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EXECUTIVE SUMMARY

The Solvency Il Directive 2009/138/EC (“Directive”) subjects insurance and re-insurance undertakings to a wide review of
solvency requirements which are intended to reflect more closely an undertaking’s financial position, business profile and
risk management strategy.

The Solvency Il requirements are grouped using a three pillar approach:

Pillar | covers the financial requirements of undertakings, and their ability to demonstrate that they have sufficient financial
resources to cover their risks;

Pillar Il requires an undertaking to adopt effective risk management and governance systems; and

Pillar 11l relates to disclosure requirements which are aimed at achieving greater levels of transparency by undertakings in
their reporting to both their supervisors and the public.

As part of the Pillar lll requirements, Building Block Insurance PCC Limited (“BBI” or “the Company”) has prepared the
Solvency and Financial Condition Report (“SFCR”) which includes a narrative report and quantitative reporting templates.
This report is a summary of the Company’s business and performance, system of governance, risk profile, valuation for
solvency purposes and capital management directed to the Company’s policy holders and beneficiaries.

This report has been prepared in accordance with Articles 292 to 298 of the European Union Commission Delegated
Regulation 2015-35 of the 10th October 2014. The SFCR has been approved by the Board of Directors (“the Board”) and
submitted to the MFSA in accordance with Article 51(1) of Directive 2009/138/EC.

A. Business and Performance

In 2019, Building Block Insurance PCC Limited focused on a number of core products and concentrated its efforts on
working with distributors that could provide high volumes of business. As a result of this strategy, the GWP written has
increased from £6,907k in 2018 to £15,284. This was mainly due to continued focus on a number of key lines of business
written through the core of the business, in particular pet insurance, whilst a number of exploratory discussions were held
relating to the establishment of new cells to host existing schemes. Although no new cells were established in 2019, there
are a number of ongoing discussions to establish cells in 2020.

The Company has in place appropriate procedures to monitor the business written and ensures that key functions are
properly controlled and monitored. The Board having assessed the nature and volumes of the business to be written is
satisfied that there does not exist any substantial operational risk or any material risks that may result from the risks
recorded in its Risk Register including other identified risks such as liquidity, inflation and reputational risks.

A number of meetings were held with the PRA in the year to discuss our Brexit contingency planning and it was initially
agreed by the Board that Building Block would focus on business written in the EEA going forward and look to agree fronting
arrangements or alternative capacity for any business written into the UK post Brexit. The Board has since changed its
stance on this and has entered into the TPR with the intention to establish a UK branch.

Outlook for 2020

Brexit has continued to offer both opportunity and challenges in relation to the future strategy of the business. Although
focus was put into development of business in both Spain and Portugal this has not produced the volume of business we
anticipated. Building Block is still pursuing this plan and is also looking to develop business in other EEA countries such as
Germany.

The implementation period began at 11pm on the 31 January 2020 and will run until 11pm 31 December 2020 — The
Implementation Period includes the continuation of passporting which allows the company to continue to trade in the UK
and the rest of the EEA throughout 2020.

At 11pm on the 31st of December 2020 passporting under the Implementation period will cease and the company will
then enter the Temporary Permissions Regime (TPR), which again will allow passporting into the UK to take place. In
January 2019 Building Block notified the Prudential Regulatory Authority (PRA) that it would enter the TPR and the
notification was confirmed by the PRA.

Building Block Insurance PCC Limited | Solvency and Financial Condition Report




The regime is scheduled to last a maximum of 3 years, during this time the PRA will allocate application slots for EEA
insurers such as BBI to seek UK authorisation. Once allocated, BBI intends to open a UK branch to enable trade in the UK
to continue.

At the time of preparation, the virus COVID-19 pandemic has been growing worldwide and the Company has been
assessing its risk exposure to this in this unprecedented and unpredictable scenario. From a business perspective, the
Company has taken steps to amend its new business approach as the situation develops and shall continue to keep
cognizance of the developing circumstances and take immediate action as necessary. From an operational and business
continuity perspective, the Company has implemented its plans to address circumstances to limit the spread of the
widespread infectious diseases.

Whilst these actions can permit the Company to continue to operate as normal as possible, it is expected that there will
be an impact on the Company from the general economic shock, which may see a reduction in the demand for the
Company’s products in the short to medium term. Currently the Company is capitalised to manage any such impact and
has the necessary resources to sustain this as necessary. The Company does not hold any investments in debt or equities
so did not incur any investment losses since the period end as a result of market volatility. The directors are therefore
satisfied that the Company remains a going concern.

B. Systems of Governance

Building Block Insurance PCC Limited is governed by the Board of Directors which is composed of both executive and
independent non-executive directors. The Board collectively holds the relevant range of skills knowledge and experience
necessary in the day to day running of the company.

The system of Governance is based on the Three lines of Defence model, and provides a clear organizational structure,
with clear reporting lines and responsibilities. In line with the requirements emanating from the Solvency Il directive, BBI
has in place a Risk Management Function, a Compliance Function, an Internal Audit Function, and an Actuarial Function.
All of which are outsourced in line with the requirement emanating from the Solvency Il directives and as per BBI’s
Outsourcing Policy.

C. Risk Profile

The Company currently uses the Standard Formula to calculate its solvency capital requirement.

The Company’s Standard Formula Solvency Capital Requirement (SF-SCR) at 31 December 2019 is £2,449k. This is covered
by £3,474k of eligible capital resources or own funds, providing a Solvency Il surplus of £1,025k and a Solvency Il coverage
ratio of 141.86% and confirms the excess of the Company’s total eligible own funds over its solvency capital requirement.

Own Funds to meet the SCR 3,474
Own Funds to meet the MCR 2,127
Standard Formula Solvency Capital Requirement (SCR) 2,449
Solvency Surplus 1,025
Ratio of Own Funds to SCR 141.86%

D. Valuation for Solvency Purposes
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BBI prepares its accounts in line with IFRS, which follow the prudence principle for evaluation and profit recognition
purposes. Financial assets are evaluated at lower of cost or market value/realizable value and underwriting profits are
only recognized for earned premiums. Solvency Il evaluates financial assets at market value and technical provisions at
their best estimate considering the time value of money, unlike IFRS underwriting results which are recognized at the
inception date of the re/insurance agreement.

E. Capital Management

The Company is required to ensure that ‘Own fund’ items, both at issue and subsequently, meet the requirements of the
Solvency Il capital regime. As part of the annual review of the medium-term capital plan review, the Company will review
the own fund items to ensure they meet the requirements of the applicable capital and distribution regime and are
classified correctly. The Company’s own funds consist of the following items:-

e Issued Share Capital
e Retained Earnings
e (Capital Contribution

Any change to the share capital requires the approval of the Shareholders and the Board. Any other qualifying own fund
item requires the review and approval of the Board. In such instances, the Board must ensure that the terms and conditions
of any own fund item are clear and unambiguous in relation to the capital classification.
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A.

BUSINESS AND PERFORMANCE

A.1 BUSINESS

Company Information
Incorporation and Principal Activity

The Company was incorporated as a protected cell insurance company on 16 December 2013. The principal
activities of the Company are that of an Insurance Company licensed in terms of Section 7 of the Insurance Business
Act, 1998 and regulated by the Malta Financial Services Authority to write general insurance business from Malta
in accordance with the Companies Act (Cell Companies carrying on business of insurance) Regulations, 2010.

Building Block Insurance PCC Limited is a protected cell insurance company incorporated in Malta and licensed and
regulated by the Malta Financial Services Authority.

The immediate parent company of Building Block Insurance PCC Limited is Lattice Group Holdings Limited, a
privately owned limited liability company registered in Malta (company registration number C51960) and having its
registered office situated at 171, Old Bakery Street, Valletta VLT1455 Malta.

The ultimate parent company is Lattice Trading Limited, a company registered in the United Kingdom (company
registration number 08512981) and having its registered office at PO Box 9562, Kempton House, Dysart Road,
Grantham, Lincolnshire, NG31 OEA, United Kingdom.

The following chart shows, in simplified form, a structure chart of the Company and its ultimate parent as at 31
December 2019.

Lattice Trading Limited
(UK Entity)
100%

Lattice Group Holdings Limited

(Malta Entity)
100%

Building Block Insurance PCC Limited
(Malta PCC)
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The Company is a protected cell insurance company (PCC) which is licensed and authorised by the MFSA to write

all classes of insurance business.

Classes of Insurance Business:

Class 1 Accident

Class 2 Sickness

Class 3 Land Vehicles

Class 4 Railway Rolling stock
Class 5 Aircraft

Class 6 Ships

Class 7 Goods in Transit

Class 8 Fire and natural forces
Class 9 Other damage to property
Class 16 Miscellaneous financial loss
Class 17 Legal Expenses

Class 18 Assistance

The Company is passported under Freedom of Services to write various classes of insurance business in the following
countries: France, Iceland, Ireland, Italy, Portugal, Spain and United Kingdom.

The Company’s registered office and principal place of business and the contact details of its External Auditors and

Supervisory Authority are shown below:

Insurance Company

Insurance Manager

External Auditors

Internal Auditors

Supervisory Authority

Building Block Insurance PCC Limited
Vision Exchange Building,

Triq it -Territorjals,

Zone 1, Central Business District,
Birkirkara, CBD 1070,

Malta

Tel: (356) 2247 1809

Aon Insurance Managers (Malta) PCC Limited,
Vision Exchange Building,

Triq it -Territorjals,

Zone 1, Central Business District,

Birkirkara, CBD 1070,

Malta

Tel: (356) 2247 1809

PricewaterhouseCoopers,

78 Mill Street,

Zone 5, Central Business District,
Qormi, CBD 5090,

Malta

KPMG,

Portico Buildings,
Marina Street,
Pieta, PTA9044
Malta

Malta Financial Services Authority
Triq L -Imdina, Zone 1,

Central Business District,
Birkirkara, CBD 1010, Malta
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A.2

SIGNIFICANT EVENTS DURING THE REPORTING PERIOD AND UP TO THE DATE OF THE REPORT

Capital Contributions

During 2019 the immediate parent company contributed £250k in the form of shareholders contribution reinforcing
its continued commitment to support and develop the business.

UNDERWRITING PERFORMANCE

The Company strategy is to focus on underwriting discipline and on products, business lines and geographic areas
that are most profitable. The underwriting results have continued to improve and schemes with lower volumes or
schemes that looked unlikely to achieve the required loss ratios have been placed in run off.

The Company is confident that after an extensive review of the existing schemes and the newly implemented sign
off process on new schemes that it can operate effectively in its targeted markets in 2020. Building Block is confident
on further improvements to results in 2020 in respect of both GWP and underwriting profitability.
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A.2.1 Underwriting performance by Solvency Il lines of business

Below is a comparison on the quantitative information regarding the activity and underlying results for 2019 and 2018 by line of Business:-

Line of Business for: non-line insurance and reinsurance obligations (direct business and accepted reinsurance) in £ 000’s

Other Motor Assistance Miscellaneous Financial Loss
Non- Life

2019 2018 \ 2018
Gross — Direct Business 110 214 2,371 705 12,803 5,987 15,284 6,907
Reinsurance Share 104 78 2,370 660 10,915 1,021 13,390 4,114
Net 5 136 0

Premiums Earned
Gross - Direct

. 191 392 1,708 173 9,755 3,262 11,654 3,827
Business
Reinsurers' share 133 64 1,707 127 7,546 1,021 9,387 1,212
Net 58 323 1 46 2,209 2,241 2,268 2,615

Claims Incurred

Grc')ss - Direct 113 167 -1 74 6,110 1,976 6,222 2,217
Business

Reinsurers' share 60 68 -2 69 4,470 576 4,528 714,109
Net 1,503

Expenses
1,090 1,276

Expenses Incurred
Other expenses
Total expenses
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Below is a comparison on the quantitative information regarding the activity by the Top Countries for 2019 and 2018

Top Countries (by amount of gross premium written)- non-life obligations in £ 000’s

(c]:] IS IE ES Total
2019 2018 2019 2018 2019 2018 2019 2018 2019 2018
iums Written
Gross Direct

Business 14,961 6,648 0 116 164 67 159 75 15,284 6,907
Reinsurers’
einsurers 12,295 4,001 0 42 107 30 106 41 12,507 4,114
share
Net 2,666 2,647 0 73 57 37 53 34 2,776 2,792

Premiums Earned

Gross Direct 11,409 3,577 15,458 161 129 46 102 29 11,655 3,827
Business
Reinsurers’ 8,866 1,124 5,624 53 76 14 60 20 9,008 1,212
share
Net 2,543 2,452 9,834 108 53 32 42 9 2,648 2,615

Claims incurred

Gross Direct 6,164 1,987 14 99 0 7 43 57,558 6,222 2,217
Business
Reinsurers’ 4,519 634 0 68 0 5 8 7,102 4,528 714
share
Net 1,645 1,353 14 31 0 2 35 50,456 1,694 1,503
e
Expenses 908 438 1 20 10 6 8 4 928 468
Incurred

Total 928 468
Expenses
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A.3

INVESTMENT PERFORMANCE

BBI’s Investment Policy sets out asset allocations and investment limits approved and reviewed by the Board of
Directors across a diversified range of investments.

The company’s current aspirations are to preserve its capital and seeking reasonable return for the benefit of its
stakeholders. In this regard the company is to continue with its investment strategy of retaining its capital in bank
holdings until such time that the business produces certain levels of return where sufficient funds are available for
investment diversification.

BBl is also determined that for the time being its priority remains to match the AMCR that is currently its solvency
capital requirement and therefore its capital will be held mainly in Euro cash holdings split, for prudent person and
diversification purposes, between Barclays and HSBC Malta.

Foreign Exchange

The Company measures gains and losses resulting from the impact of movements in foreign exchange rates. In 2019
the Company made a net foreign exchange loss of £26k which arose mainly on the translation of the Company’s
Euro denominated assets, into Great Britain Pound (£), for financial reporting purposes. The FOREX loss was the
result of the weakness of the British Pound, relative to the Euro, witnessed during the year and which was impacted
by the Brexit decision and relating uncertainty. The Loss for the financial year end 31%t December 2019 was £ 644k
a decrease of over £ 296k over the previous reporting period.
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A.4 PERFORMANCE OF OTHER ACTIVITIES

No additional information to report.
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A.5 ANY OTHER MATERIAL INFORMATION

“In response to the virus COVID-19 pandemic the management of the Company has undertaken an in-depth
assessment of the impact that this may have on the business and this has been provided the to the Board. This
assessment identified areas of the product portfolio that are most likely to be impacted by Covid-19, and we have
calculated that this represents 5.0% of premiums written in the year to December 2019. Positive action has been
taken immediately in relation to these products to limit any adverse exposure and further actions are under
consideration to mitigate longer-term impacts.

It should be noted that the figures presented in the SFCR and associated QRTs have not been adjusted for any
potential impact in relation to the COVID-19 pandemic. However, the Company has undertaken a revision of its
trading forecast in light of the anticipated impact of the COVID-19 pandemic. This reforecast has taken into
consideration and assessed the impact that this will have on the Company’s solvency position and was applied to
its February solvency position. Whilst there has been a marginal decline in its SCR between December 2019 and
February 2020, it is anticipated that the Company shall remain adequately covered throughout 2020 with an SCR of
135.7% and an MCR of 155.9%

The Company shall continue to assess the risk exposure that this this unprecedented and unpredictable scenario
presents. From an operational and business continuity perspective, the Company continues to operate its Business
Continuity Plan (BCP) to limit the spread of the widespread infectious diseases and ensure the safety of its
employees, customers and other stakeholders.

The directors have been continuously updated with the on-going situation, the risk assessments that are being
taken by the management and all other actions being taken and are therefore satisfied that the Company remains
a going concern.”
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B.

B.1

B.1A

SYSTEM OF GOVERNANCE

GENERAL INFORMATION ON THE SYSTEM OF GOVERNANCE

The ‘General Information on the System of Governance’ subsection of the report aims to provide details of the
Company’s management structure along with roles and responsibilties and key functions of various committees.

Management and Governance Structure

The oversight of the Company’s business and its operations are provided through its governance structure, in which
the management of risk plays a significant part. Governance starts with the Company’s Board, which has overall
responsibility for management of the company through providing leadership of the company within a framework
of prudent and effective controls which enables each of the risks faced by the Company to be assessed and
managed. The governance structure provides oversight and direction to the Company.

Included in the governance framework is the Risk Management Framework which supports the Company’s risk
culture. The risk framework covers the Company’s business and operational functions and risk areas. It sets out the
Risk Committee, risk reporting and risk control details. The risk governance structure provides an oversight and
decision-making framework within which material risks are continually identified, assessed, monitored and
managed.

The governance structure is designed to support the Company’s embedding of a strong risk culture through the
integration of risk management with regulatory requirements and business activities. The chart below illustrates
the goverance and organizational structure of the Company.

Board of Directors

Operations -
Underwriting/Claims Risk Management Function Audit Committee
Management

Operations - Finance and

Accounting Compliance Function

Operations - Investment Actuarial Function

Operations - Administration

1st line of defence 2nd line of defence 3rd line of defence
Risk and control embedded in the The oversight functions Provides independent assurance
business

The 2nd line js.in charge of defining, The 3rd line challenges the design and
Primary accountability within the context| | developing, implementing and maintaining | effectiveness of risk management,
of day-to-day operations. The first line risk frameworks, policies and procedures. It compliance, control and governance
of defence ensures that operations are | | defines the business guidelines and processes.
carried out correctly and that risk oversees the operations.
exposures are managed, controlled and In order to achieve the necessary
reported in accordance with the risk It menitors and ensures that operations, independence and objectivity, Internal
appetite and risk policies set out by the | | policies ans strategies are adequately Audit is an independent function that
board. aligned. reports to the Audit Committee

Building Block Insurance PCC Limited | Solvency and Financial Condition Report




The Company’s risk management framework is based on the “Three Lines of Defence” model. This structure allows
for each function and individual to have a clear understanding of their risk management responsibilities and aids
embedding an effective risk culture across the Company.

Board of Directors

The Board has overall responsibility for the oversight of the management of the Company. Its role is to provide
entrepreneurial leadership of the Company within a framework of prudent and effective controls which enables
each of the risks faced by the Company to be assessed and managed. The Board is responsible for promoting the
long-term success of the Company whilst securing an appropriate degree of protection for policyholders. Its
objectives are to set the Company’s strategic aims, monitor management’s performance against those strategic
aims, set the Company’s risk appetite, ensure the Company is adequately resourced and that effective controls are
in place. The Board is composed of a mix of executive directors and independent non-executive directors so as to
achieve a balance of skills, experience, challenge and debate and so that no individual or small group of individuals
can dominate its decision-making. Authority in the Company flows from the Board, but it delegates the matters set
out in sub-committees’ Terms of Reference accordingly

The Company’s governance framework includes the following committees which focus on key important areas of
the business:

° Insurance, Risk & Compliance Committee
° Audit Committee (Re constituted in July 2019)

The Following outlines the main responsibilites of BBI’s Govening Bodies.
Insurance, Risk & Compliance Committee

The Company’s Insurance, Risk & Complinace Committee oversees the delivery of the risk management framework
and the identification, assessment and control of the Company’s risk exposures across its various risk categories,
together with the satisfactory conduct of all underwriting and claims related activities and that an
appropriate compliance and risk management framework is in place and that commercial operations are
conducted within the scope of that Company’s framework and policies.

The Audit Committee
The Audit Committee was established to assist the Board of Directors in fulfilling its oversight responsibilities for

the financial reporting process, the system of internal control, the audit process, and the company's process for
monitoring compliance with laws and regulations and overall provide a thrid line of defence.
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B.1A.E Key Functions, Roles and Responsibilities

Persons who effectively run the Company or have other key functions are required to meet the fit and proper
requirements. The system of governance includes the risk function, compliance function, actuarial function and
internal audit function. An overview of the roles and responsibilities for each of these functions and their key
function holders are set out below:

1) Risk Function - Risk Officer

The Risk Management Function is in charge of establishing an effective risk management system which ensures the
identification, quantification, monitoring and reporting on the risks.

The Risk Officer of the Comany ensures that breaches within the Risk Appetite of the Company are not permited.In
the event of a breach, it is brought to the attention of the person concerned and eventually escalated to the Board
of Directors.

2) Compliance Function — Compliance Officer

The Compliance Officer, as the person responsible for all aspects of compliance:

. demonstrates independence of judgement and exercises proper day-to-day supervision and control over
the activity of the Company; and

. is thoroughly familiar with Insurance Legislation which may be in force from time to time and the
conditions of authorisation that attach to the Company’s authority.

The Compliance Officer of the Company ensures that breaches in terms of internal control procedures and systems
or conditions of authorisation to which the Company is subject, are not permitted. If the Compliance Officer
becomes aware of any such breaches, he/she will draw them to the attention of the person concerned and, where
appropriate, to the attention of the Board of Directors. The Compliance Officer will also record, in writing, all such
breaches and the course of action taken as a result. He/She will also notify the competent authority of any breach
of conditions of the Company's authorisation upon becoming aware of such a breach.

The Compliance Officer of the Company has not reported or recorded any such breaches during 2019.

3) Actuarial Function - Appointed Actuary
The Actuarial Function is responsible for calculating the probability and risk of future events using specialised
mathematical techniques, software and commercial expertise. It is a critical function for the Company, having a

significant impact on the pricing, reserving and capital modelling calibration of all lines of business.

The appointed Actuary of the Company is Numisma Advisory Services Limited effective 1 October 2019.

4) Internal Audit Function — Internal Auditor

The Board, Senior Management, Internal Auditor and all employees have a shared commitment to maintain and
enhance the integrity of the Company’s control environment. Within the context of the control framework, auditing
is an independent risk assessment function established within the organisation to evaluate, test, and report on the
adequacy and effectiveness of management’s systems of internal control.

The purpose of these evaluations and tests is to:

. Assist the Audit Committee in executing their oversight responsibilities and,
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B.1.B

B.1.C

. Provides an independent assessment of the Company’s system of internal control, through reviewing
how effectively key risks are being managed, and assists management in the effective discharge of its
responsibilities by carrying out independent appraisals and making recommendations for improvement.

KPMG, as the Company’s Internal Auditors, are responsible for enhancing the Company’s Internal audit programme
and ensuring that it is kept effective and efficient at all times, taking into account the Company’s activities, system
of governance, internal control and risk management processes.

In order to maintain audit independence, the Internal Auditor will report on the audit program, its status, and the
condition of the control environment directly to the Board through the Audit Committee. This reporting relationship
which also includes audit plans, financial budgets and staffing considerations is designed to ensure the ongoing
independence of the internal audit function in order to provide for the objectivity of its findings, recommendations
and opinions.

The Internal Auditor is authorised by the Audit Committee to have full and complete access to any of the
organisation’s records, properties and personnel.

Material Changes in the System of Governance during the Period

The organigram below portrays BBI’s current organisation structure:

Board of Directors

5

Operations -
Underwriting/Claims
Management
Compliance Function

Risk Management Function Audit Committee

Internal Audit Function

Operations - Finance and
Accounting Compliance Function
Operations - Finance and
Accounting Actuarial Function

Actuarial Function

Operations - Investment
Operations - Investment

Operations - Administration

Operations - Administration

Through 2019, there have been a number of changes to BBI’s organisational structure. The most evidentchange was
the reconstitution of the Audit Committee, which was approved by the MFSA in July 2019. The remaining changes
were related to the specific persons occupying key roles within BBI’s organisational structure and chnages on the
board of directors.

Remuneration Policy

The Company’s Remuneration Policy outlines the terms and conditions for the remuneration of members of the
Board, responsible for Key Function, service providers and other categories of staff whose professional activities
have as material impact on the Company’s Risk Profile. The compensation programme is structured on the principle
of providing a fair, market-competitive, performance-driven remuneration package.

The remuneration policy sets out to preclude the possibility of manipulation, negative incentives and undesired risk
retention.
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B.2 FIT AND PROPER

The purpose of this policy is to set out the Company’s approach to the assessment of the Fitness and Propriety of
persons who effectively run the Company or are responsible for other key functions.

The Company is aware of regulations in this area as are currently in place. This policy must at all times be in
compliance with the regulations around the area of Fitness and Propriety as maybe issued by regulators from time
to time.

The Objectives of the Fitness and Propriety policy are to ensure:
. that all persons who effectively run the Company or are responsible for other key functions at all times
possess the professional qualifications, knowledge and experience to enable sound and prudent

management (fit);

. that all persons who effectively run the Company or are responsible for other key functions at all times
are of good repute and integrity (probity);

. that the members of the Board shall, collectively, be able to provide for the sound and prudent
management of the Company;

. that the Board should have the appropriate balance of skills, experience and knowledge of the Company
to enable it to discharge its duties and responsibilities effectively;

When assessments of a person's Fitness and Probity for a responsible person to occupy a responsible position
are conducted they must be made:

e before the person is appointed;

e on at least an annual basis following appointment;

e upon the event of material information adverse to the assessment becoming known to the Company or
any other circumstances whereby the fitness or probity of responsible persons may be adversely affected.
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B.3 RISK MANAGEMENT SYSTEM

Risk Management Overview, Strategy and Objectives

The Company believes that a strong, effective and embedded risk management framework is crucial to maintaining
successful business operations and delivering sustainable, long-term profitability.

The Company utilises the ‘Three Lines of Defence’ model for risk management and has a risk governance structure
that encompasses its principal business operations and risk areas. It also defines a framework which includes a
Board appointed risk committee, risk reporting and risk controls embedded throughout the Company.

The Company seeks to maintain a risk profile that meets its business objectives and its approach to risk-taking is
quantified through its risk appetite statement which aligns the Company’s strategic business goals against the risks
it faces, ensuring that these risks are maintained at levels consistent with the Company’s financial resources. This,
in tandem with continuous management and monitoring of the Company’s capital position, ensures that the
Company continues to manage its business in an environment of controlled, proportionate risk-taking to generate
sustainable earnings and deliver long-term value for shareholders.

The Company’s adherence to its quantified risk parameters is supported by ongoing risk identification exercises, the
outputs of which are documented within its standing risk register framework, which captures the material risks that
the company faces.

The Company’s Insurance, Risk and Compliance Committee has ultimate responsibility for development and
oversight of the risk management framework.

Risk Culture

The Company has an ongoing commitment towards maintaining an effective risk culture, as it is critical to its success
in maintaining and developing an effective risk management system.

Each function and individual is provided with a clear understanding of their risk management responsibilities in
order to embed an effective risk culture across the Company; and the risk governance structure also provides an
oversight and decision-making framework within which material risks are continually identified, assessed,
monitored and managed.

Risk Appetite

Risk is accepted as a potential cost of being open for new business, and servicing existing business. The cost of
controlling all risks to a “minimal” level could easily outweigh any benefits derived from reducing the cost of risk
events. The organisation does accept some volatility in operational profit in order to generate profits over the long
term.

Risk Appetite is the expression of the level of acceptable and/or unacceptable risk as defined by the Board and
senior management. Risk appetite reflects the organisation’s willingness to take on risk as derived from its capacity
to bear risk and the philosophy or attitude toward risk taking.

The Board sets out the overall risk appetite of the organisation. Such is cascaded into more detailed expressions of
appetite or limits applicable to each business function and each risk described in the Risk Register. This facilitates
risk-taking decisions.

As an overarching risk appetite, the organisation defines an overall top-down risk appetite based on the results of
the Solvency Il Standard Model and its ORSA, as follows:
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. Minimum Buffer:
The ORSA required funds position is calculated to cover a maximum sustainable loss at a 99.5% confidence
level within a one-year time horizon sufficient to meet a 1 in 200 year risk of default. Available funds for the
PCC as a whole must be maintained above a minimum of 120% of Solvency Il SCR or ORSA requirement
whichever the higher. This ensures the PCC operates at all times at a ratio that is above regulatory
requirements.

Subject to regulatory and Board approval, any cells created in Building Block Insurance PCC Limited may be allowed
to be in a deficit solvency position based on Solvency Il SCR so long as sufficient surplus funds are available in the
core to meet such deficit and that the cell does not have a non-recourse provision.
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Risk Identification

Since new risks may emerge periodically, the company continually assesses and revises its current risk profile, and
assembles these profiles and identified material risks into its Risk Register.

The outputs from these activities enable the Company to identify key areas for focus and to identify their potential
impact on the company’s risk profile.

Risk Register

The Company maintains a dynamic, interactive risk register structure, where issues or developments within specific
risks at a certain level are captured, discussed and assessed.

Identified risks are aligned to the five main risk categories of Insurance, Market, Operational, Credit and
Business/Strategy Risk.
Risk Management and Control

The management of the Company’s key risks and the establishment and application of relevant mitigating controls
is an essential part of the management of its activities against its defined risk appetite:

1 Risk 2 Risk
Identification Evaluation

4 Risk
Monitoring

Solvency Capital Management

The Company’s Solvency Capital Requirement is calculated using the Standard Formula.
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Own Risk and Solvency Assessment (ORSA)

B.4

The Own Risk & Solvency Assessment (ORSA) is a set of processes undertaken to define, assess and manage the risk
and solvency capital position of the Company. The ORSA Process draws together the results and analysis delivered
through each of the above risk processes and provides a current and forward-looking assessment of the Company’s
risk profile.

e Define the Stress Scenarios

On the basis of BBI’s Risk Register, scenarios are designed to simulate the impact of high inherent and/or residual
risks identified. The scenarios are then used to stress BBI’s Financial Plan. Ultimately, these scenarios are used
to assess whether the available and future capital is sufficient in expected and stressed situations. The
appropriateness of the risk limits are also assessed by stress testing. Reverse stress testing, which is the process
of identifying and simulating scenarios that can lead to the failure of the firm, is used to provide a sensitivity
analysis.

e  Stress the Financial Plan

Stress and reverse stress scenarios are embedded into the projected financial plan under Solvency Il GAAP.
Related Solvency Capital Requirement (“SCR”) and Minimum Capital Requirement (“MCR”) ratios are then
calculated for each year, resulting in the Stressed Financial Plan and the solvency impact of the validated
scenarios.

e  Assess prospective solvency needs

On the basis of the Stressed Financial Plan, potential additional mitigation actions are identified, where
appropriate, to reduce the impact of the Stress Scenarios. Any remaining solvency gap will be covered through
a relevant capital plan, i.e. measures to restore the Company’s solvency margin over a given period of time
should the assumed scenarios occur.

e  Produce the ORSA report

The purpose of the ORSA report is to bring clarity about the projected risk profile and solvency needs to the 3
different stakeholders, the Board, the Shareholders and the Supervisory Authority, through dedicated sets of
information in line with their expectations (as summarized in the table below).

e  ORSA workshop

The Directors participate in a workshop to agree and challenge the findings of the report. This discussion is
minuted and any changes adjusted as per instructions from the Board.

e Board approval

The ORSA report is approved by the Board of Directors during the Board Meeting.

ORSA Report

The ORSA Report is used to summarise the outputs of risk management and capital assessment processes. This
report includes both the quantitative and the qualitative outputs of these processes and links these to the
Company’s business performance, to assist the Board and senior management in making strategic business
decisions. The ORSA report is prepared annually, or earlier in cases where an event occurs that results in a
material change to the Company’s Risk Profile or Business Plan, and this is reviewed, challenged and ultimately
signed off at Board level.

The ORSA Report is a key document for management, the Board and the regulator.

INTERNAL CONTROL SYSTEM
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The Internal Control System is a mix of actions and processes undertaken by all stakeholders within the Company
to provide reasonable assurance that the strategic objectives will be achieved.

The objectives of the Internal Control System are therefore to ensure:
e An ordered execution of ethical, economical, efficient and effective operations;
e Accountability obligations are fulfilled;
e Availability and reliability of financial and non-financial information;
e Compliance with applicable laws, regulations and administrative provisions;
e Resources are protected against losses, misuses and damages.

Organisation Structure

The Organisation Structure as at 31 December 2019 was as follows:

Board of Directors

Company
Secretary

Internal Audit

Insurance, Risk & Compliance Committee Audit Committee

Risk
Management

U/w and Actuarial Compliance Finance

Claims Function Function Function Function

Function Function

The objectives of the Internal Control System are therefore to ensure:

e Anordered execution of ethical, economical, efficient and effective operations;
e  Accountability obligations are fulfilled;

e Availability and reliability of financial and non-financial information;

e Compliance with applicable laws, regulations and administrative provisions;

e  Resources are protected against losses, misuses and damages.

In order to achieve these objectives, the Internal Control framework of the Company is structured around five
complementary components as follows:

Component Contents

A strong "risk and control" culture is embedded within the
Company's operations through the continuous oversight of the

1) Control environment Board of Directors and the communication to all internal
stakeholders of all governance and risk principles through the
present manual.

Procedures and policies are detailed and formalized in order to
2) Risk assessment disclose the way of identifying, managing, controlling, mitigating
and reporting issues relating to each risk category.
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Component Contents

Clear and structured reporting processes are in place enabling the
Board of Directors to have access to relevant, complete, reliable,
correct and timely communication related to internal as well as
external events.

3) Reporting channels

The appropriate escalation of significant issues to the Board of
Directors, the ongoing involvement of all internal stakeholders as

4) Monitoring process well as the Internal Audit process enables to Company to
continuously monitor and adapt when necessary its Internal Control
System.

The Company developed a comprehensive set of preventive,
5) Control activities detective or corrective control actions embedded in its daily
operations, as formalized hereafter.
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B.5 INTERNAL AUDIT FUNCTION

The purpose of the Internal Audit Function is to serve as a Board oversight function that objectively evaluates and
recommends improvements to the Company’s Internal Control System by facilitating an objective and independent
assessment.

The main objective of the Internal Audit Function is to ensure governance, risk management and control systems are
effective, efficient and correctly designed.

The Internal Audit Function must ensure that all aspects and processes of the Company are assessed at least once over a
three vyear period.The internal Audit function takes a risk-based approach in deciding its priorities.

The scope of the Internal Audit Function includes the review of Risk Management, Internal Control, information and
governance systems.

To fulfill its responsibilities, the Internal Audit Function must:

e review the adequacy of control activities to ensure compliance with policies, plans, procedures, and
business objectives;

e assessthereliability and security of financial and management information and the systems and operations
(in-house or outsourced) that produce this information;

e review established procedures and systems and propose improvements;

e evaluate controls and monitor the ORSA process design, effectiveness and control actions;
follow up recommendations to make sure that effective remedial actions are undertaken;

e carry out adequate investigations, appraisals or reviews requested by the Board of Directors.

In due course, the Internal Audit Function submits a three year audit plan to the Board of Directors for review and approval.
The said audit plan contains at least the proposed work schedule and related resources and budgets requirements.

It provides information about the systems and processes to be assessed, the current order of priority of audit projects and
how they are to be carried out.

The Internal Audit Function is responsible for planning, conducting, reporting and following up on audit projects included
in the audit plan and decides on the scope and timing of audits.
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B.6 ACTUARIAL FUNCTION

BBI’s Actuarial Funciton is responsible for preparing actuarial, statistical calculations that would allow the determination
of rates, technical provisions and risk modeling used as a basis for the calculation of BBI’s capital requirements. BBI's
Actuarial Function is outsourced to Numisma Consulting Limited .
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B.7 OUTSOURCING ARRANGEMENTS

The purpose of this policy is to establish the requirements for identifying, justifying, and implementing outsourcing
arrangements for any function or activity within the Company, this in order to ensure that the outsourcing activities
are carried out appropriately.

The Company remains fully responsible for discharging all of its obligations when it outsources functions or
activities.

It is a requirement that outsourcing of critical or important operational functions or activities shall not be
undertaken in such a way as to lead to any of the following:

a) materially impairing the quality of the system of governance of the Company;

b) unduly increasing the operational risk;

c¢) impairing the ability of the MFSA to monitor the compliance of the Company with its obligations;
d) undermining continuous and satisfactory service to reinsured counterparties

The ‘Outsourcing’ sub-section of the report provides a description of the Company’s critical outsourcing activities
and the outsource service providers. The Company’s Outsourcing Service Providers are defined as Third Parties that
perform/provide core business activities, i.e. insurance products/services (and/or regulated activities) on behalf of
the company. The Company utilises outsourcing arrangements for a number of operational activities in order to
reduce operational costs and free internal personnel for other key functions within the Company.

The screening/due diligence process confirms if a vendor is suitably qualified and possesses the expertise,
experience and capabilities for the goods and/or services being provided to the Company.
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B.8 ANY OTHER MATERIAL INFORMATION
COVID-19 Impacts

As a result of the COVID19 impact assessments , the Company’s operating methods and capacity have been
amended as follows in the following mannetr to ensure business continuity.

Home Working

From the week commencing 23rd March 2020, BBI staff started to operate from home. All employees had already
been issued with the necessary IT equipment to access both BBI’s network and systems to continue operating as if
from the office. BBI is fortunate in that most of its staff are already used to conduct some of their operations on a
remote basis, and therefore the transition to remote working is not a key issue.

Regular team meetings are taking place via videoconferencing to ensure that communication is maintained across
the team and to ensure that all aspects of the business are kept apprised of developments in the business.

The usual business meetings that were being held with business and interested parties are still taking place with
the same regularity as before, which due to the nature of the business continues to be held via teleconferencing.

In view to the limitations imposed on travel in view of this pandemic, Board meetings and Board committee
meetings are also taking place via teleconferencing as also meetings with the regulators, insurance managers, and
auditors and actuaries.

Claims Management

BBI operates its claims management processes via outsourced specialists who have implemented their individual
BCP’s to ensure that the respective claims processes continue so that the customers are not disadvantaged as a
result of the COVID-19 issues and ensure that they continue to be services in the best possible manner.

BBI’s Claims Manager who is in regular contact with each claims management company dealing with BBI’s claims
and where there are products that have a pandemic clause and therfore a specific COVID-19 impact, then he has
increased dialog as a result to ensure fair consideration and eventual settlement of the claim.

In cases where claims involve extended supply chains, these may experience some some delays, However, this is
being communicated to the respective claimant.

Controls and segregation of duties
BBI ensures that it is continuing to operate within the same internal controls as previously exercised. Where
authorisations are required, this is being applied in the same manner with the use of emails, teleconferencing and
other methods of communication.

Where electronic authorisations are necessary, as in the case with of banking payments, the authorisation process

remains unchanged and this continues to be followed up with those payments being raised once these are
approved by the respective cost owner

There is no other material information in relation to system of governance to be reported.
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B.9 REPORTING AT GROUP LEVEL

The Company does not fall under the provisions of Group Supervision.
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C. RISK PROFILE

The Risk Profile section of the report captures the complexity of the overall risk status of the Company, taking into
account all the material risks to which the Company is exposed. For each major risk grouping, this section provides
a description of:

e Risk exposure;

e Measures used to assess the risk;
e Risk concentration;

e Risk mitigation; and

e Risk sensitivities

The Company believes that a strong, effective and embedded risk management framework is crucial to maintaining
successful business operations and delivering sustainable, long-term profitability.

The Company’s Solvency Capital Requirement (SCR) is calculated using the Standard Formula. The SCR is composed
of the following modules:

Solvency Capital
Requirment
Diversification
Benefit
| | | | | | |
Non-life Health Life Counterpart
Underwriting Underwriting Underwriting Market Risk P pa ky Liquidity Risk Operational Risk
Risk Risk Risk BELENN

As it can be seen from the below chart, in 2019 the main SCR component was the Non Life Underwritting Risk. This
is the same as at 2018 albeit having a different percentage.

2019 2018

M Market Risk 4 Market Risk
M Counterparty Defualt Risk m Counterparty Default Risk
M Non-Life Underwriting Risk m Non Life Underwriting Risk
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Risk Profile, Measurement and Assessment

The Company’s Risk Management Framework supports the identification, measurement, management, monitoring
and reporting of the five major risk groupings the Company may be exposed to, including:

e Insurance risk (Underwriting Risk);

e Market Risk;

e Credit Risk (Counterparty Default Risk);
e Liquidity Risk; and

e Operational Risk

The Company’s risk assessment draws on available management information (MI) and key risk indicators (KRIs).
KRI results, particularly those that breach an agreed trigger level, are discussed within the risk management
governance structure to identify the root cause and to approve remedial actions for the relevant risk owners to
execute.

The Company has identified a number of risks that may potentially impact on the successful execution of its
business plan and ability to generate sustainable profits during 2020 and beyond.

Risk Area ‘ Description ‘
Insurance Risk 1. Failure of Pricing, Product or Strategy
Market Risk 2. Currency risk
Credit Risk 3. Unexpected Credit Loss — Reinsurer & Bank counterparty failure
Operations Risk 4. Operationsal Risk
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C.1 UNDERWRITING RISK

Underwriting Risk (Insurance Risk) encompasses the risks the Company is exposed to arising from its insurance
underwriting operations and is broadly split and assessed between the following risk categories:

Insurance
Risk
| | : | 1
Premium Reserve Nat Cat Man Made Lapse Risk
Risk Risk Risk Cat Risk P

INSURANCE RISK EXPOSURES

1. Premium Risk

Premium Risk arises from the failure of pricing, product or strategy. It encompasses the risk of loss due to the
potential timing, frequency and severity of covered loss events differing from that assumed at the time of
underwriting and pricing a risk. Premium risk arises during market and/or investment cycles where there is
pressure on pricing margins, which results in being unable to charge an appropriate price without undermining
its market position.

Premium Risk is driven by changes in actual earned premiums and forecast premiums.
2. Reserve Risk

Reserve Risk arises from adverse reserve development through failing to set sufficient cash reserves or through
failing to adopt a robust and consistent reserve strategy offered to insureds. It represents the difference
between the actual versus expected variability in the timing or amount (size/severity and count/ frequency) of
loss costs including indemnity, legal and loss adjustment expenses.

Reserve Risk is influenced by changes in Claims Provisions.
3. Catastrophe Risk — Natural / Man Made

Natural Catastrophe Risk arises from the failure to manage risk aggregation or accumulation that may result in
an increased exposure to natural catastrophe losses (e.g. hurricanes, earthquakes, floods etc.). If insured risks
are overly correlated due to say, geographical concentration, losses can occur and affect multiple lines of
business.

Man Made Catastrophe Risk arises from failure to manage risk aggregation or accumulation that may result in
increased exposure to man-made catastrophe losses (e.g. terrorism, explosion, systemic financial losses, latent
disease, pandemic etc). In 2018, the company had a Catastrophe Risk expsure of over £900k which was later
reduced to £100k in 2019.

4. Lapse Risk

Non-life lapse risk reflects the risk of loss, or of adverse change in the value of insurance liabilities, resulting from
a discontinuance of insurance policies.

The Company’s product portfolio and subject matter coverage is such that a Catastrophe Risk is minimal. The
Lapse Risk is very much a minor factor, in that the product portfolio consists mainly of short term duration, and
in no case other than GAP, of more than 12 months’ duration. The product sector in which the Company
operates has historically experienced a reasonably high policy lapse rate and this has been taken into account
at all stages. In 2019, just like the previous reporting period, the company had no material exposure to Lapse
Risk.
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INSURANCE RISK CONCENTRATION

Insurance risk concentration occurs due to the concentration of an insurance operation in a particular geographic
area, industry or insurance peril. It may also occur as a result of a correlation between individual insured perils.

INSURANCE RISK MITIGATION TECHNIQUES

The Company manages insurance risks by monitoring and controlling the nature of and accumulation by geographic
location of the risks in each line of business underwritten, the terms and conditions of the underwriting and the
premiums the Company charges for taking on the risk. This is achieved through a number of common techniques
and procedures, some of the most significant are highlighted below:

Type of Risk Specific Risk Risk Mitigation techniques

The Company seeks to manage pricing risk through
Premium Risk | Pricing guidelines the setting and review of pricing and underwriting
authorities.

The Company also mitigates exposure to pricing risk

Premium Risk | Purchase of reinsurance .
through the purchase of reinsurance.

The Company seeks to manage this risk through the
use of processes and procedures over the

Review of business plans and new . . . .
production, review and analysis of business plans

Premium Risk

roducts . . .
P and the introduction of new products for each line
of business, prior to approval and execution.
Reserve Risk Monitoring adherence to claims The Company seeks to manage this risk through
reserving policies and procedures monitoring adherence to claims reserving practices.

PROCESS FOR MONITORING THE EFFECTIVENESS OF INSURANCE RISK MITIGATION TECHNIQUES

The Risk Committee monitors the continued effectiveness of the above risk mitigation techniques through
processes and deliverables including its Risk Register and Risk Appetite. The outputs of these risk processes are
fundamental to the delivery of the Own Risk and Solvency Assessment (ORSA) and, ultimately, the annual ORSA
report.

In relation to Reserve Risk, the Company utilises its appointed Actuarial function to perform reviews of its reserves
to provide an independent review of their adequacy.
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C.2 MARKET RISK

Market Risk occurs where the Company is adversely affected by movements in the fair value of its financial assets
arising from market movements, such as credit spreads, interest rates and foreign exchange rates or other price

risks.
Market
Risk
1
I 1 1 1 1
. Currency Interest . . Property
MARKET RISK EXPOSURE

The Company is exposed to Currency Risk which is the potential financial loss arising from the change in value of
currency exchange rates or from closing out a currency position at a loss due to adverse movements in exchange
rates.

While the reporting currency is GBP, the Company holds a large proportion of its cash assets in EUR to offset the
currency risk introduced by the MCR floor which is defined in terms of EUR.

MEASURES USED TO ASSESS MARKET RISK
Foreign exchange (FOREX) exposure is monitored on a monthly basis.
MARKET RISK CONCENTRATION — by Currency

The Company’s cash and cash equivalent holdings as at 31 December 2019 in a currency other than its functional
currency, which is GBP, amounted to £2,078,939 from a total holding of £2,559,242 which is equivalent to 81%.

MARKET RISK MITIGATION TECHNIQUES

The Company manages Market Risk in order to minimise the impact on its solvency position due to adverse market
movements.

Risk Mitigation and the Prudent Person Principle

The Company’s current position at this stage, with a view to preserving its capital and seeking reasonable return for
the benefit of its policyholders and shareholders, is to continue with its investment policy of retaining its capital in
bank holdings until such time that the business produces certain levels of return where sufficient funds are available
for investment when the markets are also more stable. The Company has also determined that for the time being
its priority remains to match the AMCR that is currently its solvency capital requirement and therefore its capital
will be held mainly in Euro cash holdings split, for prudent person and diversification purposes, between Barclays
and HSBC Malta.

Currency Risk mitigation is achieved by the monitoring of its excess of assets over liabilities by currency.

Liquidity Risk: Since the Company holds cash and cash equivalents sufficient coverage is provided for the
uncertainties and short-term nature of its Technical Provision liability cash flows.

Counterparty Default Risk (Credit Risk): The Company has reinsurance arrangements backed by collaterals and
therefore, Credit Risk is kept in control.
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C.3 CREDIT RISK

Credit Risk (Counterparty Defualt Risk) is defined as the change in the value of assets and liabilities caused by
unexpected default or deterioration in the credit standing of independent counterparties and debtors.

CREDIT RISK EXPOSURE

The Company is exposed to the following categories of Credit Risk:

e Type 1 exposures that include risk mitigating contracts like reinsurance arrangements, securitisations,
derivatives, deposits with ceding and credit institutions, cash at bank and letters of credit that are not

diversifiable but are likely to be rated.

e Type 2 exposures that include diversifiable and unrated exposures such as receivable from intermediaries,
policyholder debtors etc.

MEASURES USED TO ASSESS CREDIT RISK

The following Key Risk Indicators (KRI) are used by the Company to assess its Credit Risks:

KRIs Description

Unexpected Credit Loss — | The Company faces a risk of material losses if its main reinsurers fail or are unable

Reinsurer failure to pay their contractual share of claims payable.
Unexpected Credit Loss — | The Company faces a risk of material losses and cash flow issues if third party
Bank counterparties obligors are unable to pay amounts due and default in their commitments.
CREDIT RISK CONCENTRATION

The Credit Risk of the Company is concentrated as follows:

. Type 1 exposures relating to the Company’s reinsurance (reinsurance recoverable and reinsurance
receivables) and banking (cash holdings) arrangements:

. Reinsurer arrangements

- The Credit Risk in relation to reinsurers’ share of the technical provisions is not considered
significant even though the reinsurers are unrated; and

- The Company has two Reinsurance arrangements which are both supported by letters of credit
(LOC) issued by reputable banks in favour of the Company.

. Banking arrangements

- The Company’s cash and cash equivalents are placed with quality local and foreign institutions
and its Credit Risk in respect of its bank holdings is considered by the Directors to be relatively
insignificant.

- 20% of the Company’s cash and cash equivalents are held with an unrated local subsidiary of
a foreign financial institution group with a credit rating of AA-; whilst the balance of 80% is
held with a foreign financial institution with a credit rating of A.
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] Type 2 exposures relate to Receivables due from coverholders and arising out of insurance operations
however this exposure is well diversified.

CREDIT RISK MITIGATION TECHNIQUES

The Company monitors and controls its Credit Risk and in some circumstances the Company may require third-party
guarantees, reinsurance or collateral, such as letters of credit.
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C4

LIQUIDITY RISK

Liquidity refers to the ability to generate sufficient cash resources to meet the Company’s payment obligations. It
is defined as unencumbered cash and assets that can be monetised in a short period of time at a reasonable cost in
both normal and stressed market conditions.

Liquidity Risk occurs wherethe Company’s financial condition will be adversely affected by the inability or perceived
inability to meet its short-term cash, collateral or other financial obligations. The failure to appropriately manage
liquidity risk can result in reduced operating flexibility, increased costs, and reputational harm.

The Company has very limited exposure to Liquidity Risk since its assets are held mainly in cash and cash equivalents.

Liquidity Risk

I
Market .
L Cashflow Event Funding . . .
/Mon:itslliamon Mismatch Risk Risk Financing Risk
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C.5 OPERATIONALRISK

Operational Risk is defined as the risk of loss, or other adverse consequences, resulting from inadequate or failed
internal processes, people, systems or external events.

Operational Risk is considered a key risk area of the Company and it is inherent in each of its business units.
Operational Risks can have many impacts, including but not limited to unexpected economic losses or gains,
reputational harm due to negative publicity, regulatory action from supervisory agencies, operational and business
disruptions and damage to customer relationships.

OPERATIONAL RISK EXPOSURES

The Company is exposed to the following main types of Operational risk:

Operational Risk Description

Execution, Delivery & Risks associated with the failure to execute or process transactions timely and
Process Management accurately with clients, counterparties and/or external vendors / suppliers.

Risks associated with the unintentional or negligent failure to meet a professional
Clients, Products & obligation to specific clients (including fiduciary and suitability requirements) or from
Business Practices the nature or design of a product. It also includes non-compliance with laws, rules,
regulations, agreements, prescribed practices and ethical standards.

Risks associated with the interruption of business activity due to system or
communication failures, the inaccessibility of information or the unavailability of
utilities.

Business Disruption &
Systems Failure

Risks associated with the disclosure of materially incorrect or untimely information,
whether financial or non-financial, or the failure to disclose information to external or
internal stakeholders or to the general public.

Financial Integrity &
Reporting

Risks associated with acts intended to defraud, misappropriate property or circumvent
regulations or the law or company policy by one or more third party and/or internal

party.

External / Internal
Fraud
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C.6 Other Material Risks

There are no other Material Risks to note.
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C.7 ANY OTHER MATERIAL RISKS

COVID-19 Impact

Areas of Risk

a.

Revenues
Products that have a significant impact of COVID-19 pandemic could lead to new business having restrictions
and or increased prices that may lead to a decline in premiums being written. Where the risk exposure is
outside of acceptable levels, then this may lead to an exit from the market.
Claims
Products that have a direct impact of COVID-19 pandemic could lead to in policy claims
Reinsurance
e The current reinsurance treaty is not due for renewal until the end of October 2020. The products we
consider to have an increased exposure due to the COVID-19 pandemic relate to less than 6% the of
business written in 2019, of which 67.75% is covered under the current reinsurance treaty. We do not
believe the loss ratios on the remaining products will be adversely impacted by COVID-19. There are
six reinsuring parties associated with the current Reinsurance treaty, the credit rating of these parties
is between A to AA-
Expenses
a. The majority of BBI’s operating expenses are unlikely to be affected as a result of COVID-19, if anything,
we expect to see a reduction in some areas.
Exchange Rate Movements
e BBl trading outsid of its nominated currency is at a level that is not viewed to be material and does not
pose a significant risk to the Company

The information presented in Section C provides a true and fair view of the risk profile of the Company during this period.
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D. VALUATION FOR SOLVENCY PURPOSES

BBI prepares its accounts in line with IFRS, which follow the prudence principle for evaluation and profit recognition
purposes. Financial assets are evaluated at lower of cost or market value/realizable value and underwriting profits
are only recognized for earned premiums. Solvency Il evaluates financial assets at market value and technical
provisions at their best estimate considering the time value of money, unlike IFRS underwriting results which are
recognized at the inception date of the insurance agreement.

The ‘Valuation for Solvency Purposes’ section of the report describes the valuation of assets, technical provisions
and other liabilities from IFRS basis to Solvency basis. The section also outlines the approach and methodology

underlying the valuation.

Key elements of the section include:

. Assets;

. Technical Provisions (TPs);
. Other Liabilities; and

Ll Any other information

Valuation basis, methods and main assumptions

In accordance with Article 75 of the Solvency Il Directive, the Company’s assets and liabilities other than technical
provisions are measured in accordance with principles of an arm’s length transaction between knowledgeable
willing parties using market consistent valuation methods.

The Company’s Own Funds position is different from the equity stated in its financial statements for a number of
reasons. Valuation differences are representative of items of assets and liabilities which have been valued on a
different basis for Solvency Il reporting purposes compared with IFRS.

Building Block Insurance PCC Limited | Solvency and Financial Condition Report




D.1 ASSETS

Notes: Assets valuations, approach and/or methodology
1) Capital Contribution

During 2019, the immediate parent company contributed £250,000 in the form of shareholders contribution which
is unconditional and free from encumbrances.

2) Solvency Il and IFRS accounts balance sheet differences

Capital resources are calculated differently under Solvency Il and IFRS resulting from differences in the classification
and valuation of certain items under Solvency Il definitions compared to IFRS:

. Deferred Acquisition Costs
- Not recognised under Solvency I
. Intangible Assets
- Disallowed unless they can be readily sold
. Deferred Tax Assets
- Included under Solvency I
. Reinsurance Recoverables
- Adjusted for expected losses due to counterparty default.
. Insurance and Intermediaries Receivables
- Adjusted for expected losses due to counterparty default.

The table below compares the assets of the company with those of the previous reporting period:

Differences between Solvency Il values and Statutory IFRS Accounts values (£'000)

Assets Deferred Acquisition Costs (2,956) (1,829)
Intangible Assets (14) (21)
Deferred Tax Assets 67 92
Reinsurance Recoverables (3,960) (1,396)
Insurance and Intermediaries Receivables (29) (110)
Difference arising from Sll valuation of Assets (6,893) (3,264)

Liabilities Technical Provisions (3,925) (1,766)
Deferred Reinsurance Commission (2,816) (1,262)
Reinsurance Payables (28) (66)
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Differences between Solvency Il values and Statutory IFRS Accounts values (£'000)

Difference arising from Sll valuation of Technical Provisions

(6,768)

(3,094)

Total difference Excess of Assets over Liabilities (SIl vs IFRS valuations)

(125)

(170)

Building Block Insurance PCC Limited | Solvency and Financial Condition Report




D.2 TECHNICAL PROVISIONS

The Solvency Il technical provisions consist of a claim provision, premium provision and a risk margin. The claim provision
includes the premium and claim cash flows associated with periods of exposure prior to the valuation date. Technical
Provisions under Solvency Il can be calculated as:

Premium Provision + Claim Provision + Risk Margin

The table below compare BBI’s technical provisions as at 31st December 2019 to the ones reported in the previous
reporting period.

|
31/12/2019  31/12/2018 ;Z'::: e/
£ £
000 000 T
Miscell
riscerianeots 5,683 3,065 2,618
Financial Loss
Best Estimate
Liabilities Other Motor Insurance 64 146 (82)
Assistance 121 353 (232)

Total Best Estimate Liabilities

Total Risk Margin 259 226 33

Total Technical Provisions 6,127 3,790 2,337 ‘

As all product lines are relatively new, therefore we do not have adequate data to perform a comparison of best
estimate against experience.

NOTES: Liability (Technical Provisions) valuations, approach and/or methodology

3. Best Estimate Liabilities / e The Best Estimate Liabilities is the Sum of the Premium Provisions and Claim
Technical Provisions Provisions.

e The Premium Provisions related to unearned premiums and have been
calculated by adding the expected claim, maintance expenses and claims
expenses. This is known as the Initial Premium Provision (“Initial PP”). From
the Initial PP, a return premium is also estimated that increases the
provision. The return premium is calculated as the lapse probability
multiplied by the net cash-flows that relate to the product under
consideration.

e The Claim Provisions relate to the outstanding claims on which an IBNR and
claims handling costs were added.

e Both the Claim Provisions and Premium provisions were discounted using
payment patterns for each line of business.

e The Actuarial function of the Company believes that determining the Best
Estimate Liabilities, and therefore the Technical Provisions, using this
method is appropriate.
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4. Risk Margin

5. Matching Adjustment

6. Volatility Adjustment

7. Transitional Interest Rate and
Deductions

8. Use of Non-Standard Methods

9. Appropriateness of IT Systems

10. Change of Method

Assumptions: The key assumptions underlying the calculation of the Best
Estimate Liabilities are the loss ratios and expense ratios applied to each
product type.

The Risk Margin has been calculated in accordance with Article 86(d) of the
Solvency Il Directive and subsection 4 of the Commission Delegated
Regulation (EU) 2015/35.

The Risk Margin has been determined as part of the solvency calculations
and has been added to the Best Estimate Liabilities to determine the total
Technical Provisions.

The Risk Margin can be considered as the cost of capital which is added to
the Best Estimate of Premium and Claim Provisions so that you get a
sufficient value for another insurer to take-over and meet the insurance
obligations.

The calculation of the Risk Margin is performed using the following
simplification approach:

The future SCRs are projected yearly as a proportion of the future Cash
Flows(CF) of Technical Provisions.

The Loss Absorbing Capacity (“LAC”) of Technical Provisions is set to 0.
Using the relevant Solvency Il correlation matrices, the SCR and Basic SCR for
the reference undertaking are estimated.

The total Risk Margin is calculated using the equation:

RM = Z CoC - SCRpy () /(1 + Tppy)t*

t=0
The total Risk Margin is allocated to the Lines of Business proportional to the
Technical Provisions

Not applied
Not applied

No transitional risk-free interest rate term structure has been applied
No transitional deduction has been applied

No non-standard methods have been adopted to calculate the Technical
Provisions.

The approach adopted to calculate BBI’s Technical Provisions is not unduly
complex and therefore not limited by the nature of IT systems.

There have been no material changes in the methods used to determine
the Technical Provisions.
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D.3 OTHER LIABILITIES

There are no other technical liabilities to note.
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D.4 ALTERNATIVE METHODS FOR VALUATION

No alternative methods have been used or adopted for the valuation of Technical Provisions.
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D.5 ANY OTHER MATERIAL INFORMATION

COVID-19 Pandemic

In view of the uncertainty resulting from COVID-19, the company has undertaken an impact risk assessment in relation to
its financial position. In particular, the assessment captures the estimated impact on the underlying insurance operations,
including the reduced premium or increased claim exposure for certain lines of business while at the same time
contemplating offsetting factors, such as the likely reduction in claims frequency in other lines of business. The current
economic situation remains fluid and uncertain, however, no direct material impact is expected on the major product lines.
The Company has implemented certain business measures to mitigate some of the impact of this pandemic.

The company also considered the risks arising from the properties held and the default of counterparties. Although
downgrading of the current reinsurers or bankers cannot be excluded, the Company is not anticipating a significant adverse
impact in the short term. The Company does not hold any investments in listed debt or equities, and therefore it has not
incurred, and is not expected to incur any investment losses as a result of market volatility.

As at the balance sheet date, the Company had a large debtor balance amounting to £5.2m with a related entity for
premiums due. This is mainly made up of future policy monthly premiums due and in view of this, these are not currently
due for payment. These premiums relate primarily to the Company’s Pet portfolio which is mainly transacted with policies
allowing for monthly payments of premiums.

It has been assessed by the Company that whilst this is a significant overall asset, and considering the nature of payment
for this business, the Company envisages that there is not a material risk of recoverability of this asset resulting from
COVID-19 impact. It is considered that the Company’s exposure to the potential default of this asset is limited to circa one
month’s gross premium written. The Company has no indications of defaults after the year end and up to 31 March 2020,
37.5% of this asset has been settled.

With regards to the remaining product portfolio, the Company is not expecting any significant impact from COVID-19 as
premiums are normally settled at a faster rate and well within their due date.
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E.

E.1

CAPITAL MANAGEMENT

The ‘Capital Management’ section of the report describes the internal operational structures or procedures
underlying capital management within the Company as well as the projections of capital position over a three-
year planning horizon.

The Capital Plan is updated at least annually or more frequently if a material change occurs to the Company’s risk
or capital profile, business strategy, the macro-economic outlook or if regulatory feedback warrants a change.

Key elements include:

e Own Funds;
e SCRand MCR

OWN FUNDS

The Company’s Own funds may be comprised of items on the balance sheet which are referred to as basic own
funds and off balance sheet items that may be called up to absorb losses referred to as ancillary own funds. This
sub-section of the report aims to provide a view of capital management activities in the Company, its capital
management methods and the structure, amount and quality of Own Funds.

Composition and Quality of Own Funds

Under Solvency Il regulation, capital is referred to as Own Funds and the regulation distinguishes between Basic
Own Funds (BOF) and Ancillary Own Funds (AOF). Capital under Solvency Il starts with the excess of assets over
liabilities as determined by the Balance Sheet. Qualifying subordinated debt is then added to this and the combined
amount is known as Basic Own Funds. The whole amount is classified into tiers of Own Funds. Restrictions are
applied to limit the extent to which the various components of Own Funds can be used to meet the capital
requirements.

The Company’s own funds consist of the following items:-

e Issued Share Capital;
e (Capital contribution;
e Retained earnings;
e Deferred Tax Asset

Any change to the share capital or capital contribution requires the approval of the Shareholder and the Board. Any
other qualifying own fund item requires the review and approval of the Board. In such instances, the Board must
ensure that the terms and conditions of any own fund item are clear and unambiguous in relation to the capital
classification.

In the event that the Company requires an injection of Capital, an extraordinary Board Meeting will need to be
convened whereby a request is made to the Shareholder is notified clearly identifying the amount and form of
Capital required.
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E.2 SOLVENCY CAPITAL REQUIREMENT AND MINIMUM CAPITAL REQUIREMENT

The SCR and MCR requirement section of the report aims to provide a comprehensive view to assess the adequacy
of the Company’s capital in line with the regulatory requirements.

Tier 1 basic own funds

The basic own funds are classified and tiered. The Company’s ordinary share capital is classified as Tier 1 capital and
the Company currently has no restricted tier 1 capital. Further to this, the company’s own funds also include a
reconciliation reserve. In 2019, the Company received capital injections totalling £250,000 during the reporting
period from its immediate parent company.

Tier 2 basic own funds

The Company has no Tier 2 basic own funds.

Tier 2 ancillary own funds

The Company currently has no tier 2 ancillary own funds.

Tier 3 basic own funds

Tier 3 capital resources consists of net residual deferred tax assets (this agrees to the net deferred tax position on

the Balance Sheet for solo reporting only). As at 31°t December 2019, the company’s deferred tax asset amounted
to £67 K.

The following tables reflect the structure, amount, and quality of own funds, as well as BBI’s coverage ratios for the
financial year end 2019 and the financial year end 2018:
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Basic own funds before deduction for participations in
other financial sector as foreseen in article 68 of
Delegated Regulation 2015/35

Ordinary share capital (gross of own shares)

Total in £7000

Tier 1 — unrestricted in
£'000

Share premium account related to ordinary share capital

Initial funds, members' contributions or the equivalent
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 -3,304 -2,730
Subordinated liabilities - -
An amount equal to the value of net deferred tax assets 67

"Other own fund items approved by the supervisory
authority
as basic own funds not specified above"

Own funds from the financial statements that should not
be represented by the reconciliation reserve and do not
meet the criteria to be classified as Solvency Il own
funds

"Own funds from the financial statements that should not
be represented by the reconciliation reserve and do not
meet

the criteria to be classified as Solvency Il own funds"

Deductions

"Deductions for participations in financial and credit
institutions"

-3,304 -2,730

92 67

restricted in

Tier 1 -
Tier 2 in £2000 Tier 3 in £2000

£'000

2019 2018 2019 2018 2019 2018

92
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. . . Tier 1 -
Tier 1 — unrestricted in

Total in £000 restricted in Tier 2 in £000 Tier 3 in £000

£'000
£'000

2019 2018 2019 2018 2019 2018 2019 2018

o | m || [

Total basic own funds after deductions

Ancillary own funds

"Unpaid and uncalled ordinary share capital callable on
demand

Unpaid and uncalled initial funds, members' contributions
or the equivalent basic own 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
subordinated liabilities on demand

Letters of credit and guarantees under Article 96(2) of the
Directive 2009/138/EC

"Letters of credit and guarantees other than under Article
96(2) of the Directive 2009/138/EC"

Supplementary members calls under first subparagraph of
Article 96(3) of the Directive 2009/138/EC
Supplementary members calls - other than under first
subparagraph of Article 96(3) of the Directive
2009/138/EC

Other ancillary own funds

Total Ancillary own funds

Available and eligible own Funds

Total available own funds to meet the SCR 3,474 3,822
Total available own funds to meet the MCR 3,407 3,822
Total eligible own funds to meet the SCR 3,474 3,822
Total eligible own funds to meet the MCR 3,407 3,731
SCR 2,449 2,427
MCR 2,127 3,310
Ratio of Eligible own funds to SCR 141.86% 157.50%
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Ratio of Eligible own funds to MCR

Tier 1 — unrestricted in

Total in £000
£'000

160.17% 112.71%

Reconciliation Reserve in £7000

Excess of assets over liabilities 3,474 3,822
Own shares (held directly and
- [¢) 0
indirectly)
Foreseeable dividends, distributions

o 0
and charges
Other basic own fund items 6,778 6,552
Adjustment for restricted own fund
items in respect of matching 0 0
adjustment portfolios and ring fenced
funds
Reconciliation Reserve -3,304 -2,730

Expected Profits in £7000

Expected profits included in future 0 0
premium (EPIFP)- Life Business

Expected profits included in future 24 0
premium (EPIFP)- Non-Life Business

Total Expected profits included in 24 0
future premium (EPIFP)

Tier1 -
restricted in
£'000

2019 2018

Tier 2 in £000

2019 2018
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E.2.1 Solvency Capital Requirement (SCR)

The SCR is the amount of funds that the Company is required to hold in line with the Solvency Il Directive. The SCR
calculation is a formula-based figure calibrated to ensure that all quantifiable risks are taken into account.

The assessment of the SCR using the standard formula approach is based on a modular approach consisting; life,
non-life, market, health and counterparty default risks with associated sub-modules. These are aggregated in the
standard formula using correlation matrices, both at the submodule and the main module level. An intangible asset
module is then added (uncorrelated) to give the BSCR. The operational risk component and adjustments for risk
absorbing effect of future profit sharing and deferred taxes are then allowed for, to give the overall SCR.

The table below highlights the capital requirements for each risk module:

Net Solvency Capital Net Solvency Capital
Capital Requirement by Risk Module req:i::)rgent req:i::)rgent
2019 2018
Market Risk 312 557
Counterparty Default Risk 903 829
Non-life Underwriting Risk 1,644 1,956
Diversification (514) (655)
Basic Solvency Capital Requirement (BSCR) 2,345 2,687
Operational Risk 561 173
Loss-absorbing capacity of technical provisions - -
Loss-absorbing capacity of deferred taxes (458) (433)
Solvency Capital Requirement 2,449 2,427

E.2.1.A Insurance Risk Module (Underwriting Risk Module)

Non-life underwriting risk mainly arises from:

. £1,616k of Premium and Reserve Risk (pre-diversification benefit) driven by earned premiums, forecast
premiums and claims provisions of Non-life lines.

. £100k of Catastrophe Risk (pre-diversification benefit) driven by the Company’s exposure to man-made
catastrophe and natural catastrophe risks.
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Underwriting Risk

£'000
2019
Premium & Reserve Risk 1,616 1,524
Catastrophe Risk 100 903
Diversification benefit (72) (471)

Underwriting Risk

E.2.1.B Market Risk Module

The Market Risk component of SF-SCR is driven by risks inherent within the Company’s assets and liabilities portfolio
and the main charge for Market Risk SF-SCR over the reporting period of £448k (pre-diversification benefit) arises
from Property Risk, which accounts for 52% of the total market risk.

E.2.1.C Counterparty Default Risk Module - (Credit Risk Module)

£904k Counterparty Default Risk SF-SCR arises from risk of default on Reinsurance Recoverable and Cash at
Bank.

E.2.1.D Operational Risk SCR

£561k Operational Risk SF-SCR is driven by technical provisions and earned premium of all lines of business.
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E.2.2 Minimum Capital Requirement (MCR)

The Company uses the Standard Formula to calculate its MCR. The amount of the MCR for the reporting period is
£2,127k. The MCR is determined in EUR but reported in GBP.

The following table shows the MCR calculation:

Overall MCR Calculation

£'000
2019
Linear MCR 835 680
SCR 2,448 2,427
MCR cap 1,101 1,092
MCR floor 612 607
Combined MCR 835 680
Absolute floor of the MCR 2,127 3,310

Minimum Capital Requirement (MCR)

Information on the Inputs used to calculate the MCR

The non-life MCR is based on factors applied to net premiums written amounts in the previous 12 months and the
net best estimate technical provisions both split by Solvency Il class of business. The charge for premium and
technical provision elements are then summed to create a total charge:

Net (of reinsurance) best Net (of reinsurance) written
Calculation of MCR (Inputs) estimate provisions premiums in last 12 months
£'000 £000
Mlscella.neous fmanual loss insurance and 1822 2823
proportional reinsurance
Other Motor and proportional reinsurance 26 5
Assistance and proportional reinsurance 74 2,370

Capital Management Company Approach
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The Company’s objectives when managing capital are:

e to comply with the insurance capital requirements (MCR and SCR) required by the Maltese insurance regulator
(MFSA);

e to safeguard the company’s ability to continue as a going concern so that it can continue to provide returns for
shareholders and benefits for other stakeholders; and,

e to optimise the quality of available Own Funds, in respect of the capital position of the Company.

In order to maintain or adjust the capital structure, the Company may issue new shares or capitalise contributions
received from its shareholders. The Company is required to hold regulatory capital for its general insurance business
in compliance with Maltese insurance legislation and the rules issued by the Malta Financial Services Authority
(MFSA). The minimum capital requirement must be maintained at all times throughout the year. The Company
monitors its capital level on a regular basis, by ensuring that sufficient assets are maintained to match insurance
liabilities and to provide solvency cover and that the capital position and surplus are in line with internal and
regulatory capital requirements.

As at 31 December 2015 the company was in full compliance with its Solvency | requirements, having capital in
excess of the required minimum set by the Regulator.

As from 1 January 2016, the company was subject to the requirements of the EU Solvency Il directive. The Solvency
Il regime establishes a new set of EU-wide capital requirements, risk management and disclosure standards. The
company must hold eligible own funds to cover the solvency capital requirement (SCR) and eligible basic own funds
to cover the minimum capital requirement (MCR). The SCR shall be calculated either in accordance with the
standard formula or using a full or partial internal model (PIM) as approved by the Regulator. The Company must
immediately inform the Regulator where it observes that its SCR or MCR are no longer complied with or where
there is risk of non-compliance in the following six months for SCR and three months for MCR.

The Company opted for the standard formula under the Solvency Il regime to calculate the SCR as the assumptions
underlying the standard formula are considered to be a good fit for the Company's risk profile. At 31 December

2019, the company's eligible own funds of £3.5m adequately covered the capital requirement.

The Company was compliant with its regulatory capital requirements throughout the financial year.
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E.3 USE OF THE DURATION-BASED EQUITY RISK SUB-MODULE IN THE CALCULATION
OF THE SCR

The Company did not make use of the duration-based equity risk sub-module in the reporting during the reporting

period.
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E.4 DIFFERENCES BETWEEN THE STANDARD FORMULA AND ANY INTERNAL MODEL
USED

The Company uses the Standard Formula to calculate the SCR and therefore no differences exist.
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E.5 NON-COMPLIANCE WITH THE MINIMUM CAPITAL REQUIREMENT AND NON-
COMPLIANCE WITH THE SOLVENCY CAPITAL REQUIREMENT

During the reporting period, there were no instances of non-compliance with the Solvency Il capital requirements.
In addition, the Company held Own Funds in excess of both the SCR and MCR requirements over the reporting
period.
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E.6. ANY OTHER INFROMATION

COVID-19 - Pandemic

As part of its annual ORSA exercise, the Company has tested resilience of its capital adequacy under various stress
scenarios. However the global economic environment remains uncertain due to COVID-19 impact. The company is
monitoring its capital adequacy positions on an ongoing basis.

Following the balance sheet date at 31 December 2019, the Company has exceeded the MCR and SCR limits that
have been imposed by the regulator. An impact assessment of the effect of COVID-19 has been undertaken on the
Company’s future performance with the assistance of its Actuary.

The revised projected forecast has been incorporated into BBI’s most recent solvency calculations that were taken
by the Actuary as at end February 2020 to establish the impact that this revised projected outlook has on the
Company’s SCR and MCR and this is reflected in the performance of the current lines of business as revised earlier
on this year.

Despite the uncertainty, it is expected that the SCR and MCR cover will result in surplus eligible own funds as shown
below:

SCR Movement — 135.7% as at February 2020 (down by 6.1% from December 2019)
MCR Movement — 155.9% as at February 2020 (down by 4.3% from December 2019)

In its assessment, the Company is also taking into account the shareholders’ undertaking that they will continue to
support the Company should the financial position be such that the capital fall below regulatory solvency levels.
The shareholders have already demonstrated their support of the Company and its business in the past years with
additional contributions of capital being provided in both 2018 and 2019.”

It is expected that the Company shall continue to have access to sufficient capital and resources to sustain the
impact of COVID-19 in this uncertain and unprecedented economic scenario. The Company’s own funds are
expected to continue to exceed the solvency capital requirements during 2020.
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F.1

R0O030
R0O040
R0O050
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R0O070
R0O020
R0O0S0
R0O100
R0O110
R0O120
R0O130
R0O140
RO150
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RO180
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R0200
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RO22

R0O230
R0240
R0O250
R0O260
R0O270

APPENDICES

Public QRTs

5.02.01.02
Balance sheet

Assets
Intangible assets
Deferred tax assets
Pension benefit surplus
Property, plant & equipment 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

C0010

67

935

350

585

585

3,944

3,944

3,944

5,886

102

515

2,559

14,017
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Liabilities

Solvency Il
value

C0010

R0510 Technical provisions - non-life 6,127
R0520 Technical provisions - non-life (excluding health) 6,127

R0O530
R0O540
R0O550
R0O560
R0O570
R0O580
R0O590
R0O600
R0O610
R0620
R0O630
R0O640
R0O650
R0O660
R0O670
R0O680
R0O690
RO700
R0O710
R0O720
RO740
RO750
RO760
RO770
RO780
RO790

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

5,868

259

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

R0O800 Debts owed to credit institutions -
R0O810 Financial liabilities other than debts owed to credit institutions -
R0820 Insurance & intermediaries payables -
R0830 Reinsurance payables 2,861
R0840 Payables (trade, not insurance) 755
RO850 Subordinated liabilities -
R0O860 Subordinated liabilities not in BOF -
R0O870 Subordinated liabilities in BOF -
R0O820 Any other liabilities, not elsswhere shown -
RO200 Total liabilities 10,543

R1000 Excess of assets over liabilities 3,474
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5.05.01.02

P i claims and by line of b
Non-life
Line of business for: accepted roportional
Line of Business for: non-life irsurance and reirsurance obligations (direct business and accepted proportional reinsumnce) . fome
Moto Mari Fire and Total
Medical Income Workers' hi L ot . rne;‘d other Generml Credit and Legal Marine,
expense protection | compensation liability P # damage to liability yship Misc. financial loss Health Casualty | aviation and | Property
imsurance insurance insurance insumnce s .prl:peﬂ;r insurance insurance insuRnce transport
insurmnce
Mo 0020 [ailizi] 040 o050 CO0s0 [ailini] Cooa0 CO0%0 100 a0 CH20 (a3 k] M40 M50 CHed o200
Premiums written

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Renzurers share

Het

Premiums earned

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Renzurers share

Het

Claims incurred

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Renzurers share

Het

Changes in other technical proviions

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Renzurers share

Het

Expenses incurred

1,090]

1,276
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5.05.02.01
Premiums, claims and expenses by country

Non-life
coo10 coozo Co030 Co040 Co050 Coo70
Top 5 countries
t of
Top 5 countries (by amount of gross premiums written) - (by amoun.
non-life obligations gross premiums N "
Home Country € written) - non- T:ta Top 5 an
life obligations ome country
ROO10 - s e e

C0080 Co090 Co100 co110 C0120 C0140
Premiums written

RO110 Gross - Direct Business - 14,961 - 164 159 15,284

R0O120 Gross - Proportional reinsurance accepted - - - - - -

RO130 Gross - Non-proportional reinsurance accepted - 0 - - - -

R0O140 Reinsurers share - 12,295 - 107 106 12,507

RO200 Net - 2,666 - 57 54 2,776
Premiums earned

RO210 Gross - Direct Business - 11,409 15 129 102 11,655

R0O220 Gross - Proportional reinsurance accepted - - - - - B

RO230 Gross - Non-proportional reinsurance accepted - - - - - R

RO240 Reinsurers share - 8,866 6 75,908.27 60 9,008

R0O300 Net - 2,543 10 52,938.46 42 2,648
Claims incurred

RO310 Gross - Direct Business - 6,164 14 - 44 6,222

R0320 Gross - Proportional reinsurance accepted - - - - - B

RO330 Gross - Non-proportional reinsurance accepted - - - - - R
RO340 Reinsurers share - 4,519 0 - 8 4,528
RO400 Met - 1,645 14 - 35 1,694

Changes in other technical provisions
RO410 Gross - Direct Business - - - - - B
R0420 Gross - Proportional reinsurance accepted - - - - - B
R0O430 Gross - Non-proportional reinsurance accepted - - - - - R
RO440 Reinsurers' share - - - - - B

RO500 Net - - - - - -
RO550 Expensesincurred - 908 1 10 8 928
R1200 Other expenses -
R1300 Total expenses 918
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5.47.04.02
Hor-Life Technical Provisions

Direct busi and acc tional rei e Accepted non-proportional reirsurance

Non Non proport Non- Total Nor-Life
medical Income: Workers' Mator vehicle General Credit and Legal iscella tonal . rari mal tonal ohligation
epense protection | compensation liability ireurance liability ip P prox = P

. ! . . X . financial loss health casualty aviation and property
insurance insurnce insurance insurance . . insurance insurance insurance . . .
insurance insurance reimsurance | reinsurance | tramsport reinsurance

Co140 C0150 Co60 (gl

2
:
g
g
8
g

coo C0030 0040 C 0050 C 0060

70010 Technical provisions calculated a a whole - - - N

Totd Recoverables from reinsurance/SPV and Finite Re after
R0050  the adjustment for expected loses due to counterparty -
default amociated to TP caloulated asa whole

Technical provisions calculated & a sum o BE and RM
Best estimate
Premium provisions
RODG0 Gross 12 121 3,961 4,094

Tota recoverable from reinsurance/sPv and Finite Re
RO140 after the adjustment for expected lomes due to 7| 47| 2,579 2,632
countemparty default
RO150 Met Best Estimate of Premium Provisions 5 75| 1,382| 1,482|

claims provisions

RO160 Gross 52 - 1,723 1,774
Tota recoverable from reinsurance/sPv and Finite Re

ROZ40 after the adjustment for expected lomes due to 30| - 1,282 1,312
countemarty default

Met Best Estimate of Claims Provisions 23| - 442| 42|
Total best estimate - gross [ [ [ [ 4 [ [ [ [ 121 5,683 [ [ [ [ 5,868
Total best estimate - net [ [ [ [ 27 [ [ 75 1 8&‘ [ | [ [ 1,924
Risk margin | [ [ I 4 [ [ [ [ 10 244 I I I I 23|

Amount of the transitional on Technical P rovisions
Technical Provisions caboulated asa whols - - - -
Bast estimats - - -
0 Rizk margin - - -

0 Technical provisions - total &7] 131 5,929 5,177}
Recoverable from reinsurance contrRct'SPY and
Finite Re after the adjustment for expected le=ses dueto 37] 47 3,850 3,544
counterparty default - total

Technical provisions minus recoverables from
reinsurancesSPY and Finite Re - total

3 85 2,068 2,18

RO340
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5.19.01.21
Non-Life insurance claims

Total Non-life business

70020 Accident year / underwriting year |Acddent Year

Gross Claims Paid (non-cumulative)
(absolute amount)
Coo10 Co020 C0030 Co040 C0050 C0060 Co070 Coo0s0 C00%0 Co100 Co110 Co170 Co180

Year Development year In Current Sum of years
" 0 " 1 "2 "3 " 4 " 5 " & " 7 T 8 " 9 108+ year (cumulative)
RO100 Prior 0 0
RO160 2010 - - - - - - - - - - 0 0
RO170 2011 - - - - - - - - - 0 0
RO180 2012 0 0
RO190 2013 0 0
R0O200 2014 0 0
R0O210 2015 0 0
R0O220 2016 0 1
R0O230 2017 123 113 0 236
RO240 2018 162 65 65 227
R0O250 2019 48 48 48
RO260 Total 113 512

Gross Undiscounted Best Estimate Claims Provisions
(absolute amount)

C0360
C0200 o210 C0220 C0230 C0240 C0250 C0260 C0270 C0280 C0290 C0300 Year end
Year Development year (discounted

r 0 r 1 o2 o3 4 " 5 6 7 r 8 ' g9 10& + data)
RO100 Prior B | 0
RO160 2009 - - - - - - - R R R 0
RO170 2010 - - - - - - R R R 0
RO180 2011 0
RO190 2012 0
R0O200 2013 0
R0O210 2014 0
R0O220 2015 0
R0O230 2016 - - 0
RO240 2017 - 513 505
R0O250 2018 403 397
RO260 Total 902
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Annex I
§.22.01.21

Impact of long term guarantees and transitional measures

Amount with Long
Term Guarantee
measures and

Impact of transitional on
technical provisions

Impact of
transitional on
interest rate

Impact of volatility
adjustment set to zero

Impact of matching
adjustment set to zero

transitionals
C0010 C0030 C0050 C0070 C0090
Technical provisions R0010
Basic own funds R0020
Ehgilble own ﬁmds to meet Solvency RO0S0
Capital Requirement
Solvency Capital Requirement R0090
Ehgilble own ilimds to meet Minimum RO100
Capital Requirement
Mimimum Capital Requirement R0110
Annex |
S$.22.01.22
Impact of long term guarantees and transitional measures
Amount with Long Impact of

Term Guarantee
measures and
transitionals

Impact of transitional on
technical provisions

transitional on
interest rate

Impact of volatility
adjustment set to zero

Impact of matching
adjustment set to zero

C0010 C0030 C0050 C0070 C0090
Technical provisions R0010
Basic own funds R0020
o e ™| s
Solvency Capital Requirement R0090
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5.23.01.01
Own Funds

Basic own funds before deduction for participations in other financial sector as foreseen in article 68 of Delegated Regulation 2015735

0 Ordinary share capital (gross of own shares)

! Share premium account related to ordinary share capital

' Initial funds, mem bers' contributions or the eguivalent basic own-fund item for mutual and m utual- type undertakings
mutual b

) Surplus funds
Preference shares

Share premium account related to preference shares

Reconciliation reserve

Subordinated liabilities

0 An amount equal to the value of net deferred tax assets

Other own fund items approved by the supervisory authority as basic own funds not specified above

Owm funds from the financial statements that should not be represented by the reconciliation reserve and do nat meet the criteria to be classified as Solvency | own funds
RO230 Deductions for participations in financial and credit institutions
ROZ90 Total basic own funds after deductions

Andllary own funds
ROZ00 Unpaid and uncaled ordinary share capital callable on demand
RO310 Unpaid and uncalled initial funds, members’ contributions or the eguivalent basic own fund item for mutual and mutual - type undertakings, callable on dem and
RO320 Unpaid and uncalled preference shares callable on demand
RO330 Alegaly binding comm itment to subscribe and pay for subordinated liabilities on demand
RO340 Letters of credit and guarantees under Artide 96(2) of the Directive 2009/138/EC
RO350 Letters of credit and guarantees other than under Article 96(2) of the Directive 2009/ 138/EC
RO360 Supplementary members calls under first subparagraph of Artide 96(3) of the Directive 2009/138/EC
ROZ70 Supplementary members cals - other than under first subparagraph of Artide 96(3) of the Directive 2009/138/EC
RO390 Other ancillary own funds
RO400 Total ancillary own funds

Available and eligible own funds
) Total available own funds to meet the SCR
' Total available own funds to meet the MCR
0 Total eligible own funds to meet the SCR
0 Total eligible own funds to meet the MCR

0 SCR
MCR

0 Ratio of Eligible own funds to SCR
' Ratio of Eligible own funds to MCR

Reconcilliation reserve
! Excess of assets over liabilities
ROT10 Own shares (held directly and indirectty)
RO720 Foreseeable dividends, distributions and charges
RO730 Other basic own fund items
RO740 Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced funds
RO760 Reconciliation reserve

Expected profits

RO770 Expected profits induded in future premiums (EPIFP) - Life business
RO7E0 Expected profits induded in future premiums (EPIFP) - Non- life business
RO790 Total Expected prdfits included in future premiums (EPIFP)

=== =RE=R1=Rl=RK=10=0]=]

3,407

3,407

3,407

3,407

14

24
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ROO10
R0020
RO030
RO040
RO050
R0O060

RO070

RO100

RO130
RO140
RO150
RO160
R0200
R0O210
R0220

R0400
R0410
R0420
R0430
R0O440

5.25.01.21
Solvency Capital Requirement - for undertakings on Standard Formula

Market risk

Counterparty default risk
Life underwriting risk
Health underwriting risk
Non-life underwriting risk

Diversification
Intangible asset risk
Basic Solvency Capital Requirement

Calculation of Solvency Capital Requirement

Operational risk

Loss-absorbing capacity of technical provisions

Loss-absorbing capacity of deferred taxes

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

Capital add-ons already set

Solvency capital requirement

Other information on SCR

Capital requirement for duration-based equity risk sub-module

Total amount of Notional Solvency Capital Requirements far remaining part

Total amount of Notional Solvency Capital Requirements for ring fenced funds

Total amount of Notional Solvency Capital Requirements for matching adjustment portfolios
Diversification effects due to RFF nSCR aggregation for artide 304

Building Block Insurance PCC Limited | Solvency and Financial Condition Report

Gross solvency

2,345

C0100

361

-458

2,449

2,449

ol oo o

. . UsP Simplifications
capital requirement
co110 C0090 Co120
904
1,644
-515




RO010

RO0Z0
RO030
RO040
ROO50
RO060
ROO70
ROOBO
RO0%0
RO100
RO110
RO120
RO130
RO140
RO150
RO160
RO170

RO200

RO210
RO220
RO230
RO240
RO250

RO300
RO310
RO320
RO330
RO340
RO350

RO400

5.28.01.01

Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity

Linear formula component for non-life insurance and reinsurance obligations
MCR,, Result

Medical expense insurance and proportional reinsurance

Incom e protection insurance and proportional reinsurance

‘Workers' com pensation insurance and proportional reinsurance

Motor vehicle fability insurance and proportional reinsurance

Other m otor insurance and proportional reinsurance

Marine, aviation and transport insurance and proportional reinsurance
Fire and other dam age to property insurance and proportional reinsurance
General ability insurance and proportional reinsurance

Credit and suretyship insurance and proportional reinsurance

Legal expenses insurance and proportional reinsurance

Assistance and proportional reinsurance

Miscelaneous finandal loss insurance and proportional reinsurance
Mon-proportional health reinsurance

Mon-proportional casualty reinsurance

Mon-proportional m arine, aviation and transport reinsurance
Mon-proportional property reinsurance

Linear formula component for life insurance and reinsurance obligations
MCR_ Result

Obligations with profit participation - guaranteed benefits
Obligations with profit participation - future discretionary benefits
Index-linked and unit-Enked insurance obligations

Other life (rejinsurance and health (rejinsurance obligations

Total capital at risk for all ife (rejinsurance obligations

Overall MCR calculation
Linear MCR

SCR

MCR cap

MCR floor

Com bined MCR

Absolute floor of the MCR

Minimum Capital Requirement

Coo10
B35
Net (of
3 o Net (of reinsurance)
reinsurance/SPV) best . . .
. written premiums in
estimate and TP the last 12 th
calculated as a whole © months
Coozo C0030
27 5
75 2,37
1,822 2,283
C0040
0
Net (of
. {of Net (of
reinsurance/SPV) best | |
. reinsurance/SPV) total
estimate and TP stal at rick
calculated as a whole captiatatn
C0050 Co060

Coo70

835
2,449
1,102

612

835
2,127

2,127
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