments become
adverse then the currency risk appetite would be reassessed, with possible action such as foreign
currency hedging reviewed, although this isn't currently required given the immateriality of the
transactions involved.

The following table details the Company's sensitivity to a 10% increase and decrease in the Euro
against the GBP on the Euro balance at year end. This demonstrates the low level of risk exposure
associated with currency fluctuations.

Increase/(decrease) in Increase/(decrease) in
own funds (capital) own funds (capital)
2020 (£°000) 2019 (£°000)
10% increase to € rate on held balance at (65.9) (20.9)
year end
10%d to €rat held bal t
ecrease to € rate on held balance a 65.9 0.9
year end

Interest rate risk

Interest rate management is important as the interest rate is a vital input to the calculation for future
liabilities. GPI cannot manage the interest rate but can look to manage the impact of any rate change.
This is completed through a complex matching exercise calculated by the Chief Actuary, where
discounted liabilities (based on the issued risk-free rate) are mapped by maturity to assets of the same
characteristics. This matching allows the detriment of interest rate change to be mitigated. GPI will
review the portfolio, rebalancing it at approximately 6-monthly intervals.

The Company invests in mixed term debt at fixed interest rates. When interest rates rise, it is usual for
the fixed rate securities to decline in value, A decline in interest rates will in general have the opposite
effect. There is also an impact on the Profit and Loss Account in respect of the income received from
debt securities.

The sensitivity analyses on the profit for the financial year below have been determined based on the
exposure to interest rates movement of 0.5% increase or decrease. These parameters are set by
management’s assessments of the reasonably possible change in interest rates within an annual
horizon.

The interest rate change impact on Bonds is calculated using the modified duration of bonds, being
the market value cashflows timed to maturity. The fixed interest debtors are inherently not affected
by a change in interest rates,
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0.5% increase to interest rate on interest bearing assets:

Increase/(decrease) in Increase/(decrease) in

own funds (capital) own funds (capital)

2020 (£'000) 2019 (£°000)

Bonds (235) (216)
Cash and cash equivalents 35 34

A 0.5% decrease to interest rates creates a reverse effect of the above to the own funds.

The Company’'s method for sensitivity to interest rate fluctuations has not changed significantly over
the financial year.

Pricing change risk

GP| is exposed to price risk arising from fluctuations in the value of financial instruments because of
changes in the market prices and the risks inherent in all investments. Pricing risk is material to GPI
as the company has a high ratio of investment funds in relation to annual premium, driven in the main
because the business written has a long tail. GPl manages the risk by ensuring it maintains a time-
matched concentrated portfolio and utilises the resources of high calibre investment managers. The
investment managers are provided with the appropriate mandate detailing GPI's risk appetite and
corresponding risk thresholds. The investment mandate is set to capital protection on a low risk
strategy.

For the small amount of property owned an external annual valuation, carried out by a RICS surveyar,
is obtained, with management assessing the valuation for property in the intervening periods.

The Company's sensitivity to a 5% increase/decrease on market prices is as follows:

Increase/(decrease) in Increase/(decrease) in
own funds (capital) own funds (capital)
2020 (£'000) 2019 (£'000)
5% |ncreasr.?.|n movement in fair value of 200 737
debt securities
5% decrease in movement in fair value of
debt securities (700) (737)

A 5% decrease to market prices creates a reverse effect of the above to the own funds.

The Company’'s method for sensitivity to pricing risk management has not changed significantly over
the financial year.
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Investment Risk

GPl has appointed professional investment managers LGT Vestra LLP to manage funds on a
discretionary basis in line with its investment policy. Invested assets are held directly by GPI and not
in nominee. Performance of medium and long-term investments are measured against inflation and
agreed market indices aiming for an appropriate return. The return of the short-term reserves is
moenitored against benchmark cash rates and the credit rating of the holding institutions. The level of
capital volatility is monitored by the Asset and Liability Committee (ALC) to ensure the risk profile
remains appropriate for GPI. The ALC is responsible for monitoring and reviewing the assets of the
business to ensure that assets are invested consistently with the time horizon of the future liabilities
of the business, and to ensure that the GMB is furnished with appropriate recommendations in respect
of these matters. The shape of the liability tail is used to co-ordinate the asset classes, term, and
liguidity to ensure appropriateness and the shape is set by the Chief Actuary (SMF 20). GPl manages
its own cash deposits matched to the actuarially assessed short term cash flow schedule. GPl manages
its own investment properties, inter-company loans, and any other investments not covered above.

C.3 Credit risk

Credit risk is most simply defined as the potential that a borrower or counterparty will fail to meet its
obligations in accordance with agreed terms.

GP| manages it credit risk through the following actions:

# GPI receives most of its income through direct debit, which mitigates credit risk of customers.
Payment sources of residual lines of income are diverse and don't form any material
concentration areas. Therefore, credit and counterparty risks are centred upon the
recoverability of current assets, and management of concentration risk of investments in line
with good risk management and impact to capital requirement of 511 5CR calculation.

#~ Ceasing all new loans and effectively managing the repayment plan for loans in situ, most of
which are inter-company arrangements.

# Employee loans in exceptional circumstances are permitted under the discretionary agreement
of the Executives, although the gross loan must be capped at the expected net pay amount of
the individuals notice period, to negate credit risk.

'

In addition to cash, the investment mandate provided to the investment managers permits only
investment grade securities. The information is supplied by independent rating agencies where
available and if not available, GPI uses other publicly available financial information and its own
trading records to provide a form of rating

# All future investment decisions are considered under the Solvency Il framework and the prudent
person principle.

# Investments are time horizon matched in low volatility, appropriately liquid assets to match the
expected liabilities both in value and time. The investment managers ensure the portfolio is
spread across funds to minimise concentration risk adhering to the prudent person principle.

The Company does not have any significant credit risk exposure beyond its subsidiary Warranty
Services Limited to any single counterparty out with the UK government. The credit risk on liquid funds
and financial instruments is limited through the high credit ratings assigned by international credit-
rating agencies to the bank counterparties.

All bonds and gilts are at a minimum BBB+ credit rating.

Reinsurance assets are reinsurers’ share of claims paid. All reinsurers are minimum A- rating.
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Loans and insurance receivables, and investment in subsidiaries generally do not have a credit rating.
The carrying value of assets are neither past due nor impaired.

The Company has a measured appetite for credit risk, with defined tolerances for some exposure to
credit risk. The COVID-19 pandemic heightens credit risk which is being mitigated by ongoing work to
make contact with contractors with pending charges to collect payment and to enable policies to be
issued to customers. Credit risk is also heightened during the COVID-19 pandemic by 3™ parties who
collect money on our behalf, and the risk that they do not make the payments as they fall due. This is
being mitigated by work ongoing to contact key 3rd parties to better understand their current
position. GP| took steps to reduce credit risk by extending credit to its subsidiary WSL Ltd during the
year, in respect of intercompany trading amounts outstanding which were fully repaid before the year
ended 31.12.2021. GPI's investment securities, in particular, have heightened credit risk, however,
GPI's risk exposure is limited due to liquid funds being held with high credit rated bank counterparties
and financial instruments being UK government bonds. The investment securities credit risk position
is monitored regularly.

The counterparty default risk allocation within the standard formula capital requirement pre-
diversification is £371k.

C.4 Liguidity risk

Liquidity risk is defined as the risk of incurring losses due to an inability to meet payment obligations
in a timely manner when they become due. GPl has short/medium and long-term cash requirements
and balances the liquidity in its portfolio to match this. It manages liquidity risk through the following
actions:

# GPI does not require a regular drawdown from investments, and accumulated income is
reinvested.

¥

GPI monitors all planned spends beyond the cash flow needs of business as usual and operates
a 5-year budgeting process to identify future spends and liquidity requirements,

# GPIl is unlikely to need access to capital held within investments, as its’ business as usual
requirements are serviced via business as usual cash flow.

# In the event of GPl moving to a wind down situation then the liguidity of short-term assets and
access to these would be required to be reviewed as the cash cycle from trading as a going
concern would not be operating but this would form part of a run off plan.

GPI holds liquidity to service requirements for a period no less than 12 months in ready access
cash.

'

Cash Management

All cash accounts in GPIl and the Group are maintained at a suitable level of credit. In addition to the
above the Company has no appetite for the balance in the current account to dip below £25,000 for
three consecutive days.

# GPI has no appetite for the monthly projected Liquidity Coverage Ratio to dip below 150%
during the next 12 months. The assets of the business are managed by the ALC to maintain this
statement.

# All connected counterparty exposures to be no greater than £1m, other than RBS, with excess
funds above working capital requirement held in RBS being transferred to Vestra to be invested
as per the investment mandate.
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= All expenses payments shall be paid within payment terms to ensure efficient use of cash
resources,

v

Currency accounts shall be managed to ensure sufficient funds are available to service claims
payments,

# A cash and dividend policy is in operation for all regulated firms.

v

All cash deposits for working and claims accounts are held as instant access funds which should
be deposited with institutions with a minimum short-term rating A- or B+++ (based on the
higher of Standard & Poors and Fitch rating agencies). This includes overnight deposits within
the investment portfolio cash management accounts.

Time Horizon assessment

GPI has divided its technical reserves into those expected to be held for immediate, short, medium,
and long term. This is decided in line with the claims tail expectation forecast and investments and is
managed to meet the investment objective and ensure this mix of terms.

# Immediate 0 - 1 year

# Shortterm 1 -2 years

# Mediumterm 3 -5 vyears
# longterm 5—25 years

The duration of the liabilities is matched to the investments. The long tail of GPI's technical reserves
requires this matching process to be evaluated for appropriateness and this occurs on an annual basis.

C.5 Operational risk

GPI has a low appetite for operational risk. The company acknowledges that some level of operational
risk is inherent in any business operation, however, the business keeps operational risk at the lowest
degree possible through application of the governance, risk, and control framewaorks, and associated
resources,

Due to the nature and size of the Company, and considering the proportionality principle, Operational
Risk is relatively low in relation to our business activity. Exposure to people, systems and control
failures, external fraud, conduct risk, and, IT security / cyber risks are considered within the risk
management framework to ensure that appropriate focus is maintained that will identify any
significant issues that suggest fundamental control failures.

Due to the COVID-19 pandemic, the Company has moved to a remote working business model for all
staff. An exercise has been undertaken in the business which evidences that the control environment
is being maintained in COVID-19 circumstances and has been adapted as necessary given remote
working and the unusual business circumstances the UK is facing.

The operational risk allocation within the standard formula capital requirement pre-diversification is
£354k.
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C.6 Other material risks

The following section outlines some other material risk appetite statements that exist within the
business.

# Customer & Conduct Risk Appetite Statement:

GP| has zero appetite for conduct risk and/or customer detriment. By monitoring appropriate
measures for fair treatment to customers including complaints data, customer feedback and claims
management information we seek to avoid customer detriment and reduce the exposure to conduct
risk. Utilisation of tailored internal training models on customer service, fair treatment and ethical
conduct further reduces the business's exposure to this risk.

L

» Strategic Risks

The Business Plan is put together with input from all business areas and is signed off by the GMB.
It sets out what the business sets to achieve in the year in terms of income/profitability, and the
strategy for the year ahead based on these projections. Failure to achieve the projections and
goals set out within the Business Plan is a key risk to GPI, potentially meaning reduced income and
profitability, and inability to put into effect strategic business initiatives set out within the plan.
Ultimately, failure to achieve the business plan impacts the viability of GPI and the Group, and
therefore is a key risk to the business.

# Market/Legislation Shift

The requirement for members of Competent Persons schemes to provide financial protection to
their customers is fundamental to Company's current business model. As most of the Company's
income is derived from the sale of Insurance Backed Guarantees to Competent Person Scheme
members, the removal or relaxation of this requirement could significantly impact the Company's
business model. Similarly, if any Competent Person scheme was to remove the Company from its
panel of approved |IBG providers, profitability would be significantly impacted. The Company uses
horizon scanning, market networking, and maintenance of an open and proactive dialogue with
the regulator to monitor this risk. This has not highlighted any issues which would heighten this
risk in the COVID-19 pandemic environment.

# Macroeconomic Risk
* General Economic Downturn

The risk of further economic downturn presents significant threat to the Company and could
potentially affect profitability in several ways. As the Company's biggest income stream is from
the sale of Insurance Backed Guarantees on home improvement works, the impact of a recession
could be fewer people having additional funds to spend on non-essential home improvements.
The Company monitors the social and political landscape, as well as general market conditions to
stay ahead of this risk.

An economic downturn may also have an impact on our investment returns, which is another key
source of income. This risk is heightened due to the increased volatility and uncertainty that the
COVID-19 pandemic is having on market conditions. This was and continues to be managed by
GPI Ltd in a number of ways including weekly meetings with the appointed Investment Managers
and bi-weekly Asset and Liability Committees to agree on the Investment Strategy to be followed.
The risk to the Company is also reduced due to the low risk assets in which GPI Ltd is investing in
(Government and Corporate Bonds.)
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= Climate Change and Financial Risk

The Company is aware that climate change and the associated impact is a key risk being faced by
all sectors, even those in the financial services industry, where the possible impact needs to be
considered when deciding on investment strategy, underwriting and reserving and more general
market risks. In line with the PRA's Supervisory Statement 553/19 [and the corresponding palicy
statement P511/19), the Company has allocated an additional ‘other overall responsibility’ to the
firms SMF1, making him responsible for managing the financial risk framework associated with
climate change, and will take cognisance of balance sheet sensitivities to climate related risks
when making strategic decisions going forward.

# Regulatory Risk

As the Company operates in a highly regulated environment, we are cognisant of the exposure to
potential regulatory action that may be punitive for the business, financially or reputational. This
risk is mitigated through strong corporate governance and internal control frameworks that
maonitor our adherence to regulatory obligations and in particular to our treatment of customers.
This is also validated with the maintenance of an open and proactive dialogue with the regulator.

# Regulatory Risk - Brexit

GP| Ltd does not currently underwrite business in any of the remaining EU27 bloc, however, there
is a number of small run-off books in the Republic of Ireland, France, Belgium and the Netherlands.
Therefore, in accordance with advice procured in each of those jurisdictions, GPI Ltd shall avail
itself of the run-off regimes in those countries to enable it to service claims arising on the relevant
policies.

» Claims Risk

For GPI, claims incidences have been largely predictable but generally show some overlap with
market risk in that an economic downturn can, to a limited extent, result in higher contractor
failure rates which would therefore bring more installations into eligibility for claim should any
installation prove to be defective. It is comforting that the significant economic crisis experienced
during 2008/9 did not result in an exponential rise in claims - certainly we can identify higher
contractor failure rates and higher claims but at a modest level. As with previous risks, the impact
that COVID-19 is having/is likely to have on claims moving forward will be closely monitored.

The largest cost to the business is claims cost and therefore the impact of these either trending
adversely or incurring a significant single claim are a risk to the business. Reserves have been
established assuming current levels of claims remediation costs with an implicit assumption that
the net impact of inflation stress tests proves immaterial. Claims budgets and estimates are
included in the finance annual budget process, however given the nature of GPI's policies, and the
two trigger feature whereby both a member contractor has to cease to trade and defective works
occur, claims trends can be impacted by a large of external influences such as weather and the
economy causing greater insolvency levels of contractors. Large variances to budget can prevent
other business objectives from being achieved.

Lastly, we can be exposed to a spike in high value claims, in particular in structural warranties that
can have significantly higher contract values. This risk is mitigated on a go-forward basis through
reducing underwriting risk appetite to a cap of £250k in any one loss event, but older policies do
exist with higher exposures. While any single large loss is possible in any year, the likelihood of an
amalgamation of large losses is extremely remote. Looking forwards, we anticipate greater use of
reinsurance to further mitigate larger one-off exposures.
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¥ Reserve Risk

The overall provision for unexpired risks is deemed sufficient when it exceeds 125% of the best
estimate of premium provision calculated by the independent actuaries. Presently GPI holds
sufficiency well in excess of this ratio and therefore has minimal exposure. This is monitored on
an ongoing basis.

With the long tail nature of its business GPl may be exposed to claims arising in a pattern different
to that assumed in the technical provisions. This risk is mitigated by:

v Setting a clear reserving policy for our business based on what is now a significant history
of claims i.e. over the last 15 years;

¥ Setting reserves on a prudent basis including an element of margin for uncertainty.
The Company actively reviews premium and claims reserve provisions, and stressed factors, in
both a current and post COVID-19 environment, with appropriate input by key stakeholders and
appropriate challenge by the GMB. Examples of consideration include consolidation of losses,
further adverse conditions related to the COVID pandemic, general economic downturn, and
contractor failure rates. The underwriting and claims environment continue to be monitored
closely ensuring material movements are reflected, and assumptions adjusted as and when
necessary.

# Capital Adequacy

At year end, GP| holds a 138% solvency coverage (2019: 168%), which is within the prescribed
appetite of minimum 110%.

As communicated to the PRA on the 11" November 2020, in order to align GPl and Group solvency
coverage ratios and to reduce intercompany loans, the GMB approved a series of intercompany
dividends and transactions across group companies. These intercompany transactions included
GPI Ltd paying an interim dividend of £1.8m to its holding company Kinnell Holdings Limited (KHL),
and receiving an interim dividend from its subsidiary Warranty Services Limited (W5L) of £1.05m,
which when combined have reduced solvency by £0.75m and the solvency coverage ratio by 11%.
Mo dividends have been distributed outside of the Group. The solvency coverage ratio remains at
a satisfactory level to meet strategic business needs and is in excess of the current GMB approved
risk appetite.

Any fluctuations to these ratios are monitored monthly by the Executive Committee, and bi-
monthly by the GMB via Key Risk Indicators.

GPl is exposed to a number of factors that affect its capital adequacy. The collection of all of these
factors have the ability to detrimentally effect profit and subsequently reduce the amount of own
funds available for capital resources.

# Reinsurance Exposure

Any new reinsurance will require GMB approval and any reinsurance placed must be with an ‘A~
rated reinsurer (rating assessed through the use of rating agencies Standard & Poors and AM Best;
the higher of each will be applied). GPI currently has exposure to counterparty risk through its
ADC/LPT reinsurance agreement although this is limited to only the ADC proportion as the LPT
element is made on a funds withheld basis.

In 2020, the Company entered into a new reinsurance contract which resulted in an outward
reinsurance premium of £118,775. This premium is to be paid in instalments with the first of
£59,378 being paid in December 2020 and a deferred balance has been recorded.

The Company has low appetite for reinsurance risk, however, as a risk mitigation tool, reinsurance
continues to form a significant part of our risk universe. There is appropriate recognition of capital
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and solvency dependencies on our reinsurance provisions, with ongoing review as the business
evolves. With the ever-changing socio-political landscape, and in light of the current pandemic
and long-term fallout effects, reinsurance provisions are being scrutinized regularly to ensure
cover remains adequate to continue in our current solvency and capital position. This includes
stress testing the assumptions related to reinsurance recoveries, however given current
arrangements, the scale of these factors is limited.

Operational Resilience

GPI's ability to protect and sustain its critical processes in times of operational stress, pressure
and disruption is a key risk that the business is aware of, and is continually working to identify
these pressures and enhance the controls and processes in place to limit the operational impact
felt should a situation arise. GPI recognises that this risk is wider than just IT and cyber risks, and
has carried out projects in identifying GPI's critical processes, people and infrastructure, in order
that it can plan a response should a risk event take place, and restore the critical functions of the
business in as short a time frame as possible, meaning minimal disruption to business operations
and GPI's customers.

Due to the COVID-19 pandemic, GP| has moved to a remote working business model for all staff.
An exercise has been undertaken in the business which evidences that the control environment is
being maintained in COVID-19 circumstances and has been adapted as necessary given remote
working and the unusual business circumstances the UK is facing.

Cyber Risk

As a financial services Firm, GPI is vulnerable to becoming a target of data breaches, due to the
volume and sensitive nature of the data they hold. In the near future, cyberattacks are going to
become more sophisticated as technology develops, and the rise of artificial intelligence can aid
attackers. GPI Ltd has a tolerance for risk, allowing it to achieve its business goals and objectives
in a manner that is compliant with UK data protection laws and regulations. GPI Ltd has a low-risk
appetite for the loss of its business and customer data and physical information assets. To ensure
compliance GP| Ltd has a robust Risk Management Framework in place, mandatory Cyber Risk
training for employees and additionally carries out annual independent IT security audits.

Due to the COVID-19 pandemic, the Company has moved to a remote working business model for
all staff, this heightens the risk of malware infection. This is being monitored by the Head of IT and
reported into the Group Management Board (GMB) on a regular basis to ensure we are not
exposed to an unacceptable level of risk which may have a financial impact. The Head of IT is
also in the process of obtaining a Cyber Essentials Plus Certification for GPI which is externally
audited and assessed and helps us to guard against the most common cyber threats and
demonstrate our commitment to cyber security. Advances will be monitored to ensure our
systerns remain as robust as possible to prevent any possible attack.

Cyber resilience was included within the scope of the July 2020 internal audit review, and upon
receipt of the final report, GPI will look to implement any recommendations and suggestions for
improvement to further enhance our cyber security.

Subsidiary Impact Risk

GPI is cognisant of the potential of Group subsidiaries failing and the consequential impact this
could have on GP| and on the Group as a whole, The failure of a subsidiary due to economic
downturn or legislative/market shift would have a detrimental impact to solvency at both Group
and Solo levels. WSL also provides a number of services to the Firm such as claims handling,
operational support and IT support, and therefore the failing of this particular subsidiary could
have a significant operational and financial impact on the Firm and Group.
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¥ People Risk

* Key Personnel Dependency/Succession Planning
In accordance with the requirements of the SME&CR, a handover policy was first adopted in
September 2018. The policy requires that all individuals in the senior management layer and
in the certification layer complete and update a handover document on a periodic basis. This
document gives an account of the risks and issues they are presently dealing with; Ml they are
required to produce; regulatory correspondence they are involved in; committees they are
participating in, etc. The purpose being to mitigate people risk by ensuring that, in the event
of a handover of responsibilities (planned or unplanned, for example, due to incapacity) a
successor would be positioned to perform their duties.

A succession planning policy was formalised in March 2019, which requires that succession
risk assessments be performed on all individuals in the senior management layer and in the
certification layer. The nominations committee uses this data to keep a succession plan up to
date for the senior managers and to determine the skills, experience and training necessary
to provide potential successors.

Given the small size of the Firm, this remains a top risk faced by the business, with the
disorderly loss of any key personnel potentially having significant impact on the business.

* Resource Constraints
Due to the size and nature of the Company, current employees work to near capacity and
therefore there is a risk that when ad hoc project work is undertaken, business as usual
activities are adversely affected. There is a risk that where resources are stretched beyond
capacity, the firm could fail to meet its legislative and regulatory obligations.

People risk is heightened due to current employees working to near capacity and also a
number of key person dependencies identified throughout the business, which may cause
difficulties if individuals were to contract the COVID-19 virus. There is a risk that due to the
change to the working environment staff do not/are unable to work to maximum efficiency,
and a risk that general staff morale is impacted. This is being monitored through regular
Executive Team meetings, and managers keeping in regular contact with their respective
departments. Based on the experience of working in this environment for a year the Company
has proved to be resilient to these risks.

# New Line of Business [ Execution Risk

GPI actively looks to extend its current offering to its customers, and expand into different markets
to enhance profitability, and in 2020 was presented with the opportunity to enter into a new
agreement with a broker, and underwrite a caravan insurance book of business. GP1 is cognisant
of the risks inherent in entering a new market and therefore takes actions and puts controls in
place to mitigate against these risks. Before GP| contracts and agrees to underwrite any new book
of business, such as the opportunity above, an extensive due diligence process will be undertaken
and external advice will be sought where necessary, including work carried out by our external
Actuaries, to ensure that GPI is satisfied that there is sufficient skilled resource within the existing
staff base, sufficient capital within GPI and the Group, and suitable reinsurance is obtained, if
necessary, to underwrite the new line of business. Following the embedded system of
Governance, GMB support and approval is required before any new business is accepted into GPI,
and the full assessment of the risk carried out will be examined by the GMB before approval is
granted.
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Group Risk

Group SCR is calculated on a standard formula basis (SF). In order for the SF to be considered for
appropriateness, the risks that are in addition to the solo firms require to be considered at group level,
with a subsequent assessment of whether the risk profile of the Group is materially different to that
of the solo.

The Sl insurance undertaking (GPI) dominates the Group significantly and is the predominant business
at all levels of the Group. The materiality of any further risks noted at Group level are heavily diluted
by the scale of the Insurance undertaking relative to other Group entities. The consideration of
appropriateness is not static, and is an on-going process developed to ensure assessments are kept
live and maintained to reflect changes to the businesses and the overarching risk profile. Whilst it is
noted that the materiality of additional Group risks is minor, it is recognised that there are other risks,
not solo specific that bite only at Group level, and must be deliberated. The non-exhaustive lists that
have been reviewed and their assessment to date are:

o  MBEA Risks

The shareholder entered into a Sale and Purchase agreement on 22/10/2019 which requires
certain conditions precedent to be met prior to a legal acquisition occurring including
regulatory approvals of the change in control. At the balance sheet date the conditions
precedent had not yet been met,

The Sale and Purchase agreement includes a longstop date, which has been subject to
extension and it is now understood that the current longstop date is 20/04/2021 in order to
provide the potential acquirer with additional time to satisfy the conditions precedent (inter
alia; by submitting a completed change in control form and having this approved by the
regulators).

It is understood that the potential acquirer submitted a change in control form for regulatory
approval on or around 15/01/2021. The group is cognisant that the regulators may take up to
60 business days to decide on completed applications (with the timeline being suspended
where the regulator requires additional information necessary to complete the application).

* Transaction risks

All the risks involved in intra-Group transactions, which may not be transparent, may resultin
inappropriate transfers, especially between regulated and unregulated entities and may affect
the soundness of regulated entities.

o Review assessment:

There are no intercompany transfers of this nature that occur beyond the trading
interaction that occurs between the solo firm and is captured in its SCR.

« Moral hazard risks

When an entity of a Group engages in excessive risk-taking under the assumption that the
Group as a whole, or another Group entity, will assist it in the event of problems occurring.

o Review assessment:

Whilst all other Group companies are operated under a high level of corporate
governance that would not lend itself to this type of conduct, the materiality of other
companies’ size on the Group is minor,
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¢ Double-gearing risk

The risk that funds will be committed several times, that is, for both the parent company and
the subsidiaries.

o Review assessment:

Parent company and the respective subsidiary Boards understand that no cross-
party guarantees are appropriate in order to include unencumbered capital. As
described earlier the Sll insurance entity is the overall dominating entity and does
not rely on parent capital to satisfy its capital requirement.

* Contagion Risk:

The risk that financial problems, especially insolvency, of a member of the Group will bring
about deterioration in condition of other members.

o Review assessment:
The other members are not of a size to influence the main Sll insurance entity.

¢ Reputational risk:

Even in the case of strict legal separation, reputation and market-access of the financial group
may be harmed by the financial distress of another.

o Review assessment:

The Kinnell Holdings Limited Group does not operate as a single unified brand, and in addition
the stakeholders of the different group companies are all markedly different. Materiality of
the other entities again becomes relevant here, as their significance to the overall Sl
insurance entity is vastly reduced.

¢ Conflict of interest risk

o Review assessment:

The risk of potential conflicts is more or less always present. Research indicates that risk of
conflicts of interest increases with the number of activities and products offered. The Kinnell
Holdings Limited Group offers predominately one product (IBGs), and we actively manage the
conflict of interest declaration register across all Group companies, and in accordance with
the Insurance Distribution Directive (IDD) a Conflicts of Interest Policy was rolled out in 2018.
The materiality of influence from other sources is vastly diluted by the dominance of the
insurance entity on Group activities,

C.7 Any other information
Mo further information to be reported.
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D. Valuation for Solvency Purposes

D.1 Assets
The table below sets out the valuation of each asset class. All valuations are based on the Company's
year-end valuation of 31* December 2020.

The valuation method for Sl purposes for the different asset types are described below. Where the
valuation is different to the UK GAAP financial statements the difference in method is provided.
Further information on the valuation of assets for UK GAAP financial statements can be found within

the Company’s financial accounts.

Asset Type
Assets per Variance Assets per
2020 Solvency Il UK GAAP
Property UK 235,000 - 235,000
Investment Securities 13,996,899 - 13,996,899
Cash and Cash Equivalents 3,464,423 - 3,464,423
Investments in Subsidiary Undertakings 1,900,000 - 1,500,000
Subsidiary Receivables 558,486 200,000 758,486
Insurance and Intermediary Receivables 338,973 - 338,973
Deferred Tax 453,583 - 453,583
Reinsurance Receivable 52,500 - 52,500
Reinsurance Recoverable 137,657 (137,657) -
Any other Assets not shown elsewhere 3,800,010 702,001 4,502,011
24,937,531 764,344 25,701,875

Property UK

Land and buildings are valued for Solvency Il purposes on the same basis as the annual Financial
Statements, which follow UK GAAP. The property held at the balance sheet date was valued
independently and reported on 14 December 2020 by DM Hall, Chartered Surveyors, it was prepared
in accordance with RICS Valuation — Professional Standards in place at that time and was carried out
in their capacity as External Valuers.

Investment securities

Our investments are valued for Solvency Il purposes on the same basis as the annual Financial
Statements, which follow UK GAAP which represents fair value. The investments are valued at quoted
prices in active markets for the same assets and this is carried out by external investment managers,
LGT Vestra LLP.

As at 31st December 2020, the total value of our financial investments was £14.0m, analysed as
follows:

£
Government Bonds 7,502,503
Corporate Bonds 6,494,396
13,996,899
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The investment portfolio is managed by LGT Vestra LLP. The investment mandate held by them is
categorised as Low Risk and aims for capital protection alongside a modest yield. The benchmark
return is 2.56% after fees.

Cash and cash equivalents

The Company holds £3,417,190 in cash deposits in addition to the £47,233 of cash held within the
investment portfolio, which are valued for Solvency Il purposes on the same basis as the annual
Financial Statements, which follow UK GAAP which represents fair value. The cash is held to meet any
short-term liabilities and spread appropriately to limit counterparty and concentration risks.

Investment in subsidiary undertakings, including participations
The Company holds investments in subsidiaries for strategic purposes.
Subsidiary Receivables

The Company holds a loan due from its subsidiary. The Solvency Il value of this is discounted using the
EIOPA yield curve over the term of loan. There is not a material difference to the UK GAAP valuation.

Insurance and intermediary Receivables

These balances relate to balances due from intermediaries relating to direct insurance operations.
These are valued for Solvency Il purposes on the same basis as the annual Financial Statements, which
follow UK GAAP,

Deferred Tax

The Company holds a deferred tax asset in relation to overpayment of tax in prior years. The asset can
only be utilised through application to future profits. Current financial projections of the company
indicate that the deferred tax asset of £453,583 is expected to be utilised in the foreseeable future.

This is valued for Solvency Il purposes on the same basis as the annual Financial Statements, which
follow UK GAAP,

Reinsurance receivables

Reinsurance receivables relate to the amount owed to us from our reinsurers arising from claims
payments made. These are valued for Solvency Il purposes on the same basis as the annual Financial
Statements, which follow UK GAAP,

Reinsurance recoverables

Reinsurance recoverables relate to the simulated risk transfer recoveries from the ADC/LPT Insurance
contract. The average value of the ADC recoveries across 20,000 simulations using the Monte Carlo
simulation method generates the best estimate value of the reinsurance contract for 51l valuation
purposes. The asset is not recognised under UK GAAP which creates the difference between the two
valuation methods.

Other assets

The remaining assets are valued on the same basis between Solvency |l and the UK GAAP balance
sheet apart from the large prepayment of reinsurance premium relating to the ADC/LPT reinsurance
contract. Prepayments are not recognised for 5l valuation purposes which creates the difference
between the two valuation methods.
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D.2 Technical Provisions
Components of Technical Provisions

Technical Provisions represent the current cost of insurance liahilities at the balance sheet date. They
are calculated on a discounted cash flow basis and include the following high-level components to be
calculated separately:

# Best estimate of claims provisions being claims expected to be incurred at the balance sheet
date

# Best estimate of premium provision being claims expected to be incurred after the balance
sheet date on contracts incepted prior to that date

# Risk Margin representing the amount a third party would reguire in addition to the best
estimate to assume liability, calculated on a cost of capital basis.

Mo significant simplifications of the calculation of Technical Provisions are used, and sources of
uncertainty, magnitude and likelihood are explained under the different components.

Set out in the table below is a summary of the Solvency Il and UK GAAP valuations of technical
provisions split between best estimate and risk margin. The reconciling items between UK GAAP and
Solvency Il are included in the table on page 48,

Liabilities per Liahilities per

31 December 2020 Solvency Il UK GAAP
Technical Provisions 11,791,162 19,994,643
Risk Margin 1,671,239 -
‘ 13,462,401 19,994,643

The only material line of business that the Company writes is Miscellaneous Financial Loss and as such
the table above covers this class in its entirety.

The reconciling items between UK GAAP and Solvency |l are as follows:

31 December 31 December

2020 2019

Liabilities per UK GAAP 19,994,643 19,672,236
Modelled premium data difference 128,595 120,479
Inflation of unearned premiums 1,581,087 1,633,364
Discounting of unearned premiums (189,741) (653,514)
Application of Loss Ratios {11,439,170) (11,683,542)
Management Expenses 691,464 635,720
Investment Expenses 570,778 743,160
Events Not In Data loading 453,506 418,716
Risk Margin 1,671,239 1,717,431
Liabilities per Solvency I 13,462,401 12,604,050
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Gross claims cash flows and reinsurance recoveries

Our best estimate calculations have been completed on a deterministic basis as per the Directive.

The combined ADC/LPT reinsurance contract transfers the risk of the insurance contracts it covers,
and the benefit of the contract is recognised through the premium reserve component of the non-life
underwriting module of the 5CR. It does not affect the Technical Provisions.

Claims reserve

The current claims provisions have been developed over time to separate best and prudent elements.
The claims provisions on a UK GAAP basis have been used as a starting point for the expected nominal
value of the Solvency Il future cash flow. We have excluded elements within our UK GAAP provisions
which we consider to represent prudence. We have also only included expenses which relate to the
cost of handling existing business.

Projected cash flows are estimated by applying payment patterns to the estimate of gross claims and
recoveries. These payment patterns have been calculated based on historic trends for each Solvency
Il line. However, given the relative short-term nature of the payment cycle of outstanding claims, the
impact of discounting on our technical provisions is limited. In addition, the short tail nature of the
actual claims cost results in low levels of uncertainty. This also applies to the magnitude and likelihood
of this Technical provision component not being accurate, as the period open to variable change is
short.

Premium reserve

Premium reserve replaces unearned premium reserve (UPR). Premium reserves are split between
future claims element and future expense element. To determine the nominal amount of future
claims we take the amount of the UPR for each cohort of business within the UK GAAP accounts and
multiply it by the planned loss ratio for the current year. We have included in the amount for expenses
which represent our estimate of the cost of handling the remaining element of this business. Sources
of uncertainty within this calculation are driven from use of historic trending. Assumptions are used
that the past experience will be replicated in the future. However, uncertainty is created if events of
the past do not then occur in the future, and conversely, events not in past data, manifest in the
future. This is countered by an additional calculation to recognise this. Events Not In Data ("ENID’) is
used to reduce uncertainty driven by using past data. In addition to the ENID calculation, loss ratios
are recalibrated every year, to ensure the most appropriate relevant data is used. The loss ratio data
becomes more stable, as more years of data is added to the experience analysis. The recalibration
every year reduces the magnitude of any uncertainty as well as the likelihood.

Discounting

Claims, premium and expense cash flows have been discounted using the EIOPA yield curve,
Risk Margin

To calculate the risk margin, we have estimated the SCR using the Standard Formula. We have then
projected future SCRs using run off patterns for different elements of the SCR. We have discounted
and summed the projected SCR’s and multiplied this by the cost of capital.

As a key input of the risk margin calculation is the SCR using the standard formula, the ADC/LPT
reinsurance contract is relevant here. The reduction through the premium reserve component of the
non-life underwriting module of the SCR generates a lower risk margin output.
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Data adjustments and recommendations

Overall, we consider that the Technical Provisions are prepared on a suitable basis, in line with the
approach laid down in the legislation and sources of interpretation we have referred to. It is expected
that our approach will continue to develop from evolution of industry practice including guidance by
the Regulator and our ongoing internal reviews

D.3. Other liabilities

Set out in the table below are our other liabilities under Solvency |l and UK GAAP. For Solvency
purposes, we have adopted the figures that appear in our UK GAAP financial statements for Other
liabilities.

Liabilities per Liabilities per

Solvency UK GAAP
Creditors arising out of direct insurance operations 610,966 610,966
Other creditors including taxation and social welfare 256,655 256,655
Accruals and deferred income 464,241 464,241
Total 1,331,862 1,331,862

D.4 Alternative methods for valuation

Mo alternative valuation methods are used by the Company, apart from the valuation of Investment
in subsidiary undertakings, including participations, where the Company holds investments in
subsidiaries for strategic purposes. The Solvency Il value is lower than the UK GAAP carrying value as
intangible assets held by the subsidiary are deducted from the Solvency Il valuation.

D.5 Any other information

Mo further information to be reported.
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E. Capital Management

E.1 Own funds

GPI is exclusively funded through retained earnings and maintains an efficient capital structure,
consistent with the Company's risk profile and the regulatory requirements of its business. The
Company does not hold any other capital such as subordinated debt, preference shares or borrowings.

GPI's objectives in managing its capital are:

# to match the profile of its assets and liabilities, taking account of the risks inherent in the
business;

* to maintain financial strength to support new business growth;

* to satisfy the requirements of its policyholders and regulators;

# to retain financial flexibility by maintaining strong liquidity;

* to allocate capital efficiently to support growth; and

* to comply with quantitative requirements of Pillar 1 of the Solvency Il Directive.

Capital Management is embedded within the Risk Management Framework as detailed in Section B3.

The Chief Financial Officer is responsible for the day to day monitoring of GPI's capital position and
monthly updates are provided to the Executive Committee, Board Risk Committee and the GMB.

In addition, the ORSA, Medium Term Capital Management Plan (MTCMP) and detailed projections
consider capital management over the planning period with no identified short comings. A range of
stress and scenario testing has been undertaken and has not highlighted any deficiencies not already
captured within the SCR(5F).

At the 31st December 2020 GPI had total own funds of £10.14m. These are split between Tier 1 and
Tier 3.

The own funds supported the Solvency Capital Requirement of £7.37m resulting in a ratio of eligible
funds to meet the SCR of 138% and a surplus of £2.77m. The Minimum Capital Requirement (MCR), a
minimum level below which the amount of financial resources should not fall was £2.55m, resulting
in a ratio of eligible funds to meet the MCR of 380%.

Tier 1 are arising from retained profits arising from past underwriting and investment surpluses. They
are available to fully absorb losses on a going-concern basis, as well as in the case of winding-up,
meeting all criteria of Article 94 of Directive 2009/138/EC to be classified as Tier 1 own funds. All GPI's
Tier 1 funds are unrestricted.

Tier 3 funds are in relation to a deferred tax asset. This has arisen from overpayment of tax in prior
years and can only be used against future profits. It is expected to be utilised in the foreseeable future.

Own Funds 31 December 2020 | 31 December 2019
Own Funds —Tier 1 9,689,685 11,332,765
Own Funds — Tier 3 453,583 348,669
Total 10,143,268 11,681,434

April 8, 2021



The marginal decrease in Own Funds in the year relates to the utilisation of the deferred tax asset and
a small increase in best estimates due to a deterioration in legacy closed schemes, whereas the core
business claims have performed favourably to management expectations.

The following table reconciles the differences (reconciliation reserve) between the equity in the
financial statements and the excess of the assets over liabilities as calculated for solvency purposes:

Reconciliation of Basic Own Funds to Equity

31 December 31 December

in UK GAAP Financial Statements 2020 (€m) 2019 (€Em)

Total Equity in UK GAAP Financial Statements ' 4.375 5.460

Deduct items not recognised in Financial Statements

1. Risk Margin (1.671) (1.717)
2. Difference between BEL and Technical Provisions B8.203 B8.786
3. Movement in valuation of subsidiary - -
4. Difference between Tangible Assets (0.001) (0.001)
5. Difference between Prepayments (0.901) (1.017)
6. Introduction of Reinsurance Recoverable 0.138 0.170

' Solvency Il — Basic Own Funds 10.143 11.681

The differences in relation to the equity in the financial statements and the excess of the assets over
liabilities as calculated for solvency purposes relates to the following six adjustments:

1.

The risk margin calculation is a 5l calculation and is not recognised within the UK GAAP
financial statements.

The difference between the Best Estimate of Liabilities and the UK GAAP financial statements
relates to timing differences on revenue recognition. This difference is more pronounced in
GPI's comparison as the timing differences can be spread up to 25 years. The straight-line
earning pattern in the financial statements does not match to the ultimate expected liability
of the Solvency Il valuation.

The Solvency |l valuation of the Investment in subsidiary requires the deduction of any
intangible assets held by the subsidiary from the UK GAAP financial Statement value.
Tangible assets are not recognised in the Solvency |l valuation.

The Solvency Il valuation of prepayments is to recognise cost at onset; however, UK GAAP
financial reporting requires the cost to be incurred straight line over the term of the
prepayment.

The Solvency Il valuation of Reinsurance recoverables is the simulated risk transfer recoveries
and is not recognised within the UK GAAP financial statements.

Mone of the Company’s own funds are subject to transitional arrangements and the Company has no
ancillary own funds. No deductions are applied to own funds and there are no material restrictions
affecting their availability. The Tier 3 own funds based on deferred tax is not transferable as the asset
is tied to profits made by the Company.
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E.2 Solvency Capital Requirement and Minimum Capital Regquirement

GPI's SCR is calculated by applying the Standard Formula method without use of any undertaking
specific parameters (USPs). The GMB and its external advisors have confirmed its appropriateness,

The calculation of the SCR under 5F and the extensive interaction with external consultants to prepare
and understand the drivers within the capital modelling process has highlighted two key drivers of the
model kernel for GPI, being Non-Life Underwriting Risk and Market Risk. A summary of the breakdown

of the SCR at 31 December 2020 is shown below:

. 31 December 2020
SCR - By Risk Category

31 December 2019

(Em) (Em)
MNon-Life Underwriting risk 6,112,584 - 5,599,696 |
Market risk 1,858,854 1,942,097
Counterparty default risk 371,122 445,520
Diversification benefit (1,324,626) (1,377,336)
Basic Solvency Capital Requirement 7,017,934 6,609,977
Operational risk 353,735 326,599
Solvency Capital Requirement 7,371,669 6,936,576

The material impact of the ADC/LPT insurance contract can be seen on the Non-Life Underwriting risk

module.

The minimum capital requirement (MCR) is calculated as a linear function of a set or sub-set of the
following variables: GPI's technical provisions, written premiums, capital at risk, deferred tax, and

administrative expenses. The variables are measured net of reinsurance.

The overall MCR calculation outputs for current and prior years are shown below.

Overall MCR Calculation 31 December 2020

(Em)
Linear MCR 2,551,819 |
SCR 7,371,669
MCR Cap 3,317,251
MCR Floor 1,842,917
Combined MCR 2,551,819
Absolute floor of the MCR 2,255,200
Minimal Capital Requirement 2,551,819

31 December 2019
(Em)
2,362,716 |
6,936,576
3,121,455
1,734,144
2,362,716
2,153,325
2,362,716

The reduction in the SCR relating to the application of the ADC/LPT reinsurance contract affecting the
MNon-Life underwriting risk module and investment portfolio rebalance affecting Market risk, in turn

drives a reduction in the MCR, as its output is driven as a percentage of the SCR.

The SCR at 31 December 2020 is calculated to be £7,371,669.
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E.3 Use of the duration-based equity risk sub-module in the calculation of the
Solvency Capital Requirement

GPI has not opted to use the duration-based equity risk sub-module, of the Solvency |l regulations.

E.4 Differences between the standard formula and any internal model used
GP| does not use nor has any short-term intention of using an internal model therefore no differences
exist.

E.5 Non-compliance with the Minimum Capital Requirement and non-

compliance with the Solvency Capital Requirement
During the full reporting period GPIl was compliant with its MCR and 5CR.

E.6 Any other information

We have set out to fully comply with the Standard Formula calculation of MCR and 5CR and are not
aware of any non-compliance. There is a risk within areas of interpretation as to the methodologies
and procedures in arriving at these outputs. The GMB utilises the expertise of its internal and external
advisors to ensure that industry benchmarking, shared knowledge, procedures, and learnings help to
mitigate this. To date we have not identified any area where these uncertainties are likely to lead to a
material misstatement of our capital requirements.
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Appendix i: Directors’ statement in respect of the SFCR

We acknowledge our responsibility for preparing the SFCR in all material respects in accordance with
the PRA Rules and the Solvency Il Regulations.

We are satisfied that:

a) throughout the financial year in question, the insurer has complied in all material respects with the
requirements of the PRA Rules and the Solvency |l Regulations as applicable to the insurer; and

b) it is reasonable to believe that the insurer has continued so to comply subsequently and will
continue so to comply in future.

On behalf of the Board

Carol Ritchie
Interim CFO

Date: aprsg, 2021

April 8, 2021



Appendix ii: External independent auditor’s opinion

Report of the external independent auditors to the Directors of Guarantee Protection Insurance
Limited ("the Company’)

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

Opinion
We have audited the following documents prepared by the Company as at 31* December 2020:

» The Waluation for solvency purposes’ and ‘Capital Management' sections of the Solvency and
Financial Condition Report of the Company as at 31% December 2020, (‘the Narrative
Disclosures subject to audit’); and

* Company templates 5.02.01.02, 5.17.01.02, 5.23.01.01, 5.25.01.21 and 5.28.01.01 (“the
Templates subject to audit’).

The Narrative Disclosures subject to audit and the Templates subject to audit are collectively referred
to as the ‘relevant elements of the Solvency and Financial Condition Report’.

We are not required to audit, nor have we audited, and as a consequence do not express an opinion
on the Other Information which comprises:

¢ The 'Summary’, ‘Business and performance’, "System of governance’ and ‘Risk profile’
elements of the Solvency and Financial Condition Report;

» Company templates 5.05.01.02 and $.19.01.21;

s The written acknowledgement by management of their responsibilities, including for the
preparation of the Solvency and Financial Condition Report ['the Responsibility Statement’).

In our opinion, the information subject to audit in the relevant elements of the Solvency and Financial
Condition Report of the Company as at 31* December 2020 is prepared, in all material respects, in
accordance with the financial reporting provisions of the PRA Rules and Solvency |l regulations on
which they are based.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK))
including ISA (UK) 800 and ISA (UK) 805, and applicable law. Our responsibilities under those standards
are further described in the Auditors’ Responsibilities for the Audit of the relevant eflements of the
Solvency and Financial Condition Report section of our report. We are independent of the Company in
accordance with the ethical requirements that are relevant to our audit of the Solvency and Financial
Condition Report in the UK, including the FRC's Ethical Standard as applied to public interest entities,
and we have fulfilled our other ethical responsibilities in accordance with these requirements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

Conclusions relating to going concern

Our evaluation of the Directors’ assessment of the Company’s ability to continue to adopt the going
concern basis of accounting included:
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Performing corroborative analysis of cash flow forecasts provided by management and considering
contrary outcomes. This included challenge of management's base case and severe but plausible
downside scenarios;

Reviewing minutes of those charged with governance and relevant committees for references that
would indicate any financial difficulties or concerns;

Performing audit procedures regarding subsequent events to identify those that either mitigate or
otherwise affect the entity’s ability to continue as a going concern;

Obtaining and reviewing correspondence with the FCA and PRA;

Inquiring of the entity’s legal counsel regarding the existence of litigation and claims and the
reasonableness of management's assessments of their outcome and the estimate of their financial
implications; and

Reviewing the Directors' assessment of the impact of the potential acquisition in relation to both
business strategy and financing arrangements, including review of related correspondence and
meeting with the potential acquirer.

Based on the work we have performed, we have not identified any material uncertainties relating to
events or conditions that, individually or collectively, may cast significant doubt on the company’s
ability to continue as a going concern for a period of at least twelve months from the date on which
the Solvency and Financial Condition Report is authorised for issue.

In auditing the Solvency and Financial Condition Report, we have concluded that the directors’ use
of the going concern basis of accounting in the preparation of the Solvency and Financial Condition
Report is appropriate.

However, because not all future events or conditions can be predicted, this conclusion is not a
guarantee as to the Company’s ability to continue as a going concern.

Our responsibilities and the responsibilities of the Directors with respect to going concern are
described in the relevant sections of this report.

Emphasis of Matter - Basis of Accounting

We draw attention to the “Valuation for solvency purposes’ and ‘Capital Management’ of the Solvency
and Financial Condition Report, which describe the basis of accounting. The Solvency and Financial
Condition Report is prepared in compliance with the financial reporting provisions of the PRA Rules
and Solvency |l regulations, and therefore in accordance with a special purpose financial reporting
framework. The Solvency and Financial Condition Report is required to be published, and intended
users include but are not limited to the Prudential Regulation Authority. As a result, the Solvency and
Financial Condition Report may not be suitable for another purpose. Our opinion is not modified in
respect of this matter.

Other Information
The Directors are responsible for the Other Information.

Our opinion on the relevant elements of the Solvency and Financial Condition Report does not cover
the Other Information and we do not express an audit opinion or any form of assurance conclusion
thereon.

In connection with our audit of the Solvency and Financial Condition Report, our responsibility is to
read the Other Information and, in doing so, consider whether the Other Information is materially
inconsistent with the relevant elements of the Solvency and Financial Condition Report, or our
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knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify such
material inconsistencies or apparent material misstatements, we are required to determine whether
there is a material misstatement in the relevant elements of the Solvency and Financial Condition
Report or a material misstatement of the Other Information. If, based on the work we have performed,
we conclude that there is a material misstatement of this Other Information, we are required to report
that fact. We have nothing to report in this regard.

Responsibilities of Directors for the Solvency and Financial Condition Report

The Directors are responsible for the preparation of the Solvency and Financial Condition Report in
accordance with the financial reporting provisions of the PRA rules and Solvency Il regulations.

The Directors are also responsible for such internal control as they determine is necessary to enable
the preparation of a Solvency and Financial Condition Report that is free from material misstatement,
whether due to fraud or error.

The Directors have elected to comply with the External Audit Part of the PRA Rulebook for Solvency 11
firms as if it applied to the Company, notwithstanding that the Company is a small firm for external
audit purposes (as defined in the PRA Rulebook).

Auditors’ Responsibilities for the Audit of the relevant elements of the Solvency and Financial
Condition Report

It is our responsibility to form an independent opinion as to whether the information subject to audit
in the relevant elements of the Solvency and Financial Condition Report is prepared, in all material
respects, in accordance with financial reporting provisions of the PRA Rules and Solvency Il regulations
on which they are based.

Our objectives are to obtain reasonable assurance about whether the relevant elements of the
Solvency and Financial Condition Report are free from material misstatement, whether due to fraud
or error, and to issue an auditors’ report that includes our opinion. Reasonable assurance is a high
level of assurance, but it is not a guarantee that an audit conducted in accordance with 1SAs (UK) will
always detect a material misstatement when it exists, Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the decision making or the judgement of the users taken on the basis of the Solvency and
Financial Condition Report.

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect material misstatements in
respect of irregularities, including fraud. The extent to which our procedures are capable of
detecting irregularities, including fraud, is detailed below.

Based on our understanding of the Company/industry, we identified that the principal risks of non-
compliance with laws and regulations related to the consideration of Financial Conduct Authority's
and Prudential Regulation Authority's regulations, and we considered the extent to which non-
compliance might have a material effect on the Solvency and Financial Condition Report. We also
considered those laws and regulations that have a direct impact on the Solvency and Financial
Condition Report such as compliance with Companies Act 2006 and FRS102 which would impact the
underlying financial statement numbers which form the basis of the Solvency and Financial
Condition Report ahead of specific adjustments made for Solvency Il purposes. We evaluated
management’s incentives and opportunities for fraudulent manipulation of the Solvency and
Financial Condition Report (including the risk of override of controls), and determined that the
principal risks were related to classification and valuation of key judgemental items within the
attached QRTs. Audit procedures performed included:
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s Discussions with management, including consideration of known or suspected instances of
non-compliance with laws and regulation and fraud; and

e Challenging adjustments, assumptions and judgements made by management in their
completion of the QRTs, specifically where the valuation of a line item is different to the
valuation within the financial statements.

There are inherent limitations in the audit procedures described above. We are less likely to become
aware of instances of non-compliance with laws and regulations that are not closely related to
events and transactions reflected in the Solvency and Financial Condition Report. Also, the risk of not
detecting a material misstatement due to fraud is higher than the risk of not detecting one resulting
from error, as fraud may involve deliberate concealment by, for example, forgery or intentional
misrepresentations, or through collusion.

A further description of our responsibilities for the audit is located on the Financial Reporting Council’s
website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’
report.

Use of this report

This report, including the opinion, has been prepared for the Board of Directors of the Company in
accordance with our letter of engagement dated [date] and External Audit rule 2.1 of the Solvency Il
firms Sector of the PRA Rulebook as if it applied to the Company, and for no other purpose. We do
not, in providing this report, accept or assume responsibility for any other purpose or to any other
party save where expressly agreed by our prior consent in writing.

Report on Other Matters

The Directors have requested that we consider whether the Other Information is materially
inconsistent with our knowledge obtained in the audit of the Company's statutory financial
statements as if the Company was subject to the External Audit Part of the PRA Rulebook for Solvency
Il firms. If, based on the work we have performed, we conclude that there is a material misstatement
of this other information, we are required to report that fact. We have nothing to report in this regard.

’ef\\c .-.:.:bLmCup celt

PricewaterhouseCoopers LLP
Chartered Accountants

141 Bothwell Street
Glasgow

g™ April 2021
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Guarantee Protection
Insurance Limited

Solvency and Financial
Condition Report

Disclosures

31 December

2020

(Monetary amounts in GBP thousands)



General information

Undertaking name

Undertaking identification code
Type of code of undertaking
Type of undertaking

Country of authorisation
Language of reporting

Reporting reference date
Currency used for reporting
Accounting standards

Method of Calculation of the SCR
Matching adjustment

Volatility adjustment
Transitional measure on the risk-free interest rate

Transitional measwre on technical provisions

List of reported templates
5.02.01.02 - Balance sheet

5.05.01.02 - Premiums, claims and expenses by line of business

5.17.01.02 - Mon-Life Technical Provisions
5.19.01.21 - Hon-Life inswrance claims
5.23.00.01 - Own Funds

Guarantese Protection Insurance Limited

213800X5UHKVIUWAET 15

LEI

Hon-life undertakings

GEB

en

11 December 2020

GBP

Local GAAP

Standard formula

Mo use of matching adjustment

Mo use of volatility adjustment

Mo use of transitional measure on the risk-free interest rate

Mo use of transitional measure on technical provisions

5.25.01.21 - Solvency Capital Requirement - for undertakings on $tandard Formula
5.28.01.01 - Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity




RO030
ROO40
ROOS0
ROOED
ROOTO
ROOE0
ROOS0
RO100
RO110
RO120
RO130
RO140
RO150
RO1&0
RO170
RO180
RO190
ROZOO
ROZ10
ROZ20
ROZ30
RO240
ROZ50
ROZ&E0
ROZ70
ROZEO
ROZ%0
RO300
RO310
RO320
RO330
RO340
RO350
RO3&0
RO370
RO3E0
RO3%0
RO400
RO410
RO420
ROS00

5.02.01.02
Balance sheet

Assets
Intangible assets
Deferred tax assets
Pension benefit surplus
Property, plant & eguipment held for own use
Investments (other than assets held for index-linked and unit-linked contracts)
Property (other than for own use)
Holdings in related undertakings, including participations
Equities
Equities - listed
Equities - unlisted
Bonds
Government Bonds
Corporate Bonds
Structured notes
Collateralised securities
Collective Investments Undertakings
Derivatives
Deposits other than cash equivalents
Other investments
Assets held for index-linked and unit-linked contracts
Loans and mortgages
Loans on policies
Loans and mortgages to individuals
Other loans and mortgages
Reinsurance recoverables from:
Non-life and health similar to non-life
Non-life excluding health
Health similar to non-life
Life and health similar to life, excluding index-linked and unit-linked
Health similar to life
Life excluding health and index-linked and unit-linked
Life index-linked and unit-linked
Deposits to cedants
Insurance and intermediaries receivables
Reinsurance receivables
Receivables (trade, not insurance)
Own shares (held directly)
Amounts due in respect of own fund items or initial fund called up but not yet paid in
Cash and cash equivalents
Any other assets, not elsewhere shown
Total assets

Solvency Il
value

CO00

454

19,932

235

1,900

13,997

7,503

6,494

3,600

200

558

558

138

138

138

53

339

3,464

24,938




RO510
ROS20
ROS30
RO540
RO550
ROS&0
ROS70
RO580
ROS90
ROGOO
RO&10
RO620
ROG30
ROG40
RO&50
ROGED
ROG70
ROGED
ROG30
RO700
RO710
RO720
RO740
RO750
RO7&0
RO770
RO7ED
RO790
ROBOO
ROB10
ROB20
RO830
ROB40
ROB50
ROB&ED
ROBY0
ROBEO
RO900

R1000

5.02.01.02
Balance sheet

Liabilities
Technical provisions - non-life
Technical provisions - non-life (excluding health)
TP calculated as a whole
Best Estimate
Risk margin
Technical provisions - health (similar to non-life)
TP calculated as a whole
Best Estimate
Risk margin
Technical provisions - life (excluding index-linked and unit-linked)
Technical provisions - health (similar to life)
TP calculated as a whole
Best Estimate
Risk margin
Technical provisions - life {excluding health and index-linked and unit-linked)
TP calculated as a whole
Best Estimate
Risk margin
Technical provisions - index-linked and unit-linked
TP calculated as a whole
Best Estimate
Risk margin
Contingent liabilities
Provisions other than technical provisions
Pension benefit obligations
Deposits from reinsurers
Deferred tax liabilities
Derivatives
Debts owed to credit institutions
Financial liabilities other than debts owed to credit institutions
Insurance & intermediaries payables
Reinsurance payables
Payables (trade, not insurance)
Subordinated liabilities
Subordinated liabilities not in BOF
Subardinated liabilities in BOF
Any other liabilities, not elsewhere shown
Total liabilities

Excess of assets over liabilities

Solvency Il
value

C0010

13,462

13,462

11,791

1,671

oloc|loc|o

&11

721

14,794

10,143




RO
RO120
b
RO140
ROZO0

RO
RO
RO
R0
RO 300

ROZI0
ROI0
RO¥I0
RO
ROL00

RO40
R0
ROEI0
Rl
ROS00
ROEED
RATO0
BR300

5,05.01,02
Premiums, claims and expenses by line of business

Hon-life
Lire of Business for: nonelife insurance and relnsurance obligations [direct business and accepted proportional resnsurance) Line of business for: accepted non-proportional reinsurance
other Total
Mirdical Ircme Workers' | Watar vehicle | e | SN General | Creditana Legal e Financial Marirs,
e protection | compensation lisbility liabdlity suretyship EXpETTIES Assistance . Health Casualty arviation and Property
insurance insurance rsurance insurance i irsurance insurance insurance tramsport
Cogtn Cog2n <000 Co040 <0050 C0DED o070 cooan Coosn i 10 et Fie) co13e Co140 Cons0 Coed oz
Pramiuens written

Gross - Mract Business.

3,328

Gross - Proportional reinsurance accepted
‘Gross - Mon-proportional reinsurance accepted
Rninsurers share

Mt
Fremiuwms carmed

Groes - Direct Business.

G - Propartional reirdurance accepled
Gngess - Hon-propartional reinsurande accepied
Reinzurers’ share

Hey

Claims nurmed

Gross - Mract Business.

Groes - Proportional relrsurance accepted
‘Gross - Mon-proportional reinsurance accepted
Relnsurers share

K1
‘Changes in other technical provisicns

Gross - Direct Business.

Gress - Propartional reimurance accepled
Gress - Hon-propartional reinsurande accepied
Reinsurers’ share

et I

-582|

Expsnies incurred [

1,505/

Other expenies
Total gxparses




5470102
Maon-Life Technical Provisions

Technical provisions calculated o a whole

Total Recowerabdes Trom redreurance ! SPY and Findte Re after the
adjustment Tor dxpactid lnses dus 1o countengsety defidy
apmciated 1o T# caloulsted a3 3 whole

Technical providens caloulated i a sum of BE and R4
[Beat ertimate
PFremium provisions.
Groms
Total rectverabio Trom reimurancs ! SPY ard Finite
[ after Ui Adljuitennt for expictid Loss due 1o
counterparty default
Met Best Estimate of Premiam Provisioms

Clalms provisions
Groms
Total recoverable from reimurance! %Y and Finibe:
R afber ther adjustment for eupecied Losses due to
countenparty defautt

Mt Best Extimate of Clalem Provisiom

Todnl ksl extimate - gross
Toal best etimate - net
Rk margin

duazunt o thie wranitional on Techsical Provisions
Techiical Proviskons colculated & o whole

Best estimate

[Bink margin

Technical provisions - wotal
Recowerable from ressurance conbract/SPY and

Findte R after the adjustment for expected losses due b
counterparty dafault - total

- fram
and Finite R - total

TS

Bivect business and sccepted propertional reimrancs Sitepted ron-proparticnal seraraece
— Tatal Hen-Life
. Maring,  Fire and other Mo Fon- proportionsl Mo
el Income Workers' | Mator vefricle | v | avlaionand | damage to General Creditend | ) sepoeaas Miscollanoos preportional | marine, | prepertional | Obligetion
EApEnsE protection | compensation liability Hability suretyship . Aszistance | o
[ relnancs | erurance | fraport  relmancs
reinsurance

T00z0 Co0i o040 T00s Cooe om0 T0080 Cosn 010 Toie Tonan EIE o Tone oien oI Tolen
i} [
o
| | | 540 Bl
) 138
1 1 1 9,267 5087
I I I FNTT) N
Q
| | | 2,367 1387
I I I T, 1.
1 1 1 L] 11,454
1,671 | | 1.571]
o
o
a a a o
13,462 13,82
154 138
13,155 15L125




RO100
RO160
RO170
RO1ED
RO150
ROZ{X)
ROZ10
ROZI0
RO230
RO240)
RO250
RO260

RO
RO160
ROAT0
RO180
RO150
RO
RO210
ROZ20
RO230
RO240
RO250
RO260

5.19.01.21

Mon-Life insurance claims

Total Mon-life business

Accident year { underwriting year |Accident Year

Gross Claims Paid (non-cumulative)
{absolute amaount)
Ca00 CO0Z0 CO030 CO040 CO050 CO0a0 CoaTo CO0&0 ] Coon (R[] [l ] CO1BO
Year Development year In Current Sum of years
0 1 z 3 4 5 & 7 g 4 106 + year {eumulative)
Prior 0| 0 0
201 0 0 54 3 ] 0 0 36
2z 0 G07 52 32 3 o 0 495
M3 1,476 683 32 16 32 -3 kL 0 2,271
2014 AL 10 59 13 1 o i 1 2,995
M5 1,670 554 70 77 B [ 2,379
2016 1181 547 59 34 o 0 1,821
7 &0 445 a1 a1 B3 1,271
2018 751 G4 47E 478 1,93
2019 qrr T3 T3 1,700
2020 632 632 432
Tatal 1,923 15.?34|
Gross Undiscounted Best Estimate Claims Provisions
(absolute amaunt)
CO360
Coz00 Co210 Ci2z0 Co230 Ciz40 Cizso Cizan COzv0 CO2En Coz%0 Ci300 Year end
Year Development year (discounted
0 1 1 1 4 5 i 7 B 9 106+ data)
ol T E—— — — — —— 0
2011 0 0 0 0 0 0 0 0 0 0 0
1Mz o o 0 0 0 0 0 0 EI| o
2013 1] 1] o o 1 o o o 0
2014 0 0 0 30 0 0 0 0
215 o o a0 12 7 1 1
1M& 1] 148 53 131 a1 &1
27 599 164 156 12 112
2018 847 114 57 57
2019 "7 FETS 732
2020 1.424 1,424
Total 1,387




ROO1D
ROO3D
ROO4D
ROOSD
ROO7D
ROCSD
RO1D
RO130
RO140
RO1&D
ROED

ROZZD
ROZ30
ROZID

RO
ROID
ROZED
ROZ30
ROZ4D
ROXSD
ROB6D
ROBTD
ROAD
R0

ROS0D
ROS1D
ROS4D
ROS5D

ROSA0
ROS00
ROGE0
ROG40

ROTOD
ROT1D
ROTZD
RO73D
RO74D
ROT&ED

ROT70
ROTSD
ROTAD

52100
Own Funds

Basic own Tunds before deduction for participations in other financial sector as foreseen in article 68 of Delegated Regulation 2015/35

Ordinary share capital {grass of own shares)

Share premium account related to ordinary share capital

Initial funds, members’ contributions or the egquivalent basic own-fund item for mutual and mutual-type undertakings
Subordinated mutual member accounts

Surplus funds

Preference shares

Share premium account related to preference shares

Reconciliation reserve

Subordinated Liabilities

An amount egual to the valie of net deferred tax assets

Other awn fund items approved by the supervisory autharity as basic cwn funds not specified above

Oran funds from the financial statements that should not be represented by the reconcilistion reserve and do not meet the criteria to be classified as Salvency Il own funds

Deductions for participations in financial and credit institutions
Taotal basic awn funds after deductions

Ancillary awn funds

Unpaid and uncalled ardinary share capital callagle on demand

Unpaid and uncalled indtial funds, members’ contributions or the equivalent basic awn fund item for mutual and mutual - type undertakings, callable on demand
Unpaid and uncalled preference shares callable on demand

A legally binding commitment to subscribe and pay for subardinated Habilities an demand

Letters of credit and guarantees under Article $602) of the Directive H0S 1 300EC

Letters of credit and guarantees athar than urder Article %i2) of the Directive 2009/ 138/EC

Supplementary members calls under first subparagraph of Article %(3) of the Directive 20058/ 1300EC
Supplemeantary members calls - other than under first subparagraph of Articke 98(3) of the Mrective 200%/138/EC
Gthar ancillary own funds

Tatal ancillary own funds

MAvailable and eligible own funds

Total available own Tunds Lo meel the SCR
Total available own Tunds Lo meel the WOR
Total eligible cwn funds to maet the 5CR
Total eligible cwn Tunds to meet the WOR

SCR
MCR
Ratio of Eligible awn funds to SCR
Ratio of Eligible awn funds to MCR

Recancilliation reserve
Excess of assels over liabilities

O shares (held direetly and indirectly)

Fareseeable dividends, distributions and charges

Olher basic awn fund iters

Aeffustment for restricted own furd ibems in respect of matching adjustment. pertfelies and ring Tenced funds
Recancilistion reserve

Expected profits

Expected profits included in future premiums (EFIFP) - Life business
Expected profits included in future premiums (EFIFF) - Mon- life business
Tatal Expected profits included in future premiums (EPIFF)

=== A A A A = =

10,143
9,690
10,143
9,690

.37

2,552

13760

ERE L)

0060
10,143

1,056

8,088

9,690 o o 454
9,690 o o
9,690 o o
9,690 o o



RO0D
ROOZO
ROOZ0D
ROO40
ROOS0
ROOGD

ROOTO

RO100

RO130
RO140
RD150
RO160
ROZOD
ROZ10
ROZ20

RO400
RO10
ROAZ0
RQ430
Riu40

RO5%0

RDa40
ROG50
RDGED
RDaF0
ROGED
ROGS0D

£.25.01.21
Solvency Capital Requirement - for undertakings on Standard Formula

Market risk

Counterparty default risk
Life undersriting risk
Health underwriting rsk
Hon-life underwriting risk
Diversification

Intangible asset risk

Basic Solvency Capital Requirement

Calculation of Solvency Capital Requirement

Operational risk

Liss-absorbing capacity of technical provisions

Loss-absorbing capacity of deferred taxes

Capital reguirement for business operated in accordance with Art. 4 of Directive 2003./41/EC
Salvency Capital Requirement excluding capital add-on

Capital add-ons already set

Salvency capital requirement

Other information on SCR

Capital requirement for duration-based equity risk sub-module

Total amount of Notional Solvency Capital Requirements for remaining part

Taotal amount of Motional Solvency Capital Requirements for ring fenced funds

Total amount of Kotional Solvency Capital Reguirements for matching adjustment portfolios
Diversification effects due to RFF n5CR aggregation for article 304

Approach to tax rate
Approach based on average tax rate

Calculation of loss absorbing capacity of deferred tages

LAC DT

LAC DT justified by reversion of deferred tax liabilities

LAC DT justified by reference to probable future taxable economic profit
LAC DT justified by carry back, current year

LAC DT justified by carry back, future years

Maximum LAC DT

co100

354

o

]

7,371

0

7,372

0

o

0

0

0
CO10%

o

LAC DT
Co130

0

0

]

0

i}

u;:’:“r:;:“""’ usp Simplifications
oo C0as0 0

T —
71
o
0
6,113
-1,125

USP Koy

For B underwriting risk:

M-

G-

lrigae in the smount of ssouity
benefits
Hore

[P Fgalth undereriting risk:

i-

2-

3

4 -

5.

G-

Icraic n the amount of wniity
ity

Standerd devistion for MSLT hesith
premium rik

- Standard devlation for MSLT health gros

R risk

el jitment Tactor for nos-prapartional
FEiruranGE

Standerd devistion for MSLT heslth
rEseTvE Mt

Hone

[P Pusn- |l undervwriting i

+

-

T

- dafjuritment Tackos for nos-proportional

reimurance
Standard deviztion for non-life
prEmium risk

- Standard dervlation Tor non:life gross
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ROOZO
ROO30
ROQ4D
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ROO&0
ROOTO
RO0E0
RO0OS0
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ROAAD
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5.28.01.01
Minimum Capital Reguirement - Only life or only non-life insurance or reinsurance activity

Linear formula memnt for non-life insurance and reinsurance ﬂhuiﬂ.umi o010
MCRy, Result | 2,552

Het (of
reinsurance/SPV) best Net (of reim-.urmc?}
written premiums in
estimate and TP the last 12 months
calculated as a whole
COfz CO030

Medical expense insurance and proportional reinsurance 0
Income protection insurance and proportional reinsurance [}
Workers' compensation insurance and proportional reinsurance 0
Motor vehicle liability insurance and proportional reinsurance 0
Other motor insurance and proportional reinsurance 0
Marine, aviation and transport insurance and proportional reinsurance [
Fire and other damage to property insurance and proportional refnsurance 0
General liability insurance and proportional reinsurance 0
Credit and suretyship insurance and proportional reinsurance 0
Legal expenses insurance and proportional reinsurance 0
Aszistance and proportional reinsurance | [ |
Miscellaneous financial loss insurance and propartional reinsurance 11,654 3,150
Men-proportional health reinsurance 0
Mon-proportional casualty reinsurance [}
Mon-proportional marine, aviation and transport reinsurance 0
Mon-proportional property reinsurance 0
Linear formula component for life insurance and reinsurance obligations 0040
MCR, Result 0

reirﬂ.r:‘ll::teff::ﬂ best Net (of

reinsurance/SPV) total
estimate and TP capital at risk
calculated as a whale
COOs0 Cooen

Obligations with profit participation - guaranteed benefits

Obligations with profit participation - future discretionary benefits
Index-linked and unit-linked insurance obligations
Other life {re}insurance and health (rejinsurance chligations

Total capital at risk for all life {rejinsurance obligations

Overall MCR calculation ]

Linear MCR 1,552
SCR 7,372
MCR cap 3,117
MCR floor 1.843
Combined MCR 1.552
Absolute floor of the MCR 2,255

Minimum Capital Requirement 2,552






