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This Solvency and Financial Condition Report [SFCR) has been prepared 1o allow IDA Insurance Limited
("IDA" or ‘the Company’) to comply with the Pillar 11l reporting requirements under Directive
2009/138/EC and associated Regulations {“the Solvency || Directive’).

IDA Insurance Limited maintains a robust system of governance which is commensurate to the nature,

scale and complexity of the Company’s activities and its risk profile. The syvstem of governance
revohies around the Board and its Committees —the Investment Committee and Risk and Compliance

Committee; with key functions outsourced to external service providers in line with the Company's
Dutsourcing Policy. The mainstay of the system of governance i the risk management system: which
is designed to ensure that all the material risks areidentified; and that policies and procedures are in
place toassess their potential impact and to adequately report them, so that they canbe managed or
mitigated.

This financial period is from 1st January 2020 to 315t December 2020 whilst the comparative figures
cover a period from 1% July 2018 1o 31* December 2019. During the period under review, the Company
registered a loss after tax amounting to € 56,738 (Profit after tax for the year ended 31" Decemibser
2019:; £494,667). Direct premivms written by the Company during this period amounted to €
4,151,875 (18 months endad 31* December 2019 € 8,624,969). Claims performance deteriorated with

claims incurred net of reinsurance for the period amounted to €1,285,896 compared to €1,575,220
for the 18 months ended 31* December 2019,

The Directors were actively involved in the implementation of the Solvency Il legislation and these are
deeply embedded in the Company's operations. Regular monitoring of the Solvency Capital
Requirernent (SCR) and Minimum Capital Requirements is carried out and a Capital Management
Policy is in place to ensure on-going adherence to the requirements. This policy outlines the main
drivers of the SCR.

The Company moniters its capital level on a regular basis, The Company complied with the regulatory
capital requirement during the years ended 2019 and 2020. No changes were made in the Company's
approach to capital management during the period ended 31* December 2020,

Going forward, the Company is expected to continue meeting the Solvency Il regulatory capital
requirements based on the latest audited SCR calculations as at 31" December 2020 and those
resulting from the 2020 Own Risk and Solvency Assessment.

1DA' s internal capital target is tohold 140% of its Pillar 1 Minimum Capital Requirement. Onan annual

basis, the Board considers whether a dividend should be paid to remit any surplus capital to its parent
entity.
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Section A - Business and Performance

Al Business
Legal Form

The Company was incorporated in Malta on 8™ luly 2005 and is a 100% subsidiary of DAN Europe
Foundation, a non-profit Emergency Medical Organisation. DAN Europe (Divers Alert Network
Europe) is an international non-profit medical and research organisation founded in 1983,
dedicated to the health and safety of the global dive community. DAN helps divers and their
families by providing emergency medical assistance, promoting dive safety and conducting vital
research. DAN also offers education, products and services to beginners, experts and all kinds of
explorers in between. The DAN network protects what good divers value most the ability to
explore hidden worlds in safety.

16A Insurancs LimEed

[Reroiabed i fata)

Reglstered Office and Registered Number
Registered Office: DAN Building, Sir Ugo Mifsud Street, Ta® Xbiex, Malta

Registration Number: C36602

Regulator

IDAIs authorised to carryon business of insurance inin terms of the Insurance Business Act 1998,
regulated by the Mailta Financial Services Authority. The Regulator can be contacted as follows:

Malta Financial Services Authority,
Trig l-imdina, Zone 1

Central Business District, Birkickara,
CBD 1010, Malta

Tel:+356 2144 1155

wiww mifsa, com.mi
Insurance and Pensions Supervision Unit
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Auditors
The statutory accounts are audited by Deloitte Audit Limited who canbe contacted as follows:

Deloitte Awdit Limited
Deloitte Flace,

Trig L-Intornjatur,

Ctrl. Business Dist.
halta, CBD3050

Partner: Mr Mark Giorgio
Risk Profile

IDA ks authorised to offer classes of insurance business namely, accident, sickness, fire and natural
forces, other damage to property, general liability, legal expenses and assistance. Furthermore, it &
authorised to provide insurance under EU's Freedom to provide services in another Member Statein
Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland, France
Germany, Gibraltar, Greece, Hungary, Ireland, Iceland, Italy, Latvia, Liechtenstein, Lithuania,
Luxembourg, Metherlands, Norway, Paland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, and
United Kingdom.

This insurance policy is distributed by VING Insurance Brokers Limited ("VINGT), a related insurance
intermediary incorporated in Malta and authorised by the Malta Financial Services Autharity to carry
on nsurance intermediary activities, on behalf of 1DA Insurance Limited,

IDA and VING made a valid notification to the Prudential Regulation Authority (*PRA') in the UK, to
continwe carrying out business in the UK, under the Temporary Permission Regime (TPR).

The Company is alsolicenced to provide insurance services in Switzerland through a branch, regulated
by Swiss authorities, FINMA.

The main line of insurance classes that is currently provided is namely, accident, general Bability, legal
expenses and assistance. The principal activity is to underwrite scuba diving risk for the leisure and
commercial diving imdustry. The company offers its policies through the group’s online portals.

The Company writes insurance for students, recreational and professional divers, This business &

accepted within safe practice guidelines issued by the international recognised diving bodies. The
Company insure members of DAN Europe Foundation the majority of who are EU residents. The
palicies issued are in the EU but provide insurance benefits when diving anywhere in the waorld.

The salient features of the current policies issued are provided hereunder:

= Sport Member (Sport Bronze, Sport Silver and Sport Godd), which are products suitable for
recreational divers;

* Pro Member (Pro Bronze, Pro Silver and Pro Gold, products which are designed for
Professional Divers and Instructors Student Insurance (First level courses, Advanced courses,
Speciality courses and Freediving stage), suitable for diving students;

* Club Member (Club Member and Club Member Plus] products that are designed for dive
centres and areintended for both instructors and students;
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» Family Plans (Family Sport and Family Mix) products, which are suitable for family members,
incleding both recreational and professional divers.

Significant events in the reporting period
The main events for 2020 were the following:

1} IDAsustained a significant reduction in Gross Written Premiums due to Covid-19
2} DA Insurance Ltd sold the remaining part of the VIS software to DAN

With a business activity being very dependent on travel, 2020 resulted ina negative impact on the top
line as a result of the travel restrictions. Premium reduced substantially when compared to previous
VEArS.,

Another significant event effecting the results of the Company was the sale of the software.

The "Software’ is further defined as a specific insurance Software developed by Vivieb 5.r.l, a
software company registered in Italy whereby the main uses of such Software includes a dynamic
range of solutions for insurers/insurers brokers across every business channel and product line. It

alsaincludes a claims and finance module which provides ample room for rapid change and
adaptationas the business grows and develops.,

COVID-19 impact

The spread of COVID-19 has severely impacted many local economies around the globe through the
year. Measures taken to contain the spread of the virus, incleding travel bans, quarantines, social
distancing, and closures of non-essential services have triggered significant disruptions to the diving
cammunity. The COVID-19 pandemic has resulted in a reduction in premiums written by the Company
which were mostly limited to the months in which all diving activities were suspended. The Directors
expect that the reduction in written premiums would be

rectified as soon an adequate number of people/countries become immune to the virus, which &
expected to be achieved by use of the vaccine. Clients will renew their policies as soon as diving
and travelling activities can be carried out with more ease. As at the date of this report, the
Company has not incurred significant claims (medical expenses) arising from COVID-19. The policies
written by the company have now been updated to exclude Pandemic Diseases, prior to this such
claims were being covered subject that the insured travelled abroad before the Governments
issued travel warnings. Such cases have been noted as minimal; moreowver, it has been noted that
the claims incurred from the impacted period reduced due to the restriction in diving activities. The
Directors therefore consider that whilst the Company’s profitability have been impacted during
2020 and is expected to be impacted during 2021; when combined with the Company's overall
liguidity and solvency position, the Company continues to be a going concern.
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A.2 Underwriting Performance

The Company’s main products and the ways in which it manages the assoclated risks are as follows:

Emergency medical, personal accident, repatriation and travel assistance

These policies offer insurance cover for emergency medical, persanal accident, repatriation and
travel assistance anywhere in the world. As such the claim costs of the insured accident vary
depending on the severity of the accident, its location and the quality extent and tariffs of the
medical facilities in the accident location.

Civil and professional Rability

These policies are occurrence-based wordings. Therefore, the Company is liable to all insured
events that occurred during the term of the contract, evenif the loss is discovered afterthe end of
the contract terms. These llability claims alsotake longer to develop than claims submitted under
the Company's Accident programme and as a result, the estimation of claims incurred but not

reported and claims incurred but not encugh reported is generally subject to a greater degree of
uncertainty,

Legal defence

These policies offer legal defence benefits when diving anywhere in the world, As a result, the claim
costs of the insured accident vary.

The Company manages these risks by implementing its underwriting and claims management
strategy after having obtained and considered expert advice approved by the board. The skills
available to the Company to manage the insurance claims ssues arising fromthe insured accidents
have been built over many years,

During this financial period, the Company reported gross written premiums of €4,151,875. Claims
incurred during the financial period amounted to €1,285,896.

This year, the Company closed the financial year with an underwriting profit of £116,756 broken down
as follows:
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The primary drivers for the results were the following:

* The Company's Premium decreased month on month as a direct result of Cowid-19
restrictions and travel bans. Therefore, the Companywasn't able to meet its projected GWP:
* The lass ratio for the year has worsened when compared to the prior year results; this &
mainky due to a one-off large liability loss within the year ending 2020;
* During the period, there was 1 large losses which were reported under Liability which
impacted Underwriting Year 2013;
The total claims paid for the year stood at €2,462,187;
Total claims outstanding as at year end stood at €2,810,607 whilst the IBMER stood at
€441,376and an IBNR at £79,603. There were no further changes to the commission rate.
s Asfrom the 1* of October 2020, the Company started toretain 100% of the Riskon Accident;
* There were no further changes to the Rl structure for Liability during the UW year.

Fage 8|66



Solvency and Financial Condition Report 2020

DA insurance Limited

Income Statement =Technical Account

Statement of Profit or Loss and Other
Comprehensive Income = Technical Account
For the period from 1 January to 31 December 2020

Dec Dec
Mol 2020 2018
EUR EUR
Earned premiums, net of reinsurance
Grogs premiums wiitten 4,151,875 B.624, 955
Outward reinsurance premiums (2,091,706) (4,398,704)
Imwvard reinsurance premium 156,251 459,382
Mel premiums written 2,216,420 4,685,647
Change in gross provision for uneamed premiums 903,407 {4,998)
Change in provision for uneamed premiums,
Reinsurer's share (373,065) (39,2800
530,342 (44, 278)
Earned premiums net of reinsurance 2,746, TE2 4,641,369
Profit commission 163,959 262,330
Allocated investrment retum ransfermed
f rrm L non-technical acoount ar 126,520
Total technical income 2,911,682 5,020,219
Claims incurred, net of reinsurance
Claims paid
- Gross amount 2,462 187 3,658,009
- Reinsurer's share (1,092,140)  (1,641,369)
1,370,047 2,016,730
Change in the provision lor claims
- Gross amount (276,558) (794,851)
« Reinsurer's share 102,408 353,341
{84,150) (441,510}
Claims incurred, net of reinsurance 1,285,897 1,575,220
Mel eperating expenses 1,509,041 2,363,820
Total technical charges 2,794,937 3,933,040
Balance on the technlcal account
for general business 116,756 1,080,179
=== e ——.
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A2 Investment Performance

7.  Investment income and charges

2020 2019
EUR EUR
Investment gains
Interest income on bank deposits 12,727 -
interest income on financial sssats B8, 865 255,918
Realised (loss¥gain on saleof irvestmants (33,518) (48.749)
Exchange gain{loss) (60, 444) 40,404
7,625 247.574
Analysed between:
Allocated investment retum transfemed to the general
business technical account ar 126,520
Investment retum included in the non-technical
actoun 6,654 121,054

7,625 247 574
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#A.4 Performance of other activities

Statement of Profit or Loss and Other
Comprehensivelncome — Non-Technical Account

For the period from 1 January 2020 to 31 December 2020

Dec Dec
Mioles 2020 2019
EUR EUR
Balance on technical account
for general business 116,756 1,080,179
Investment income 101,952 206,323
investmeant expenses and chamges (93,967) (48,749)
Allocated investment retum transfermed to
the general business technical account (371} (126,520)
Dither income 10,924 16,965
Mel operating exparses (382,715} (490,097)
(Loss)Profit before tax (248,381} 738,101
Income tax experss 191,583 (243,434)
(LossWProfit for the year (56,788) 494 667
Cther comprehensive income
Items that may be reclassified subsequently
to profit or loss
Gainf{loss) on avallablefor-sale
financial assets, net of deferred fax 44,315 21,789
Total comprehensive incomefloss) for the year
attributable o ordinary shareholders (12,473) 516,456
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A.5 Events after the reporting period

The Company has the intent to purchase VING Insurance Brokers Ltd (“VING™) from s parent company
being DAN Europe Foundation ("DAN") by mid-year of 2021, for which it has already obtained the “no
objection” from the MF5A and such acquisition has also been approved by the Board of Directors of
the Company. It shall also be noted that the consideration for the acquisition of VING is expected to
be at EUR 1 Million and shall be set off against receivables that the Company currently hold from its
parent company DAN,

A6 Any other information

COVID-19 impact The spread of COVID-19 has severely impacted many local economies around the
globe through the year. Measures taken to contain the spread of the virus, including travel bans,
quarantines, social distancing, and closures of non-essential services have triggered significant
disruptions to the diving community. The COVID-19 pandemic has resulted ina reduction in premiums
written by the Company which were mosthy limited to the months in which all diving activities were
suspended. The Directors expect that the reduction in writben premiums would be

rectified as soon an adequate number of peoplefcountries become immune to the virus, which &
expected to be achieved by use of the vaccine. Clients will renew their policies as soon as diving and
travelling activities can be carried out with more ease, As at the date of this report, the Company has
not incurred significant claims (medical expenses) arising from COVID-19. The policies written by the
company have now been updated to exclude Pandemic Diseases, prior to this such claims were being
covered subject that the insured travelled abroad before the Governments issued travel warnings.
Such cases have been noted as minimal; moreover, it has been noted that the claims incurred from
the impacted period reduced due to the restriction in diving activities. The Directors therefome
consider that whilst the Compamy's profitability have been impacted during 2020 and is expected to
be impacted during 2021; when combined with the Company's overall liquidity and solvency position,
the Company continues to be a going concern.

Page 12| 66



Solvency and Financial Condition Report 2020
IDA Insurance Limited

Section B - System of Governanoe

B.1General information on the system of governance

The Board of Directors has adopted a supervisory structure to suit the reguirements of IDA's
operational needs. This structure grants the required flexibility that leads to an efficient
decentralisation of selective decision making while ensuring that res ponsibility for overall governance

rests withinthe Board, The Board and Committees are comprised of a mix of Non- executive Directors
and Executive Directors whomeet on a regular basis typically on a quarterly basis.

The Managing Director and the Senior Manager assisted by the Insurance Manager oversee all
activitles undertaken and escalates materialmatters to the Board,

IDA simplified organisation and governance chart is illustrated below.
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B1.1Board of Directors
The Board of the Company is of sufficient size and expertise to oversee adequately the operations of
the Company. The composition of the Board has been designedto ensure:

. that it can adequately discharge its responsibilities and duties;

. that it has a proper understanding of, and competencies to deal with, the current and emerging
issues of the business;

. that it can effectively review and assess the performance of cutsourced arrangements.
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The following were members of the Board at 31" December 2020:

¢ Prof Alessandro Marroni [Chairman)

» DrlroCaliCorleo {Managing Director)

¢ DrFilomena de Angelis [Executive Director)

¢ MsLaura Marron| (Executive Director)

* DrMatthew Bianchi (Independent Non-Executive Director)
* RayMercieca (Independent Non-Executive Director)

The Board of Directors appoint a Chairman of the Board and determine the period for which he will
hold office.

The Board of Directors is made up of mix of individuals who have the necessary skills and expertise in
the following areas:

. Market knowledge - the awareness and understanding of the wider business, economic and
market environment in which the undertaking operates and the knowledge and needs of
policyholders;

. Business strategy and Business model - an appropriately detailed understanding of the
undertaking’s business strategy and model;

. System of governance - this includes risk management and contral, which means the awareness
and understanding of the risks the undertaking, is facing and the capability of managing them.
Furthermore, the ability to assess the effectiveness of the undertaking's arrangements to

deliver effective governance, oversight and controls in the business and, if necessary, overses
changes in thase areas;

- Financial and actuarial analysis - the ability tointerpret the undertaking's financial and actuarial

information, identify key issues, put in place appropriate controls and take necessary measures
based on this information;

" Regulatory framework and reguirements - awareness and understanding of the regulatory
framework in which the undertaking operates, and the regulatory requirements and
expectations relevant to it and the capacity toadapt to changes which stem from the regulatory
framework without delay.

The Board of Directors is made up of a mix of Executive Directors, Non-Executive Directors and
Independent Mon-Executive Directors.
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The Roles and Responsibilities of the Board are the following:

Provide entrepreneurial leadership of IDA withina framework of prudent and effective controls
which enable risk to be assessed and managed,

Set IDA’s strategic aims, ensure that the necessary financial resources are in place for the
Company to meet its objectives, and review the insurance manager’s performance.

Set IDA' s values and standards and ensure that its obligations toits shareholders and others are
understood and met.

Comply with the Memorandum and Articles of Association of the Campany,
Comply with requirements set out in the Maltese Companies Act and Maltese Insuranos

Business Act (Cap 403) and comply with the General Good Requirements for all classes aof
business in each country within which |DA ks operating.

Assume responsibility for the day to day conduct of IDA’s business. Clearly and appropriately
apportion significant responsibilities to the Insurance Manager and ather third-party providers,

Owversee the establishment and maintenance of robust and clearly documented systems and
controls in accordance with applicable regulations.

Review and approve business submitted by the Risk Management & Compliance Committee.

Oversee the process of outsourcing, and monitor the discharge of the Compliance, Risk
Management, Internal Audit and Risk Management functions. '

» Ensure that assets areinvested in line with the Prudence, Persons, Principle and ina
manmner that is appropriate to the nature and duration of the insurance liabilities

Meetings ofthe Board

1,

Meetings of the Board of Directors (BoD) are held no less than four times annually but are
alsoheld as frequently as considered appropriate.

All meetings of the BoD and any general meeting of the members of the Company are held in
Malta unless otherwise resolved by the Directors of the Company.

A person is entitled to participate at a meeting of the BoD or at any GM by means of a telephone
link provided the other members or directors agree to such participation by telephone. The
Chakrman of the meeting, in such cases, shall sign on behalf of the person participating by
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telephone and shall record the fact that all persons present at the meeting have agreed tosuch
telephone participation.

4.  The Chairman or any member of the Board may call meetings of the Board.

5. A minimum of seven days’ notice In writing is provided to all directors of a Board meeting.
However, the Company recognises that from time to time Board meetings may need to be
cabled at short notice. Ifa Board meeting is called at short notice all directors must be contacted
in writing or by telephone advising them of the meeting and the proposed agenda. Prior
approval for the meeting to take place must be obtained from all directors notwithstanding
that a director may not be able to attend a meeting called at short notice. Such approval must
be documented in the mesting minutes.

Quorum
The guorum for declsions of the Baard is thiee,

Attendance
1. The Chairman presides on each board meeting held.

2. A member of the Board is entitled to appoint an alternate in his stead,

3. The Chairman, at his/her discretion, may imite other executives to attend and be heard at
rmeetings of the Board,

Decisions/noting
1. The directors meet for the dispatch of business, adjourn or otherwise regulate their meetings, as
they think fit. Questions arising at any meeting are decided by a 45 majority of vobes.

2. No advisers are entitled to vote at meetings of the Board.

3. In the case of round robin approvals, a resolution in writing, including through the medium

of electronic facsimile, approved by all members, is as valid and effectual as if it had been passed
ata Board meeting duly called and constituted.

4, Such a round robin approval is tabled at the next meeting for noting.

Minutes

1. Detailed minutes of all Board meetings are prepared with all decisions, discussions and points for
further actions being documented. Abstentions or negative votes are documented in terms
acceptable to the abstaining or dissenting person or negative voter. The minutes of meetings
provide sufficient detail to evidence appropriate Board attention, the substance of discussions and

their outcome and are agreed at the subsequent Board meeting. Minutes akso document the
attendance of non-attendance of members of the Board.
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2. Minutes of all Board meetings are taken by the Company Secretary and are circulated to all
directors for review in a reasonable timeframe after each meeting.

3. The final draft of the Board minutes of @ meeting are presented to the Board for approval at the
next Board meeting. If approved the minutes are signed by the Chairman of the Meeting and kept
at the Company's reglstered addriess.

Information on Remuneration Policies and Practices

The governance framework includes a Remuneration policy for defining the remuneration practices
of the Company designed to support the Company's risk appetite, strategy, objectives and values.
The Board of Directors is responsible for the Remuneration Policy and the regular review of the Policy.

The Remuneration Policy applies to all levels of the organisation and categories of employees
including Directors. It contains specific arrangements that take into consideration the roles of the
members of the Board, persons responsible for key functions, senior management, and personal
undertakings that involve significant risk taking and other employees. It further extends to the
arrangements with any outsourced parties invoheed in the distribution of the Company's products.,

The Remuneration Policy reflects the Company's objectives for good corporate governance as well as
sustained and long-term value creation of the shareholders. The Remuneration Policy does naot
excessively reward short term profits and discourages incentives to take on risks that are not in line
with the Company’s risk profile. This can undermine the sound and effective risk management
framework, exacerbate excessive risk-taking behaviour and the protection of the policy holders,
Hence the performance criteria, including non-financial performance factors suchas goals and critera
relating to effective risk management practices are considered,

The salary is made up of a fixed component namely salary and benefits. The fixed component
represents a significant and sufficiently proportion of the total remuneration and thus avoids that the
employees are any way dependent on the variable component.

Variable components are discretionary and fully flexible as opposed toa contractual entitiement. It
based on performance and are capped at a maximum limit set by the Company. The Company has
the right to withhold bonuses where its financial objectives have not been met.

Performance based remuneration is aligned to an assessment of the strategic priorities of the
Company which promotes sound risk managemaent, the strengthening of long-term customer relations
and the value of the business. Non-financial factors are taken into consideration. Persons responsible
for a key function are not eligible for performance-based remuneration.

Currently the Company has no arrangements applicable to supplementary persons or early retirement
scheme for members of the Board.
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B1.2 Investment Committee
The Company’s investments are managed through an Investment Committee which operates wit hin

investment parameters set and approved by the Board of Directors. The procedures consider a
recommended portfolio structure, asset and counterparty limits as well as currency restrictions.

10A Investment Committee (IC) has been established as a committee of the Board and is comprised
of the Managing Director, an independent non-executive director and an independent Investrnent
advisor. A third-party Investment Manager, duly appointed by the Board of Directors also attends
every meeting. The guorum for the meeting is two members present in person,

The objectives of the Commities are to;

{a) Prepare and submit for approval by the Board, and thereafter communicate tothe Investment
Manager, the basic investment strategy and policy for the Company, after considering the
refative recommendations submitted to it by the Investment Manager.

Such recommendations are based on, inter-alia:-

. consideration of the Company's cash flow projections, and forecast assets and liabilities, which
the Insurance Manager shall determine in conjunction with the Manager;

L compliance with relevant statutoryand regulatory solvency requirements as agreed with the
Insurance Manager;

" the Company's latest investment strategy and policies, and anticipated market evaluations;

» the Company’s credit, market and liquidity risk policies, and the performance benchmark as
recommended by investment manager and approved by the Investment Committes:

® a considered view of future investment prospects,

(6] Toreview the Investments Manager's report of its activity in the preceding period, and to
ensure that the actual tactical changes carried out during such period were consistent with
approved policy and restrictions and reasonable in the light of short to medium term
investment prospects prevailing at the time.

() Monitor the investment activity and performance of the Investment Manager and their ongoing

ability and suitabélity to provide the appropriate services, and to recommend appropriate action
to the Board where necessary,

{d) Review and determine any limits, authorities and procedures that are relevant to the effective
execution of investrment policy, and advise the Board accordingly,

The Board supports the Investment Committee in attaining its objectives, and procures that the

responsibilities of the Investment Manager will similarly include providing such support to the
Imvestment Committee in any form that it may be reasonably required.

The investment parameters are documented in the Asset Allocation policy, which are reviewed
by the Committee in line with changing market trends and Company needs at every meeting.

(e} The Committee reviews the performance of the portfolio in line with the knvestment
parameters set outin the Asset Allocation policy

The Investment Committee meets at least every quarter. The Investment Committee meetings may
be held via teleconference link and any resolutions or recommendations or decisions of the
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Committee in writing signed by all the members of the Investment Committee shall be equivalent to
a meeting of the Committee.

A representative from the Insurance Manager and the Group Financial Controdler is invited to attend
each Meeting.

Any decision in respect of recommendations submitted to the Company by the Investment advisors,

require the consent of all the members of the Investment Committee. A written record of such
decisions is maintained In relation te each recommendation and maintained In relation to each

recommendation and are submitted to the Company, and such records are made available to  all
members of the Imvestment Committee.

B1.3 Risk Management & Compliance Committee

The Risk Management & Compliance Committee [RMC) has been established as a committea of the
Boardand is comprised of an Executive Director who alsoacts as Chairman and the Managing Director.,
The insurance Managers, duly appointed by the Board of Directors also attends every meeting.

The purpose of the Risk Management & Compliance Committee is to have overall responsibility for
establishing a strategic approach to Risk Management & Compliance across the organisation, ensuring
that the approach is pro-active, The Committee is alsoresponsible for the overall co-ordination of Risk
Managemaent & Compliance activity. It ensures that the necessary processes are in place to achieve
compliance with statutory requirements and to protect the Company’s palicyholders, staff and ass ets,

Risk Management & Compliance is an integral part of the Company’s strategic and operational
objectives.

The Risk Management & Compliance Committes is established in accordance with guidance set out
by the Regulator and the obligations under the present corparate governance standards. Itis

sufficiently robust to evolve in compliance with Solvency |l requirements when there are required to
be implemented.

The Committee is one the Committees of the Board authorised to make executive decisions regarding
the management of riskand compliance with regulations. The Chairman of the Committee reports to
the Board at every board meeting and provides anupdate of the salient matters discussed during the
Risk Management & Compliance meetings which are held ona quarterly basis in the same month prios
to the Board meeting.

The Committee

1.  Agrees, monitors and ratifies the Company’s Risk Management & Compliance strategy and

policies.

2.  The Committee is made aware of all policies approved under the Insurance Financial Risk, Non-
Insurance Financial Risk, Non-Financial Risk, Internal Control, Compliance and Qutsourcing
policies and of any material decsions taken by the Investment Committee or the Internal
Contral Working Group and ensure the policies are implemented effectively, reviewed, updated
and approved;
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3.  Acts as the Company co-ordinating body on all risk-related policies and procedures in
conjunction with other specialist committees or departments;

4. Assists the Boardin defining acceptable risk withinthe organisation and propose the Company's
risk appetite statement;

5.  Ensures that adequate organisational systems are in place for implementing, monitoring and
reviewing assurances oncontrols;

6.  Makes recommendations to the Board on priority risk areas and on the appropriate action
required to avold or mitigate these risks;

7. Oversees, identifies and implements the Risk Management & Compliance action plan and risk
registers;

8.  Receivesinformation from any director or officer highlighting any “high” risk areas of concern
outside the rolling programme of risk register reviews.

g, Reviews and approves the risk registers;

10,  Monitors and reviews the Company's internal control framework and monitors the assurances
detailed within the document;

11. Designs, manages and implerments the Company’s insurance and claims, Risk Management &

Compliance strategy to assess and anticipate trends and developments and makes
recommendations on appropriate actions or improvement;

12, Reviews the Risk Management & Compliance Strategy on anannual basis.

13. Review all documentation is in line with the Company's product governance and
oversight arrangements prior to its approval by the Board of Directors.

The Risk Management & Compliance Committee recefives reports from the Risk Management Function
and Compliance Function at each Committee meeting.

Appointed members are required to attend the Risk Management & Compliance Committee on a
regular basis. No more than two meetings should be missed inany one year unless due to extenuating
circumstances. Should a Committee member not be able to attend the meeting, the meeting should
if possible be postponed to another day provided it is still possible to make it in time to report to the
subsequent board meeting.

The effectiveness of the Risk Management & Compliance Committee is monitored through the
following:

1. Committee minutes to be monitored by the Board;

2. Internal awdit:

3. Maintenance of a risk register;

4,  Associated action plans related to the internal controfs’ framework
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The Secretary of the Committee is 2 representative from the Insurance Manager who attends all
meetings and prapares minutes.

B1.4 Internal Control Working Group
Given the size, the Company is exempt from having an Audit Committee however it has set up an
Internal Control Working Group with the following objectives:

1.  Monitoring the integrity of the financial statements of the Company, independent auditors
qualifications and independence, performance of the Company's independent auditors,
appropriateness of the Company's internal data, systems and controls, compliance by the
Company with legal and regulatory requirements relating to audit and financial reporting
functions and Company’s internal audit and riskmanagement functions.

2. Reporting to the Board on the foregoing and to assist the Board in considering and adopting
accounting policies.

The Waorking Group is composed of such Directors as may be recommended to the Board who after
considering its Corporate Governance and the requirements and guidelines and obligations under
Solvency |l has nominated the Chairman of the Company, an independent non-executive director and
an exsLutive director,

A representative from the Insurance Manageracts as secretary for the purposes of the Working Group
meeting who attends all meetings and prepare minutes.

The quarum for the meeting is one plus the Chairmanof the Working Group.
The Working Group Responsibilities are:

a) To make recommendations to the Board to appoint, dismiss, agree compensation of and
oversee the work of the independent auditor in connection with conduct of the audit, iss uirg
an audit report and related work [including laising between management and the auditor
regarding financial reporting), including:

= Reviewing the experience and qualifications of the independent audit firm and the senior
members of the independent auditor team;

» Obtaining and reviewing a report from the independent auditor at least annually
regarding the auditors internal quality-conteol procedures,

» [Evaluating the performance of the independent auditor;

= Presenting its conclusions on the preceding point to the Board, taking any actions
deemed necessary of desirable by the working group to satisfy itself as to the
qualifications, performance and independence of the independent auditor, and making
any recommendations tothe Board concerning such matters as the working group desrms
advisable;

* Meeting with the independent auditor prior to the audit to discuss the planning and
staffing of the audit;

# Recehving direct reparts from the independent auditor in connection with conduct of the
audit, issuing an audit report and related work;

* Reviewing and agreeing the independent auditors annual engagement letter (including
terms of remuneration); and
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{b)

ifh

4]

(h)
(i)

U

(k)

s Agsessing the effectiveness of the audit process.

Toreceive, and take any appropriate action in relation to, all reports and other communications
which the independent auditor is required to make to the working group, incleding timely
Feports COnCerning:

* Allcritical accounting policies and practices to be used;

=  Allalternative treatments of financial infermation within generally accepted accounting
principles that have been discussed with management of the Cornpany;

= Ramifications of the use of such alternative disclosures and treatments, and the
treatment preferred by the independent auditor; and
* Other material written communications between the independent auditor and the

management of the Company, suchas any management letter or schedule of unadjusted
differences.

To review and discuss with management and the independent auditor the annual audited
financial statements (and where practicable any other material public or regulatory financial

statements), including disclosures made inmanagement’s discussion and analysis and the audi
representation letters, and recommend to the Board whether the audited financial statements
should be approved,

To discuss with management and the independent auditor significant financial reporting issues

and judgements made in conneéction with the preparation of the Compamy's financial
statements.

To discuss with management and the independent auditor the effect of regulatory and
accounting initiatives,

To meet with management, the internal accountants / auditors and the independent auditor
separately, quarterly or at such other interval as the working group deems reasonable.

To maonitor the independence of the independent auditor, including:

. Evaluating the independence of the independent auditor, including whether the
provision of non-audit services s compatible with maintaining the auditors
independence;

. Approving or disapproving any engagement by the Company or its subsidiaries of the

independent auditor to perform any non-audit services, subject to a de minimis threshold
of €2,500; and

To monitor the integrityof the Companmy's financial and other internal controls.

Te oversee and monitor the documentation the reports and documents produced by the risks
management commities,

To receive from management reports on the effectiveness of the internal contral and risk

management systems, and the conclusions of any testing carried out by internal and external
auditors.

To review and approve the statements included in the annual report in relation to internal
control and the management of risk.
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(1)

[5)]

(q)
{r)
(s}

To monitor and review the effectiveness of the internal audit function, and to approve the
appointment or termination of the internal auditor.

Toreview and discuss with management the reserving methodology and process of establishing
the Company's reserves, together with internal or external reports or studies.

To receive reports from the Company's Head of Compliance on compliance related matters
including any material compliance breaches.,

To recommend to the Board for adoption a procedure for the receipt, retention and treatment
of complaints recefved by the Company regarding accounting, internal accounting controls, or
auditing matters, and the confidential, anonymous submission by employees of concerns
regarding questionable accounting, auditing or other matters.

To meet at least quarterly.
To make regular reports to the Board,

To review and reassess the adequacy of these objectives and its own performance annually and
recommend any proposed changes tothe Boardfor approval.

To provide a statement about its activities for the annual report.

Working Group Authority

(a)

(b}

{c)

d)

(e]

The Waorking Group has the authority reasonably required to enable it to discharge the Working
Group Responsibilities.

The Working Group has the authority to engage at the Company's expense independent counse

and other advisors as it determines to be reasonable to carry out the Working Group's
Responsibilities.

The Working Group has the authority to require any officer or employee of the Company, of the

Company’s outside counsel or independent auditor to attend a meeting of the Working Group
or to meet with any members of, or consultants to, the Warking Group.

The Working Group may form subcommittees and delegate authority to such subcommittess
or an individual member of the Working Group when appropriate.

The Responsibilities and Authority of the Working Group do not include the obligation to plan
or conduct audits or to determine that the Company’s financial statements and disclosures are
complete and accurate and are in accordance with generally accepted accounting principles and
applicable rules and regulations. These are the responsibilities of management and the
independent auditor, as applicable, It is also not the responsibility of the Internal Controk
Working Group to set or determine the adequacy of the Company's reserves.

Managing Director

The Managing Director is empowered to exercise the authority of the Board between board meetings
and has delegated authority in all issues, except matters reserved for the Board.

Representatives of all the key functions and businesses that either provides services to, or use, IDA
are members of the executive group which provides a forum for ensuring:
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* issuesareraised, debated and resolved (being escalated tothe Board where necessary)
« proposals are discussed and shared across the stakehobder network
* matters tobe raised for decision at the Board are communicated and support gained

Related Party Transactions

During the year the Company entered into various transactions which are subject to comman controd,
All transactions are conducted within the normal course of business,

The Company is a subsidiary of the Dan Europe Foundation [the “parent”) which holds 99% of the

ordinary shares of the Company. The registered address of the Foundation is 26, Fidiel Zarb Street,
Gharghur, Malta,

During the course of the year, the Company entered into transactions with related parties as set out
below.

During 2020, the Company disposed of intangible assets toa related party for a consideration egual to
their net book value of EUR 367,706

All the Company's insurance business is transacted through a licensed broker, which is also a related

party, by virtue of common ownership. The transactions with the broker are included with "other
related parties”, defined balow.

The related party transactions inguestion were:

2020 2019
Related Related

party  Total parly Tolal
lﬂ"ﬂ; activity activity activity
EU EUR Yo EUR EUR %o

O oparaing incoms
Rododed paty Fransacions with
- Oittvar relabod parhes JEO. TS 263,704 88  Jadad 346 431 100

AUl SOElS
Ritaled pranty ransocikans with
- Liihes ielnied pasiess 540 822 B46.120 #1742 01 1144 481 =it

ATHSHELE GEporses
Frwlaled parly bronsschons will
- Pahanl company
mnd aihsar roliiled paroas 364 9056 1063988 T T BES 3 231 48E

34
_ oo —_—

“Other related parties” consist of related parties other than the parent, entities that are controlled or
jointly controlled by, directly or indirectly, key management personnel of the Company.

The terms and conditions in respect of the related party batances do not specify the nature of the
considerationto be provided in settlement. No guarantees have been given or received, The amounts

were unsecured and interest-free. The amounts due from the parent is expected to be extinguished
through structured cash settlements over a period of seven years.

Key Functions
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The Company complies with the requirements under Solvency |l and the Fitness & Probity Standards

to ensure that Key Functions are held by persons with the appropriate knowledge, experience and
competence. The following Key Functions are outsourced by the Company:

Risk Management Function

Risk management lies at the heart of the Company's business activities. The adopted risk appetite
reflects the articulated risk profile set by the Board through its risk-return profiling of the identified
ke risks.

The Board is assisted by Willis Towers Watson Management (Malta) Limited being the outsourced
service provider of this Function in executing the risk management strategylaid down by the Board,
in developing a risk management framework of the company's risk appetite, limits and tolerances, in
establishing internal risk management structures, and in ensuring that the necessary resources are
available and dedicated to achieving the risk management objectives. The Risk Management and
Compliance Committee chaired by Mrs Laura Marroni act as oversight.

Furthermore, Willis Towers Watson Management (Malta) Limited also assists the Board and other
functions in assessing and defining the risks existing in s pecific risk areas and from those assessments
developing written risk management policies and procedures tomanage those risks, It also assists the
Board in assessing the company's capacity to absorb risk with due regard to the nature, probability,
duration, correlation and potential severity of risks, including looking at risks from different

perspectives, such as by territory. It also seeks to identify and assess emerging risks and advise the
Board thereon.

Acceptable risk imits for each risk type are determined to facilitate contral mechanisms to ensure
that limits and procedures are adhered to, and that the company is operating within the risk appetite
parameters set by the Board.

As the Company operates in a dynamic business enwironment it s alert to changes in the Company
and in the environment in which it operates and modifies the Risk Management system as necessary,

Compliance Function

The Compliance Function is outsourced to Willis Towers Watson Management (Malta) Limited, with
Ms Marie Louise Cassar being the Compliance Officer and the Risk Management & Compliance
Committee chaired by Mrs Laura Marroni acting as Board oversight,

The Compliance Officer’s rale and responsibilities include the following:

» To identify the legal, regulatory and statutory code requirements, under which the
undertaking is authorised and licensed to operate;

+ toestablishand oversee the establishment of contrals, policies and procedures, and to work
with other business areas within the undertaking in embedding these controls and policies,
thus ensuring that adequate record-keeping is evident to comply with the regulatory
requirements on a continuous basis;

* to monitor or oversee the monitoring of activities of the firm on a risk basis consistent with
the controls and procedures in place and to report to the Board and senior management of
the undertaking on same;
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* 1o advise the Board and senior management of the undertaking of new and impending
regulations and standards and of the implication for the firm of compliance with these new
requirements;

* to assist the Board and the senior management of the undertaking in the design and
implementation of controls necessary tomeet the standards in this Palicy;

* to prepare the Compliance Policy and the Compliance Plan, to implement the Complianoe
Audit Statement and ensure that they are agreed and approved by the Board on an annual
basis;

* 1o liaise with the Regulator in relation to regulatory reporting and/or regulatory visits or
inspections, alsoin relation to errors or breaches of requirements;

* to make representations tothe Regulator and to oversee the development of the necessary
procedures or alterations to existing procedures to meet any new regulatory obligations or
requirements;

* toreporttothe Board at each Board meeting/quarterly on the standards of compliance of the
Company with its Compliance Obligations and on the findings of the Compliance Audit
Statement;

* to ensure that breaches on internal control procedures and systems or conditions of
authorisation imposed upon the business of the Company are not permitted and notified to
the Board and the persons concerned if identified:

= o notify the MF5SA of any breach of the conditions of its authorisation upon becoming aware
of suchbreach;

* o promote a “culture of compliance” by example and by clear and well directed
communication within the Company;

s to assess the training needs and agree a training plan with those individuals who require
compliance competencies as part of their roles; and

* to review products, procedures and systems on a planned basis from the viewpoint of
effective compliance and to advise as to steps necessary to ensure compliance.

Actuarial Function

The Comparny's Actuarial Function is currently outsourced to BWCI Limited with Profs Alessandro
Marroni acting as oversight.

The Actuarial Function is carried out by persons who have an appropriate knowledge of actuarial and
financial mathematics, commensurate with the nature, scale and complexity of the risks inherent in
the Company, and who candemanstrate their relevant experience with applicable professional and

other standards Inling with the Company's Fitness and Probity Policy and the Malta Financial
Services Authority’s rnules and regulations.

Internal Audit Function

The Internal Audit Function is an outsourced service, provided by a third-party audit firm (Mazars
Consulting Limited) with Mr Ray Mercieca acting as oversight. The Internal Audit Function’s mission
is to independently examine and evaluate the functioning effectiveness and efficiency of the
Company’s internal control system and all other elements of governance.

The activities of the Internal Audit function are designed to provide advice to management in

improving the internal control environment, monitoring the implementation of strategic control
initiatives and managements remediation activity. The Internal Audit Function provides a formal

report to the Board at least annually. The findings of Internal Audit reviews conducted are discussed
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withand challenged by the Board and an action planis agreed upon to remediate anyissues identified,
along with a timeline for completion.

B.2 Fit and Proper Requirements

The Company ensures that its Directors and Officers are fit and proper to ensure the sound and
prudent management of the undertaking. The Company considers the following as Relevant Persons
for the purposes of its Fit and Proper Policy:

i.  The Boardof Directors of IDA;

ii.  theMembers of the Investment Committee, the Risk & Compliance Committes and the Internal
Control Working Group of 1DA;

il  any advisor of the Board of Directors of I1DA;

.  the persons who effectively run IDA;

v.  any person performing a key function of IDA Including persons performing the function under
an outsourcing arrangement: and

wi.  anyother persaonnel of DA for the time being or fram time to time prescribed by regulation or
identified by the Board as being subject to fitness and propriety requirements.

The Company considers the key functions ta be the following:

I.  RiskManagement;

il. Compliance;

iil, Internal Audit;

v,  Actuarial;

v.  any other key function identified by the Board as important or critical in IDA's system of

governance considering the nature, scale and complexity of its business and organisational
structure.

The Company’s Fit and Proper Policy aims to ensure that no person is appointed to or confirmed ina
Relevant Person role unless they have been appropriately assessed by DA tobe fit and proper for the
role in accordance with regulatory requirements referenced in the Company’'s policy. The principles
for achieving that objective are:

Fitness:

i EveryRelevant Person must be fit for their role and responsibilities and hold the qualifications,
knowledge and experience relevant and necessary to ensure that the robe s managed in a
professional manner with the necessary degree of management and technical competence.

fi.  The members of the Board of 1DA collectively must possess at least qualification, experience
and knowledge:

a, of insurance and financial markets relevant to the operations of the Company;
b. of the business strategy and business model of IDA;

€. of IDA"s system of governance;
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d. toperform required financial and actuarial analysis in respect of IDA:
e. of the regulatory framework and requirements applicable to the Compamy: and

f. generallyto be able to provide for the sound and prudent management of IDA,

The appointment and continuing engagement of any Relevant Person must comply with the
fitness elements as set out within the applicable MFSA rules and guidelines.

Propriety:

The honesty, financial soundness and reputation of every Relevant Person must be assessed
by the Company to determine that they are of good repute and integrity, based on relevant
evidence regarding their character, personal behaviour and business conduct Incleding any
criminal, financial and supervisory aspects, regardless of location but taking account of any
applicable period of limitation in respect of any committed offence.

The appointment and continuing engagement of any Relevant Person must comply with the
probity elements of the aforementioned MFSA rules and guidelines.

Each Relevant Person shall complete a Fit & Proper Questionnaire and submit to the Complianoe

officer,

Board=The Board is responsible for;

wl.

wii

The approval and periodic review of this palicy;
overseeing the implementation of this podicy;

establishing the minimum criteria for each Relevant Person, including any minimum

qualifications, experience and competencies deemed necessary to fulfil their respecthe
functhons.

establishimg who are | DA's Relevant Persons, considering the nature, scabe and complexity of
the risks imherent in the business, the nature of the relevant function and its organisational
structure,

assessing (pre-appointment and at least annually thereafter) the fitness and propriety and
approving any new or ongoing appointment of each Relevant Person.

suggesting the removal of any Relevant Person from their key function role if a material issue
arises.

designating a Relevant Person to have overall responsibility for overseeing any outsourced
key function’s Relevant Persons and to challenge and monitor the performance and resuls
on 2 regular basis,

Compliance Dfficer = The Complance Officer is responsible for:

Maintaining 2 Register of | DA's Relevant Persons including evidence of:

3. Name:
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b. key Function;
date of appointment;
d. dateof Board approval of appointment;
e. date of Mational Regulator approval of appointment (where required) or date of
notification of appolntment to National Regulator;
f. board approved minimum criteria for the function and the basis on which the
Relevant Person satisfies these;
g. dateand result of last Board fitness and propriety assessment;
h. due date of next Board fitness and propriety assessment;
i. dateof removal from function;
J- dateof Board approval for removal from function;
k. dateof notification to Mational Regulator of removal from function; and
any other details considered necessary from time to time to evidence DA
compliance with this policy and the regulatory reguirements;

ensuring that all notifications required to be made by IDA to the National Regulator in
respect of the appaintment or removal of a Relevant Person are submitted in the prescribed
manner and within the prescribed time limit;

assisting the Board in the performance and documenting of its pre-appaintment and ongoing
fitness and propriety assessment of Relevant Persons;

monitoring and reporting to the Board on the execution and implementation and any
identified breaches of this policy;

Ensuring the proper implementation of policies and procedures, so that the management
person responsible for IDA's insurance distribution activities (the “relevant person”] as well
as any employee of the Company directly invalved in the carrying out of Insurance
distribution activities [the “relevant employee®™) perform their duties adequately in
accordance with the requirements of Chapter 7 of the Insurance Distribution Rules:

Ensuring that the Board of Directors assesses the relevant person's and the relevant

employee's knowledge and ability against the requirements set out in Chapter 6 of the
Insurance Distribution Rules.

To assist the Board in overseeing the execution and implementation of this policy, the Compliance
Officer keeps the report to the Board on the Fitness and Propriety Assessment completed on an annual

basis.

-The DA outsourcing model and functional crganisation of the Company mean that individuals that
head Group functions also have individual accountability for the performance of their functions in
respect of services provided to IDA. Accordingly, in addition to Board members, the following
individuals had been approved by the MFSA regulatory bodies:
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Approved person Function

Marie Louise Cassar Designated Compliance Officer = Willis
Towers Watson Management (Malta)
Lirmited

lonatham Kemp Designated Actuary — BWEC| Limited

Mazars Consulting Limited Internal Audit

Willis Towers Watson = Insurance Managers Risk Management

Claudia Shranz Person responsible for distribution

B.3 Risk Management System including ORSA

The Cormpany’s Risk Management Function is outsourced to Willis Towers Watson Management
{Malta) Limited, subject to the conditions outlined in the Company's Outsourcing Policy.

The Board reviews the composition of its Risk Management Function at least annually,

The acceptance of risk is fundamental to the Company and a core element of the overall strategic
objectives as an insurance company.

IDA therefore recognizes the importance of having an effective risk management system embedded
throughout all areas of the Company.

The Company’'s Risk Management System is comprised of the following elements;
# RiskRegister

Risk Appetite Statement (RAS)

Formal Policy Documents for all key risks

Own Risk and Solvency Assessment (DRSA)

= Formalised Risk Reporting

Each of the elements of the Risk Management System detailed above contribute to the identification,

measurement, monitoring, management and reporting of risks and s intended to work as an
integrated system, and therefore each ise considered in both in terms of the specific function of the
respective element, and in terms of its function within the overall system.

Each element of the system is embedded effectively within the Company and managed by the Risk
Management Function with appropriate oversight from the Board.

B3.1Risk Management Approach
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Risk management is the continuous approach and dynamic process that aims to guide the Company
to understand, evaluate and assess all of its risk with a view to increasing the successful achievement
of its strategic objectives and reducing the likelihood of the unwanted risk.

Risk management is integral to the Company’'s corporate governance, business strategy and ORSA
The framewark consists of an effective program led by senior management, which clearly identifies

risk appetite; risk paolicies, standards, roles and responsibilities for managers and other employees
imviodved in the management of risk.

Thus, the Company's risk management approach is centred on ensuring the inherent risk which the

Cornpany faces in the course of its business is appropriately managed to ensure the strategc
objectives are achieved,

A direct linkage from strategic to operational levels is established through a cascading of the principles
of the hierarchy down to the immediate sub level. This approach also ensures that risk management
is appropriatelyincluded in the Company’s decision-making processes,

The foliowing level hierarchy summarises this approach;

1 | Company Strategy | Sets Strubegic Objecties
Risk + Appertie B toderance leits foe risk 5 wiveh
! w threaten strategic objectives us detaded in AR s | Aessssment of Own Risks based on
J Ll 1 i 1 Rith Maragement Protma
G fs | Corirols deveioped to sdhere to tolerance Captsl mansgement tased o
5 """"'”' fimits detailed n Ll 3 embedded in y | Conlal axsemamerst of rivks in Level 1
Dperatia ol
-
Cortrols deveioped under Level 3 used 1o
g MekRembter | uete th sk on s reskiu busks.
B3.2 Ritk Profile

The risk profile of 1DA is included in the latest ORSA report. The Company's risk profile is formally
reviewed at least annually as part of the Company's ORSA exercise. The Risk Management Function
monitors the Company's risk profile and the corresponding risk management arrangements in place
on an annual basis and report to the Board on any observed material changes.

B3.2 Risk Function

The Risk Function of the Company is responsible for the operational coordination and application of
all Risk Management activities throughout the Company on an ongoing basis.

The Risk Function reparts directly to the Board on an annual basis or upon occurrence of an event
which could materially impact the Company's risk profile.

The Function is responsible for coordination of all risk management activities throughout the
Company. The Function is also responsible for providing the Board with assistance and support in
development and implernentation of the various risk management arrangements within the Compary.
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B3.4 Risk Categories & Key Risks

Key risks are considered to be the sixrisk categories detailed in the Solvency |l Directive text together

with any other risks evaluated as being key risk through the operation and activity of the Risk
Management Function and approved by the Board.

All risks, aside from those which fall within the risk categories prescribed in the Solvency |l text, i
considered to be a key risk if, on a residual basis, a material level of capitalis deemed to be required

in order to accept the risk, or if particular controls or risk mitigation technigues specific for the risk in
guestion must be employed,

Each of the key risks s included in the Risk Appetite Statement and is subject to a specific policy
document which addresses how the risk is to be managed in line with the hierarchy outlined
previously.

The risk categories and key risks to which the Company s exposed is reviewed periodically by the Risk
Management Function and at least;

= annually

on occurrence of an event which could materially affect the Company’s risk profile
on the intreduction of material new business

at the discretion or order of the Board

 §F ¥

B3.5Risk Appetite Statement

The Company has in place a Risk Appetite 5tatement (“RAS"). The RAS sets out the risk appetite and
tolerance levels for all key risks over the planning period of the Company.

The Company considers the RAS to be the primary element of the Risk Management System, directly
linking to the overall Company Strategy and determining the levels retained for each key risk, and also
influencing the natwre of the controls and mitigation techniques emploved to ensure that the risk
remains within the tolerable range.

The Board is responsible for setting the Company's RAS. The Board periodically reviews the
appropriateness and effectiveness of the RAS and will perform a formal review of the RAS at least
annually or upon a materialchange in the Company’s risk profile.

The RAS includes both qualitative and quantitative aspects for each key risk and is aligned to the
planning period of the Comparny.

The RAS is incleded in the decision-making processes of the Company. The Board, before finalizing
any material decisionwhich could impact the risk profile of the Company, refer to the RAS for guidance
as to the likely effect of the decision on the tolerance levels of the Compamy,

The RAS ks alsousedto track actual performance against the metrics detalled inthe RAS to ensure that
na breachin the agreed tolerance levels has occurred,

Monitoring of the actual performance against the metrics identified in the RAS is performed
periodically by the Risk Management Function and reported to the Board in line with the reporting
trigger system included in the RAS.
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B3.6 Risk Polkches
The Company holds a formal policy for each key risk included in the RAS. The policies for each specific
risk are consistent with the details contained in the RAS relating to the risk in question. The controls,

reporting triggers and any other relevant aspects of the management of the risk are appropriately
reflectedin the policy for the risk.

B3.7 Risk Register

The Company has in place a comprehensive Risk Register to evaluate and assess the risks towhich the
Company is exposed,

The Risk Register initially assesses the riskuniverse of the Company on aninherent basis. The controk

and risk mitigating techniques employed by the Companyand as detailed in the individual risk policies
which act on the risk allow for an evaluation of the risk on a residual basis.

If the risk on a residual basis is deemed to potentially require a material level of capital to
accommadate the risk, this risk is considered a key risk and is considered for inclusion in the RAS by
the Board and a policy developed.

The Risk Managemaent Function is responsible for the ongaing maintenance of the Risk Register, The

Risk Register is updated on atleastan annual basis and upon the occurrence of an event which may
materially impact the Company’s risk profile.

A summary of the results of the Risk Register is distributed to the Board upon completion of each
réview as soon as is practicable and form part of the Risk Management Function's periodic Risk
Reparting.

As part of each update, the Risk Register is reviewed by the Risk Management Function to ensure that
the Risks included represent all the material risks to which the Company i exposed and that all
applicable emerging risks have been appropriately included.

Where an emerging risk has been identified as one which should potentially be included in the Risk
Register, the Risk Function will advise the Board of the nature and context of the risk. The Board then
shall determine whether the risk in question should be considered as a Key Risk.

B3.BORSA

The Company aims to ensure that the Company is appropriately and prudently capitalized in order to
accept the risk to which the Company Is exposed. In order to ensure this, the Company performs an
ORSA at least annually and upon the occurrence of an event which may materially impact the
Company’s risk profile. The Company maintains separate policies on ORSA and Capital Management.

B3.9Risk Reporting
The Risk Management Function formally reports to the Board on at least an annual basis. The report

contains details of the outcome of the Risk Register review, the results of the comparison of the RAS
to actual results and an update on emerging risks.
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The Risk Management Function is responsible for the development of the Risk Reports. The Risk

Management Function provides a repart to the Board based on the occurrence of an event which
materially alters the risk profile of the Company or if the tolerance level triggers are detonated.

The Risk Management Function cormments on the quality of the data used in the Risk Management
System and advise the Board where data quality issues may distort or mislead results,

ORSA Approach

The Board believes the ORSA process to be an important component of the Company's overall Risk
Management System.

|DA’s DRSA approach is based on recognized Enterprise Risk Management principles and considers the
Company's risk, controls and capital in a coordinated and holistic manner, building upon the strength
of the risk management arrangements in place within the Company.

The Board is satisfied that the Company’s ORSA approach is commensurate with the nature, scale and
complexity of the Company’s operations.

The risk profile of 1DA can be found in the Company Strategy section of the latest ORSA report and s
updated atleast on an annual basis.

The Board is satisfied that they have a strong understanding of the risks to which the Company is

exposed and that the controls and risk mitigation technigues in place provide appropriate protection
to the Company's strategic objectives.

Based on this, the Board Is satisfied that they can assess the range within which risk is expected to
materialize with an adequate level of confidence, This assessment canbe made for each material risk
to which the Company is exposed allowing the Company to assess the range within which the risk is
likely to fall with an appropriate level of confidence on a risk-by-risk basis. This risk range can then be
used as a basis for profiling each material risk that the Company is exposed toover the planning period.
This will provide an ‘expected” risk assessment under normal business conditions.

The assessment made for a given risk is corroborated by the observed actual results of how 1DA has
managed this risk over the preceding periods. The findings of the Risk Management Function as

documented in the reports produced by the function serves to corroborate the basis for risk
assessments made,

An appropriate level of stress test is applied to the overall risk assessment process, The stress test
should adversely affect the outcome of the risk profiled on an expected basis. An overall ‘risk capital
amount can then be determined for each material risk individually and for the Company's owerall
business over the planning period. The Board believes that this approach focuses on the risks assumed
by the Company, the effectiveness of the controds and risk mitigation techniques employed and the
resultant level of capital held by the Company for each of these risks on an individual and aggregated

level, and therefore directly links the risk profile, tolerance limits and overall capital and solvency needs
of the Company in line with ORSA requirements.
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B.4Internal Control System

IDA utilises the internal control system that comprises three lines of defence, comprising primary
risk owners [first line), independent risk management and control functions (second line) and an
independent internal audit (third ine). This structure is consistent with 1DA's risk management
structure and the IDABoard considers it appropriate to the management of the | DA risks.

s First line: The majority of IDA"s employees comprise the first line of defence.
#= Second line: The insurance managers as the Risk Management and Compliance function
holders comprise the second line of defence. The managers provide independent oversight

of the activities performed within the first line. The Investment Committee is the second
line of defence for investments.

* Thirdline: The third line of defence comprises the Internal Audit function. Senior managers
are attendees of risk governance committees.

The Company is fully committed to compliance with the requirements of the MFSA and all applicable
legislation and regulations (collectively known as the Company’'s "Compliance Obligations”). The
Eoard of Directors is fully committed to ensuring that the Company's activities remain within the
boundaries of these "Compliance Obligations™.

Inorder to demonstrate the Company's ongoing commitment to compliance, a submission is made by
the appointed Compliance Officer to the Board of Directors at each Board meeting. This reporting
activity addresses how the Company s achleving full compliance, if there are any breaches and how
such breaches are being rectified,

In terms of the Compliance Policy

" The Company has appropriate policies and procedures as are required to ensure that it
can meet its Compliance Qbligations;

. the Company prepares onan annual basis an appropriate Compliance Plan, in order to set
the compliance cbjectives and detailing the actions to be taken by the Compliance
Function:

. a program of monitoring is implemented to assess the Company's fulfiiment of its
Compliance Obligations;

- the Company maintains/retains documentary evidence to support the conclusiors

reached regarding the status of its Compliance.
In assessing the requirements

. Al the legal, regulatory and statutory code requirements underlying the Compliance
Obligations and under which the Company is authorised and licensed to operate are
identified on an annual basis as being the Compliance Universe for the Company and
included into the annual Compliance Plan of the undertaking;

] the Compliance Universe of the Company is updated according to any new legislation,
regulations, standards or guidelines enacted or introdwced during the year;
. the detailed requirements of the Company’s Compliance Obligations are monitored and

docurnented into the Compliance Audit Statement in order to identify the current
state/method of compliance and any deficiencies: and
. any identified deficiencies or breaches are brought to the attention of the Board of

Directors and a relevant action plan is prepared, thus identifying the specific actions to be
taken, the relevant owner and a reasonable timeframe for completion,
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Policies and procedures in support of the Company's Compllance Obligations are documented and the

Company ensures that these policies and procedures are "fit for purpose” and are appropriate and
proportioned to the nature, scale and complexity of the business of the undertaking; and once
adopted, are reviewed annually,

Prior to being adopted, all policies and procedures are approved by the Board and all relevarnt
Personnel are made familiar with the Company's policies and procedures to ensure the effective
performance of their roles in accordance with the Company's Compliance Obligations. The Company

ensures that Risk Based ongoing monitoring and oversight procedures are implemented to enable it
to clearly demonstrate the fulfilment of its Compliance obligations.

Individuals whose role requires them to have compliance competencies are made aware of and
recelve appropriate training in respect of the requirements of the Company’s Compliance Obligations.

B.SInternal audit Function

Internal awdit primarily provides an independent and objective opinion tothe Board and Management
of the Company, and to its supervisory authority as necessary, on the functioning, adequacy and
effectiveness of the compamy's system of governance, internal controls and risk managemert
framework, and on compliance with the Company's established policles and procedures, internal

strategies and reporting requirements. The Internal Audit findings are also of benefit to line
management in the audited areas.

Internal Audit is independent of the organisational and operational activities which it audits to ensune
that the judgements essential toits proper conduct and impartial advice to management are objective
and unbiased. The Company commits itselfto ensuring that the Internal Audit Function ks not subject
toinfluence from the Board of Directors that can impair its operationalindependence and impartiality,
Given the size of the Company, the Internal Audit Function reports on a regular basis directly to the

Board of Directors. It is free to express its opinions and to disclose its findings and appraisals to the
whale Board.

Under the authority conferred on it by the Board of Directors, Internal Audit has UNRESTRICTED
ACCESSto all records, Including management information and Board and Board committees minutes,
assets, third party service providers (TPSP) and their premises and has the authority to obtain such
information and explanations as it considers necessary to fulfil its responsibilities, by direct
communication with all members of staff of TPSPs.

By order of the Board of Directors all business units are obliged to inform the Internal audit function
when control deficiencies are recognised, losses are sustained or there is a definite suspicion
concerning irregularities.

Internal Auwdit is required to operate tothe standards of the International Institute of Internal Auditos
or similar standards. It fulfils its role by systematic review and evaluation of risk management, contraol
ard governance which comprises the policies, procedures and operations that management have put
im place to:
= gstablish, and monitor the achievernent of, the company's objectives;
» identify, assess and manage the risks to achieving the organisation’s objectives;
» ensure the economical, effective and efficlent use of resources;
» ensurecompliance with established policies (including behaviowral and ethical expectations),
procedures, laws and regulations;
» safeguard the organisation’s assets and interests from losses of all kinds, including those
arising from frawd, irregularity or corrugtion;
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s ensure the integrity and reliability of information, actounts and data, including internal and
external reporting and accountability processes,

In grder to support this role the Internal Audit Function is required to maintain an audit strategy in
line with the best practice guidance issued by the International Institute of Internal Auditors or any
puidance issued by EIOPA or local regulators that is more specific to the internal auditing of insurers,

Following an audit, once reports have been agreed and finalised with line managers of the audited
unit, a copy of the final report is copied to the following:

* TPSPs responsible for the area in question;

s Members of the Board of Directors.

Thesewritten reports are Issued regardless of whether material shortcomings have been found. The
Board, supported by the Management, determines what actions are tobe taken with respectto each
of the internal awdit finds and recommendations and ensures that these actions are carried out.

The Internal Auditor is required to submit an annual report to the Board, providing the Internal Audit’s
(1A) overall opinion on corporate governance, risk management and control within the Company,
(including any branches, agencies and TP5Ps) and any major shortcomings with regard to the
compliance with internal policies, procedures and processes. This report includes recommendations
on how to remedy inadequacies, including the envisaged period of time to remedy such shortcomings,
and also addresses how past points of criticism and past recommendations have been followed up.

The internal audit function prepares an audit plan setting out the audit work to be undertaken in the
upcoming business year(s). The audit plan is based on a methodical risk analysis, taking into account
all activities and the complete system of governance, as well as expected developments of activities
and innovations. On the basis of the result of this risk analysis, a detailed plan for the upcoming year,
with am outline place for the following 3 years, is established.

The plan allows for the review, within a reasonable period of time based on the audit cycle principle,
of allsignificant activities, taking into consideration how often impartant areas of the company require
scrutiny.

During the course of the year the detailed plan is varied as necessary to take account of altered
circumstances and new or emerging risks, with the approval of the Board.

The |A can be outsourced to a specialised TPSP or to the Internal Audit function of the Group. The
Board will need toensure that the TPSP or Group have the resources necessary for the delivery of the
1A serdce for the year(s) ahead.

The Board of Directors is entitled to instruct the Internal Audit Function to perform any other special
tasks as deemed appropriate.

B.B Actuarial function

DA outsources the Actuarial Function to take advantage of external expertise. This critical
operational service s outsourced to BWCI Limited. BWCI carries out the duties of the Actuarial
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Function as required by the Schency |l Directive. These services are outlined below as per the
Solvency 1l Directive and are explained in mare detail:

T

SFm e An

k.
L

coordinate the calculation of technical provisions;

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

assess the sufficiency and quality of the data used in the calculation of technical provisions:
compare best estimates against experience;

inform the Board of the reliability and adequacy of the calculation of technkcal provisions:
oversee the calculation of technical provisions;

express anopinion on the overall underwriting policy;

express anopinion on the adequacy of reinsurance arrangements;

contribute to the effective implementation of the risk-management system, in particular with
respect to the risk modelling underhing the calculation of the capital requirements, and to the
Own Risk and Solvency Assessment.

Carryouk the risk modelling underlying the cabculation of the capital requirements, the financial
and solvency projections in the context of the Own Risk and Solvency Assessment;

»  Perform the caboulation of SCR and BMCR

«  Carry out investigations in relation to the claims experience and the expenses of the

Companmy

Attend Board of Directors meetings as required by the Company

Liaise with the Company's auditors as necessary

Prepare the pillar 3 reports relating to the Actuarial function

BE.1 Calculation of Technical Provisions
The frequency of the valuation is quarterly for all reserves and all classes of business.

The scope of Engagement also includes active participation and mediation with the Malta Financial
Services Authority for amy regulatory matters of the company.

The following duties fall within the scope of the Function:

a)

b)

e}

d)

Identification of any sources of deviation from statutory requirements and implementation of
any relevant changes in order to ensure that the calculation performed s consistent with those

requirements. In particular, BWCI use methodologies that allow a complete analysis regarding
those requirements;

Validation of the methodologies used to assess the sufficiency of the technical provisions,
including back testing against past experience, giving due considerations to changes over time;

Development of an understanding of the different drivers of risk that affect the level of
technical provisions and its structure of dependencies. Furthermore, we will perform any
relevant analysisof the internal data and consult relevant market information in order
to improve this understanding;

Coordination of the assessment and validation of internal data to determine the level of
compliance according to the standards for data quality and, if necessary, recommend

the implementation of improvements in the internal procedures that are considered
relevant;

Page 38| 66



Solvency and Financial Condition Report 2020

IDA Insurance Limived

e) Comparison and validation of technical provisions based on experience and identification of
solutions on how to dealwith amy material differences detected, which may imply revisions of
assumptions and/or methodologies;

fi High level analysis of movement between successive valuations.

B6.2 Calculation of SCR and MCR

The actuarial function |s responsible for the caloulation of the SCR and the MCR. The frequency of the
calculation will be quarterly.

& management report on the process and results is prepared at least quarterly, covering:

a)

b)

d)

e)

4]

The revised balance sheet of the company pinpointing the valuation adjustments to assets and
liabilities due to the differences in the valuation principles;

Summary of the indicative results of the stress test regarding the calculation of the MCR and
the SCR;

Analysis of capital requirerment, including capital requirements per type of risk and simulations
to assess howcapital requirements vary with different strategic options:

Interpretation of results, identifying any particular issues withthe EIOPA methodology;

A comparison of results with the ones under the existing solvency capital methodalogy,
highlighting key differences:

Identification of areas for improvement in the process and methodology and suggestions of
miethods toimprove,

Prepare the required input into the ORSA if the risk profile and/for the business model of the

Company changes during a year, requiring an additional SCR calculation and an exceptional
ORSA to be carried out during the same year.

BE.3 Issuing an Opinion on the Undenwriting Policy
The opinion on the overall underwriting policy covers the following:

a)
b)

4]

e)

whether the underwriting policy is consistent with product pricing;

an opinicn on the principal risk factors influencing the profitability of business to be written

during the next year, including the potential impact on future profitability of external factors
such as inflation, legal risk and changes in the market environment;

an opinion on the lkely financial impact of any material planned changes in products” terms
and conditions;

the approximate degree of variability surrounding the estimate of expected profitability; and,

the consistency of this approximate degree of wvariability with the risk appetite of the
undertaking.
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All information is communicated to the senior management of the Company. The opinions on the
underwriting poficy and reinsurance arrangements include, when necessary, recommendations
regarding the most appropriate strategies tobe followed by the company in this matter.

B6.4 Issuing an opinion on the reinsurance arrangements

The opinion of the adequacy of the undertaking's reinsurance arrangements includes the following
E‘I:I'ITIPDFEI'IIZE!

a) the consistency of the company's reinsurance arrangements withits risk appetite;
b) the treatment and effect of reinsurance on the estimation of net technaical provisions; and
£ the effect of reinsurance arrangements on the volatility of the company's financial strength.

The opinion on the adequacy of reinsurance arrangements will include an assessment of how the
reinsurance coverage could respond under a number of stress scenarios, These scenarios may include
situations such as the following:

» exposure of the undertaking’s portfolio of business vo catastrophic claims experience,
= aggregations ofrisks,
» concentrations of reinsurance security and potential relnsurance exhaustion.

B6.5 Contributing to the effective implementation of the risk-management system

BWCI provides guidance and expertise for the implementation of an effective ERM framework, This
service encompasses all critical steps of the framework.

The Actuarial Function works closely with the Risk Management Function (RMF) and makes available
to it our expertise and experience.  The Actuarial Function supports the RMF in meeting the various
requirements of its role and be famillar with what is required of it.

The Actuarial Function contributes to the risk modelling underlying the calculation of both the
solvency capital requirement and minimum capital reguiremeant. Depending on the complexity of the
risk management system, actuarial methods are applied that call for a detailed understanding of
statistical methods and the probabilities of insurance risks, such as claims frequencies and severities,
understanding and assessing the use of risk mitigation techniques and understanding wolatility and
adverse deviation.

The Actuarial Function guides the Company on how to reflect business realities in actuarial models
and risk management processes, to ensure that the ORSA output is relevant for the business, The
Actuarial Function provides the necessary expertise inorder to:

. Understand the detailed requirements regarding the ORSA and identify gaps relative to current
risk management processes

. Begin to plan how current risk management, financial reporting and modelling Systems will
need to change to create an effective ORSA

As part of the ORSA, the Actuarial Function contributes to the assessment ofthe compliance with the
requirements regarding the technical provisions and the analysis of deviations of the company's risk
profile fram the assumptions underlying the calculation of the solvency capital requirerment with the
standard formula.
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The Actuarial Function is also expresses an opinion on the following parts of the DRSA process:

Determine the risks to be included in the ORSA and how these will be quantified

Set up processes in order to notify the Company whenever the risk profile deviates from the
assumptions underhying the SCR

Introduce aformalised and documented capital monitoring and management process.

Describe the controls and processes needed to ensure that robust & formalised modelling,
manitoring and roll forward tools are in place

Assist the company in preparing and adequately document a risk based business strategy and
a process toensure that the business strategyis reviewed and updated regularly

Identify and introduce projections of the business risks which are a key part of any
undertakings financial planning, such as projections of the business plan (capital impact),
economic balance sheet and profit and loss account

Provide the resources and the expertise necessaryin order to set up the processes tofacilitate
a regular assessment of the company's solvency needs and compliance.

B.7 Outsourcing

10A putsources various activities where the Board believes outsourcing can provide access tosuperior
processes and technical skills than it would achieve on a standalone basis. As a result of these
arrangements, |08 has transferred its functional risk exposure but accepts counterparty risk exposure.

The cbjectives and high-level principles of the outsourcing policy are;

that the risks assoclated with outsourcing are appropriately managed and that the Company has
adequate measures in place to identify, measure, monitor, manage and repaort these risks in a
tirmely manner as part of the Company’s overall risk management system;

that outsourced service providers have the appropriate expertise and experience and resouwrces
to undertake the cutsourced activities to the standards reguired by the Company;

that there is no reduction in the Board of Directors’ ("the Board™), and where applicable a relevant

sub committee’s responsibility for, or influence over, key functions of the Company as a result of
outsourcing;

that there is no materialimpairment of the quality of the Company’s System of Governance asa
result of outsourcing a key activity or function;

that the Company’s approved policies and procedures are adhered to by the outsourced service
provider;

that there s no material impairment of the Company's ability to fulfil its obligations to
stakeholders, nor impede effective supervision by regulators as a result of outsourcing a key
activity or function;
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= that no material conflicts of interest result from outsourcing a key function or activity;

- that all outsourcing arrangements are supparted by appropriately detailed written agre ements

The Baard is responsible for the approval, application and review of the Outsourcing Policy.

The Board is ultimately responsible for the approval of and termination of all outsourcing
arrangements of critical or important functions and activities.

The Board may delegate the on-going monitoring and supervision of outsourcing arrangements toa
subcommittee of the Board.

All functions and activities of the Company are eligible to be outsourced provided that each of the
objectives detailed above are achieved in eachinstance.

A senice provider may be either an entity from within the Group (Internal Outsourcing) or an entity

that is not part of the same (External Outsourcing), provided that the objectives detailed above are
achieved in each instance.

Sub-outsourcing is allowable on the condition that the sub-outsourced service provider satisfies the
Service Level Agreements requirements andis subject to approval from the Board.

All outsourcing relationships must be governed by written contracts in accordance with specific
Service Level Agreement requirements.

Critical or important functions or activities include key functions of the Company's System of
Governance and all functions and activities within the Company that are fundamental to carry out its
core business.

The Board decides whether arrangements with third parties are deemed to fall within the scope of
this Outsourcing Poficy. The provision of services which do not form part of the Company's core
activities need not be included within the scope of the palicy.

Upon agreement by the Board to outsource a critical or important function, formal ‘requests for
proposal’ ('RFP') should be sent to at |east three potential providers where possible. The RFP shall
specify the information required to allow the Board to evaluate the service provider based on the
evaluation rationale detailed below.

The appointment of a service provider is subject to the following:

. An evaluation process must be undertaken prior to any decision on appointments.

. The evaluation process must include an assessment of the service provider's control
framework, covering performance standards, policies, procedures, compliance, reporting,
monitoring processes and BCP.

. The evaluation should also address other issues, such as business strategy, reputation,
experience with the proposed cutsourced activities and potential conflict of interest where the
service provider is related to the Company or has arrangements with competitors,
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The Board may delegate the execution of the evaluation process to a subcommittee, function
or Company representative provided no material conflict of interest arises from such
delegation.

Thi risks associated with the outsourcing of the activity or function, shall be considered and
incleded in the evaluation process.

The evaluation process should be appropriately documented with results presented to the
Board for consideration.

All decisions in relation to approval of cutsourcing rest with the Board of Directors only.

The Board shall ensure prior to appeintment of a service provider that the service provider has

checked the fitness and propriety of the key persons working on the function or performing the
achivity.

The Board shall ensure that the cutsourced service provider adheres to the Company's policies

and that the effectiveness of the Company's system of governance is not lessened or
compromised by the outsourcing arrangements,

This adherence to the Companies policies shall contribute to the evaluation process of the
service provider as outlined in the following section,

® The Board shall review the performance of service providers acting in an outsource
capacityon a periodic basis and at least annually.

- The Company shall askeach Critical Outsourced Function to complete a questionnaire to
assess the continued appropriateness of its outsourcing arrangements,

. The Board may delegate the responsibility for the performance evaluation to a
subcommittee, function, Company repreésentative or Group subject to conflict of interest
considerations, The Board retains ultimate responsibility for all decisions in relation to
OUtSOUrCing arrangements.

L] The performance of the service provider will be based on a comparison of the actual
perfarmance of the service provider in comparison with the required performance as per
the agreed Service Level Agreement ("SLA').

. The review shall also consider the requirement for the function or activity to be
outsourced for the short, medium and long term.

" The review process shall be adequately documented with results communicated to the
Board for consideration.

® All decisions and actions points arising from the Board's considerations of the Company's
outsourcing arrangements shall be appropriately actioned and documented,

Outsourcing risk shall be monitored by the Risk Management Function periodically in line with the
Company’s overall risk management arrangements and procedures, be present in the Company’s Risk
Appetite and Risk Register as required.
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The results of the assessment of the risks associated with outsourcing shall be documented and
reported to the Board at least annualky.

The following risks and related mitigations available should at least be considered as part of this
process:

" The financial, reputational, and operational impact on the Company of the failure of a service
provider to adequately perform the activity;

" The financial, reputational, and operational impact on the Company of service provider failure;
. The risk associated withincreased considerations in Business Continuity Planning (BCP);

Consideration should be given as towhether all the risks assoclated with the cutsourcing of an activity
or functions are included in the Company’s Risk Management System.

All outsourcing arrangements deemed within scope of the Company's Outsurcing policy must be
undertaken using a written, legally binding Service Level Agreements [*SLA™), The SLA& must document
all components of the cutsourcing arrangement betweenthe parties,

The agreement shall have a termination clause.
The 5LA shall specify the content, frequency and format of the service being provided.,

The 5LA shall s pecifically cover any subcontracting by the service provider, including any specific rules
or limitations to such arrangements. The same terms that apply to the service provider, as outlined In
the 5LA, should apply tosub-contractors or outsourcing arrangements by the primary service provider.

The 5LA shall include clauses enabling the Company to access docurmnentation related to the
putscurcing arrangement, and to conduct on-site visits to the service provider, This should include
arrangements for the Company to meet directly with the service provider, and for the service
provider to cooperate with the Company's requests for information and assistance. The regulatory
and supervisory authority and the external auditor of the Company shall also have effecthve access
to all information relating tothe outsourced functions and activities, including carrying out on-site
inspections at the business premises of the service provider. The regulatory and supervisory

authority may also address questions directly to the service provider, to which the service provider
shall reply.

The SLA shall require the service provider to disclose any development which may have a material
impact on its ability to carry out the outsourced functions and activities effectively and in compliance
with applicable laws and regulatory requirerments.

With respect to default arrangements, the 5LA shall clearly specify what constitutes a default event,
identify how these are to be rectified and specify any indemnity provisions.

The circumstances that would lead to a termination of the outsourcing arrangement should be clearly
specified in the SLA. It should set out pessible reasons for terminating the arrangement and
procedures to be followed in the event of termination, intluding notice periods, the rights and
responsibilities of the respective parties and transition arrangements. The latter would address acoess
to, and ownership of, docurmnents, records, software and hardware. Termination clauses should alsa
specify the time period over which the business activity continues to be undertaken by the service
provider and its role in transitional arrangements. The service provider can only terminate the SLA
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with a pericd sufficiently long to enable the Company to find alternate solutions or service providers
and without detriment tothe continuity and guality of its provision of service to the policyholders.

The designated subcommittesfunction/representative shall report on the performance of the variows
outsourced service providers against the agreed SLA as appropriate, and the finding will be
documented appropriately.

The Risk Management Function shall report at least annually to the Board on the assessment of the
risks associated with the outsourcing of the various functions as part of the overallrisk monitoring and
reporting arrangements of the Company.

B.BAny otherinformation
There are no other information to report on.
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Section C — Risk Profile

The Company operates a low-risk business model that is supported by a robust risk management
framework that ensures risks are well understood and controlled. This is facilitated by daily systermatic
quantification of all risks and a culture that promotes the importance of risk management. Integral to
this is a thorough understanding and articulation of the Company’s risk exposures. Determining the
prevailing risk landscape within the Company allows Management, the Risk & Compliance Committes

and the Board to assess the appetite for each emerging risk and to ensure that all are quantifiable and
managed consistently with our appetite to risk.

An overview of the principal risks associated with the business including an outline of how they are
each managed is provided below,

C.1 Underwriting Risk

The risk under any one insurance contract is the possibility that the insured event occurs and the
uncertainty of the amount of the resulting claim. Bythe very nature of aninsurance contract, this risk
is random, unknown and unpredictable.

As its primary insurance activity the Company assumes risks relating to underwater diving activity.
The Company ks therefore exposed to the uncertainty surrounding the timing and severity of claims
under the insurance contract. The terms and conditions of the insurance contracts it issues set out
the basis for the determination of the company’s liability should the insured event occur. Through its
insurance and investment activity the Company alsohas exposure bo market and financial risk

The Company also faces risks that the actual claims are significantly different to the amounts included
within the technical provisions. This could occur because the frequency of severity of claims is greater
or lower thanestimated. The insurance risks are further mitigated through strict underwriting criteria,
the utilising of actuarial review and the use of reinsurance.

The Company manages its insurance risk through underwriting limits, approval procedures for
transactions that involve new products or that exceed set limits, pricing gubdefines, centralised
management of reinsurance and monitoring of emerging isswes.

since its establishment, the Company has developed its own underwriting criteria and strategy which
have evolved in line with the technical underwriting discipline of its international treaty reinsurers.
The Company reinsures part of the risks it underwrites in order to control its exposures to losses and
protect capital resources. The Company buys a combination of proportionate and non-proportionate
reinsurance treaties toreduce the Company’s net expasure,

Ceded reinsurance contains credit risk, and such reinsurance recoverables are reported after
deductions, if any, for known insolvencies and uncollectible items. The Company monitors the
financial condition of reinsurers’ on an ongoing bBasis and reviews its reinsurance arrangements
annually. The Company utilises a reinsurance agreement with non-affiliated reinsurers to control its
expasure to losses resulting from one occurrence and for the accumulation of net losses arising out
of one occurrence.,
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C.2 Market Risk

2.1 Interest Rate Risk

The Company is exposed to cash flow interest rate risk on debts instruments carrying a floating
Interest rate and to falr value interest rate risk on debt instruments carrying a fixed interest rate
Investments inequity instruments are not exposed to interest rate risk, Approximately 92% (2019:
97%) of the Company’s debt instrumients and cashand cash equivalents bear fixed interest rates.,

Management monitors the movement in interest rates and, where possible, reacts to material
movements In such rates by restructuring its financing structure and by maintaining an appropriate
mix between fived and floating rate borrowings.

Should market prices at the end of the reporting period increase/decrease by 10%, with all other
variables held constant, the impact on the Company's other comprehensive income would be +/-
EUR432, 381 in 2019 (2019: +/- EUR435,3432 ).

2. 2Counterparty Default Risk

The Group utilises reinsurance to manage efficiently insurance risk. The Group is therefore exposed
tothe failure of these counterparties. The exposure is reduced as the counterparties are diversified
and also their credit riskiness s managed by ensuring A+ or above credit rating.

C.3 Credit Risk

The company has exposure to credit risk, which is the risk that a counterparty will be unable to pay
amounts in full when due. Key areas where the company is exposed to credit risk are:

Cashand cashequivalents

Reinsurer’s share of technical provisions
Insurance and Other Receiables

Loans and receivables

» Available-for-sale imestments

The Company cedes insurance risk to limit exposure to underwriting losses under various agreeaments,
These reinsurance agreements spreadthe risk and minimise the effect of losses, The amount of each
risk retained depends on the Company’s evaluation of the specific risk subject in certain
circumstances, to maximum limits based on characteristics of coverage. Under the terms of the
reinsurance agreements, the reinsurer agrees toreimburse the ceded amount in the event the claim
is paid. However the Company remains liable to its policyholders with respect to ceded insurance if
any reinsurer fails to meet the obligations it assumes, The Company manages its credit risk arising
through its reinsurance arrangements by using “A" rated reinsurers or reinsurers that are part of an
"A" rated group. When selecting a reinsurer the Company considers their relative security. The
security of the reinsurer is assessed from public rating information and from internal investigations.

The Company is exposed to contract holders and insurance intermediaries for insurance premium
due. Insurance receivables are presented net of any allowance for doubtful debts. An allowance for
doubtful debts is made where there is an identified loss event which, based on previous experience,
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is evidence of a reduction in the recoverability of the cash flows. Credit risk with res pect toinsurance
receivables is limited as insurance receivables are due from related parties.

The Company's investments are managed through an investment committee which operates within
imrestment parameters set and approved by the Board of Directors, The procedures consider a
recommended portfolio structure, asset and counterparty limits as well as currency restrictions,

Loans and receivables are term deposits held with guality financial institutions.

Available-for-sale investments comprise locally and forelgn guoted bonds, locally and foreign quoted
equities as well as an exchange traded fund. Quoted investments are acquired after assessing the
quality of the relevant investments,

C.4 Liquidity Risk

& lack of hiquidity within the business may both prevent the Company from being able to pay its
obligations as amounts fall due. Such outcomes will clearly limit the ability of IDA to continue as a
going concern and wrrite new business.,

The Comipany has to meet daily calls on its cashresources, notably from claims arising on its insurance
contracts, There is therefore a risk that cash will not be available to settle liabilities when due. The

Company manages this risk by adhering toits investment policy ensuring that an adeguate amount of
funds are imvested in highly liquid investments.

Furthermone, the Company's Liguidity Policy requires sufficiently liquid assets to be held in order to
meet outflows in extreme market. The liquidity buffer exists; ongoing monitoring also allows
mitigating actions to be taken at an early stage if required.

C.5 Operational Risk
The Company is exposed to operational risk, which is defined as the risk of loss resulting from
inadequate or failed internal processes, people and systems or from external events. In particular,

this includes the fallure of key outsourcing arrangements, business disruption, fraud and loss of key
management.

This definition also includes legal risk and reputational risk, as the Company considers reputational
risk critical and therefore has adopted this broad definition of operational risk.

The process through which the Company’s operational risk universe is determined and subsequent
estimates of frequency and severity are assessed is captured in the Operational Risk Policy document.

This process safeguards the ongoing improvernent of the control emdronment and ensures that
operational riskis identifiable and mitigated.

The Company is reliant on the use of external parties to provide some services, and thus is therefore
exposed to the potential failure of these outsourcing partners. All high value functions are managed

in-house in order to mitigate this risk and to ensure direct oversight so that should an outsourced
partner fail, the service canbe shifted with applicable continuity.
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C.6 Other material risks

C6.1 Regulatory Risk

& change in the regulatory, legal or political environment may have consequences on the Company’s
Business Medel, operations and financials. The Company i subject to financial regulationin Malta
and is required to comply with capital adequacy reguirements.

Although the Solvency | regime has now beenimplemented, it remains subject to future amendments
to improve its operation and to better align approaches across Europe. The Company maintains
ongoing dialogue with the Regulator In order to ensure ongoing compliance and the ability to react
guickly to any unanticipated changes.

Investment of Assets in accordance with the Prudent Person Principle
The Company invests its assets ina manner to ensure the quality of security, performance and its
convertibility into cash for its life and non-life portfolio of investments,

The Investment Committee takes investment decitions based on Prudent Person Principle In the
interest of policyholders and shareholders. The Committee manages the investrments through an
investment polficy approved by the Board, The strategy allows instruments, within the tolerance
levels, that can be identifiable, measured and monitored, The Committes ensures that the assets of
the Company are held with a Custodian of good repute.

In particular, the Company imaests in 3 prudent manner, in securities
+ |Incountries with a stable outlook
# ‘Which are sufficiently liquid
o Ofhigh and good guality
»  Not subordinate; and

»  Motin government securities in countries included in the "blacklist’ of the Financial Action
TaskForce [FATF)

.7 Any other information
There are no other information to report on,
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Section D - Valuation for Solvency Purposes

0.1 Valuation of Assets

The valuation and measurement bases of assetsunder the International Financial Reporting Standards
{"IFRS") and Solvency Il Directive with the valuation and recognition for material classes is as follows:

D.1.1Investments [other than assets held for index-linked and unit-linked contracts)

IFRS

The Company's investments are classified into the following categories = loans and receivables and
available-forsale financial assets. The classification depends on the purpose for which the
investments were acquired.,

Loans and recelvables are non-derivative financkal assets with fixed or determinable payments that
arenot quoted in an active market other than those that are held for trading or are designated upon
initial recognition as at fairvalue through profit or loss or as available-for-sale financial assets or those
for which the Company may not recover substantially all of its initial investment other than because
of credit deterioration. After initial recognition, loans and receivables are measured at amortised cost
using the effective interest method.

Available-for-sale financial assets are those non-derivative financial assets that are either designated
in this category by the Company or not classified as loans and receivables, held-to-maturity

Investments or financlal assets at fair value through profit or loss. After initial recognition, available-
for-sale financial assets are measured at their fair valus.

Solvency 1l

All investments must be measured at fair value on the Sohency |l balance sheet, regardless of the
accounting portfolio under which they are classified. As the assets are reported on a fair value bask
for IFRS and Scheency I, the only difference is the inclusion of the accrued interest received in the
irvestments in bonds as required for Solvency |l purposes.

D.1.2 Intangible asset

IFRS

Anintangible assetis recognisedif it is probable that the expected future economic benefits that are
attributable to the asset will flow to the company and the cost of the asset canbe measured reliably,
Intangible assets acquired separately are measured on initial recognition at cost. Following initial
recognition, intangible assets are carried at cost less any accumulated amortisation and amy
accumulated impairment losses. The useful lives of intangible assets are assessed to be finite,

Solvency Il

For Solvency |l balance sheet, intangible asset has been setto rero since these assets cannot be sold
separately hence they have a zero-market value.
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0.1.3. Plant and equipment

IFRS

The Company's plant and equipment relates [o the computer equipment acquired during the year,
Flant and equipment are initially measured at cost. Subsequent costs are included in the asset’s
carrying amount when it is probable that future economic benefits associated with the item will flow
to the Company and the cost of the item can be measured reliably. The Compamy's plant and
equipment relates to the computer equipment acquired during the year.

Sohlvency Il

For Sokvency Il balance sheet, plant and equipment should be revalued at falrvalue. Sinee the amount
of the plant and equipment is not material, the carrying value of the computer equipment as at
balance sheet date was deemed to approximate its fair value.

D. 1.4 Deferred acquisition costs

IFRS

Acquisition costs comprise all direct and indirect costs arising from entering into general insurance
contracts. Acquisition costs are accrued over an equivalent period to that over which the underlying

business is written and charged to the accounting periods in which the related premiums are earmed
Deferred acquisition costs represent those acquisition costs incurred in respect of unearned premiums
existing at the end of each reporting period.

Solvency i

There is no concept of Deferred acguisition costs in Sohency |l hence the accownt has nil value per
Solvency || balance sheet,

D.1.5 Deferred tax asset

IFRS

Deferred tax 5 recognised in profit or loss, except when it relates to items recognised in other
comprehensive income or directly in equity, in which case the current and deferred tax is alsa deak
with in other comprehensive income or in equity, as appropriate.

Deferred tax is accounted for using the balance sheet liability methed in respect of temporary
differences arising from differences between the carrying amount of assets and Rabilities in the
financial statements and the corresponding tax bases used in the computation of taxable profit.
Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax

assels, are recognised to the extent that it is probable that taxable profits will be available against
which deductible temporary differences can be utilised.

Deferred tax is calculated at the tax rates that are expected to apply to the period when the asset s
realised or the liability is settled, based on tax rates that have been enacted or substantively ena cted
by the end of the reporting period. Deferred tax assets and liabilities are offset when the Company
has alegally enforceable right to set off its current tax assets and liabilities and the deferred tax assets
and liabilities relate to income taxes levied by the same taxation autharity on elther the same taxabie
entity or different taxable entities which intend either to settle current tax liabilities and assets ona
net basis, ortorealise the assets and settle the liabilities simultanecusly, in each future periodin which
significant amounts of deferred tax llabilities or assets are expected tobe settled or recovered.

Page 51| 66

M



Solvency and Financial Condition Report 2020
DA Insurance Limited

Solencyll

Assets and liabilithes are measured on an economic basis under Solvency Il. This creates a difference
invaluation as compared with IFRS. As a consequence a further profit/ loss can arise as compared with
the accounting basis, with an associated deferred tax liability/ deferred tax asset.

Deferred tax assets witha value of EUR 607,231 have been recognised.

EUR 502,652 of the deferred tax asset is expected to be utilised with reference to probable future
taxable profit. As at 31 December 2020 there are no deferred tax liabilithes.

The net deferred taxassets are available as basic own-fund items classified as Tier 3 in accordance
with Article Te{a]{iil} of the Delegated Regulations. EUR 306,640 is recognised as eligible own funds
after applying the eligibility Hmits set out in Article B2 of the Delegated Regulations, However, as at
31 December 2020 the MCR is greater than the SCR. The sotwency of the Company is therefore
driven by the relationship betweenthe MCR and the total eligible own funds to meet the MCR. Tier
3 own funds items, suchas deferred tax assets, donot contribute to total eligible own funds to meet
the MCR and as such do not currently affect the solvency of the Company.

Future taxable profit has been projected based on the Company’s ORSA, which based on a 3 year
budgeting exercise that projects income statements and balance sheets. Future levels of new
business, claims, expenses, reserves and investment income are predicted. The process currently

assumes a continuation of the IFRS 4 approach for the calculation of taxable profits.

D.1.6 Cash and cash equivalents

Cashand cash equivalents comprise of cash balances and term deposits with an originating maturity
of three months or less.

Soencyll

There are no differences between the recognition and valuation for cash and cash equivalent for
Solvency lland IFRS balance sheet.

0.1.7 Reinsurance recoverables

IFRS

Reinsurance assets consist of receivables that are dependent on the expected claims and benefits
arising under the related reinsured insurance contracts. Amounts recoverable from or due to
reinsurers are measured consistently with the amounts associated with the reinsured insurance
contracts and in accordance with the terms of each reinsurance contract. Reinsurance liabilities ane
primarily premiums payable for reinsurance contracts and are recognised as an expense when due.

Amounts recoverable under reinsurance contracts are assessed for impairment at each reporting
period. Such assets are deemed as being impalired if objective evidence exists, as a result of an event
that occurred after its initial recognition, that the Compamy may not recover all amounts due and that

the event has a reliably measurable impact on the amounts that the Company will receive from the
reinsurer.
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Sokency 1l
On a Salvency |l valuation, these reinsurance recoverables are valued on a best estimate basis.

D.1.B8 Receivables

IFRS
Receivables are stated at their nominal value unless the effect of discounting is material, Inwhich case
receivables are measured at amortised cost using the effective interest methed,

Solvency Il

There are no differences between the recognition and valuation for receivables for Solency Il and
IFRS balance sheet except for the accrued interest receivable which are reported as part of the
imvestments for Solvency Il purposes,

D.1.9Inventories
Maone held atyear end.
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0,110 Leases
Mene held atyear end.

D.1.11 Related undertakings
These are covered under investments

Summary of Differences between IFRS and Solvency Il valuation
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Differences exist for Reinsurance Recoverables, Deferred Acguisition Cost and Investments as
described in datail below:

. Reinsurance recoverables
Reinsurance Recoverables represent the amounts expected to be received from reinsurers in
respect of outstanding, incurred but not reported and future claims in respect of existing
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policies. They are calculated as the difference between Gross and Net provisions. Ona
solvency Il valuation these are valued on a best estimate basis.

= DeferredAcquisition Cost (DAC)
There is no concept of Deferred Acquisition Costs in Sohency 11, The premium provision only
allows for future expense cash flows. For those policies already in-force. Initial expenses such

as up-front commission occurredin the past and so not been allowed in the premium
prowvision,

. Investments
Within IFR5 the accrued interest is not taken into consideration as part of the value of

imvestments. Whereas within Solvency 1l figures it is being takeninto consideration as part of
bonds.

The classification of Term deposits is different under Solvency |l These are considered as
Cashand Cashequivalents whereas within IFRS these are classified as Imestments.

D.2 Valuation of Technical Provisions
This section includes discussion of the technical provision valuations using Solvency Il criterion

including qualitative explanations for the main differences arising from their valuations using Solvency
Iland IFRS accounting.

Under IFRS accounting technical provisions are considered to be current in nature, The technical
provisions are based on case by case estimates supplemented with additional provisions for incurred
but not reported reserves (“IBNR"] incurred but not enough reported (“IBMER") In those Instanoes
where the ultimate cost determined by the estimationtechniques is higher, Inaddition, allowance &
made for unexpired risks, The process used to calculate the "ultimate cost” is by a continuous review
and updating of its estimates arising from reported and unreported losses and establishes resulting
provisians and adequate amounts recoverable under reinsurance. Adjustrents from this review are
reflected in the statement of comprehensive income. The process relles on the basic assumption that
past experience, adjusted for the effect of current developments and likely trends, i= an appropriate

basis for developing expectations of future events that are deemed to be reasonable in the
CiFCuUMStances.

The presence of claims which have been incurred but not reported is inherently uncertain, as is the

outcome of claims notified and outstanding. Accordinghy the directors have made estimates of the
company’'s ultimate liabilities based on their knowledge and understanding of the business. The

ultimate liability will vary as a result of subsequent events and may result in significant adjustments

to the amounts recognised. A key variable in the estimation methodology applied is the initial loss
ratioestimate.

The table below shows the IFRS results compared to Solvency Il
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D.2.1 Methodology and Assumptions used in the Valuation of Technical Provision for Solvency 11

Purposes

The calculation of Technical Provision under Solvency Il includes changes to the calculation of
provisions for claims outstanding and premium provisions. It also introduced the calculation of a risk

marginthat is not considered under IFRS.
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D0.2.1.1 Premium Provision

The calculation of the best estimate of the premium provision relates to all future claim payments
expected to arse from future events (post the valuation date) that are insured under the insurers
existing policies that have not yet expired and to all expenses associated with these policies.

Premium provision is determined on a prospective basis taking inte account the expected cash-in and
cash-out flows and time value of money. The expected cash flows for claims were determined by
applying an appropriate prospective claims ratio to the Unearmed Premium Reserve (“UPR"). An
overall expense provision has been calculated separately and apportioned between the premium
provision and claims provision.

COn the basis of the data analysis, this methodology and its underlying model and assumptions are

deemed to be realistic for each line of business. The conditions rendering this method valid are met;

namehy:

* Itcan be expected that the claims ratio, remains stable over the run-off period of the premium
prowvision,

* Areliable estimate of the claims ratho can be made,

# The unearned premivm provision Is an adequate exposure measure for estimating future claims
during the unexpired risk period.

For the purpose of this valuation we have assumed that “Expenses”™, under the Premium Provision,

inchede all expense iterns, except acquisition costs which are allocated to each line of business by the
company.

The difference between the Premium Provision and the current UPR represents an expected source

of profits (losses if negative) that are expected to emenge during the remaining duration of unexpired
policies. [The cost of commission is not takeninto account).

0.2.1.2 Claims Provision

The provision for claims outstanding relates to claim events that have already occurred, regardless of
wihether the claims arising from those events have been reported or not. Thus, the componeants of the
Claims Provision are the Case by Case Estimates (QO5LR), the IBNR, the IBNER and the reserve for

associated expenses. Under Solvency 11, the reserves are discounted to allow far the time value of
maney.

D.2.1.2a Incurred but not enough Reported (IBNER)

This reserve captures the expected inadequacy of case estimates of outstanding claims. The methods
used to calculate this reserve are the average cost per claim and the Bornhuetter-Ferguson method
on incurred claims. The Bornhuetter-Ferguson method estimates ultimate losses from which incurred
claims are subtracted to estimate the sum of IBNR and IBNER, The IBNER was determined by
subtracting the IBNR calculation from the total resere,

D.2.1.2b Incurred But Not Reported Claims {IBNR)

The Delay Method [average Cost per Claim) was applied. Nil claims have been excluded for the
purpose of the calculation of the IBNR.

D.2.1.2¢c Large Losses

Large losses usually exhibit a development pattern different to that of additional claims. Thus,
including them in the valuation exercise would distort the results. The threshold for large claims in
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the valuation of 31 December 2020 was €200k which was determined following a thorough review
of the data and identification of claims which follow an irregular pattern with respect tothe pattern
of the aggregate claims pool. The €200k represents the mid-point of the retention of the company
on liability claims, hence any development above this amount will be ceded to reinsurer.

D.2.1.3 Risk Margin

The Risk Margin is designed to ensure that the value of technical provisions |5 equivalent to the
amount that insurance and reinsurance undertakings would be expected to require in order to take
over and meet the Company’s insurance obligations. The risk margin is calculated by determining the
cost of providing an amount of eligible own funds equal to the SCR necessary to support the
Company's reinsurance cbligations over the lifetime thereof, This rate, called the Cost-of-Capital &
prescribed by EIOPA and currenthystands at 6%,

The method used is method 2 as specified in Guideline 61 of the EIOPA guidelines an the valuation of

technical provisions. More specifically, for each sobvency Il line of business a proportional method
[bazed on the development of the best estimate) was used to estimate the future SCR.

For Legal Expenses and General Liability, the risk marginis allocated tothe individual lines of business
using the simplification outlined in Guideline 63 of the EIOPA guidelines on the valuation of technical
provisions. Specifically the riskmargin has been allocated to these individual line in proportion to their
best estimate liabilities. This simplification is not required for Medical Expenses as the 5CR and Risk
Margin are calculated separately for this line of business.

D.2.1.4 Gross-to-Met Adjustment

Reinsurance Recoverables represent the amounts expected to be received from reinsurers in respect
of outstanding, incurred but not reported and future claims in respect of existing policies. They are
calculated as the difference between Gross and Net provisions. The Company has proportional
reinsurance arrangements forthe Medical Expense line of business.

For the General Liability line of business the Company has non-proportional reinsurance. The
reinsurance recoverable was determined as the reinsurers’ share of current outstanding large losses
which have exceeded the reinsurance deductible.

There is no reinsurance in place for the Legal Expenses line of business,

D.2.1.5 Discounting

The reserve payment pattern for each line of business has been derived using the historical payment
patternas derived by the paid claims triangles. The eurorisk free curve (with no volatility adjustment)
as at the valuation date, published by EIOPA, has been used for discounting. As expected, t he impact
of discounting was very small due to the short-term nature of the business andthe low Interest rates.

D.2.2 Level of Uncertainty Associated with the Value of Technical Provisions

Management is required to make judgements, estimates and assumptions that affect the application
of policies and reported amounts of assets and liabilities, income and expenzes. The estimates and
underlying assumptions are continually evaluated and reviewed and are based on historical
experience and various other factors that are bellevedto be reasonable under the circumstances, the
resudts of which form the basis of making judgements about carrying values of assets and liabilities
that are not readily apparent from other sources. As a result, actual results may differ from estimates.
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Any revisions to accounting estimates are recognised in the period in which the estimate is revised if
the revision affects only that period or in the period of the revision and future periods if the revision
affects both current and future periods.

The key assumption concerning the future, and other key sources of estimation uncertainty, at the
end of each reporting period, that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial yvear, is discussed below:

Ultimate claims, when fully settled, will turn out to be different from the best estimates. This

uncertainty results from a number of sources and is normal for any actuarial investigation. Some of

the sources contributing to uncertainty include:

# The inherent uncertaintyin the process of statistical estimation

# The extent to which past development patterns are an indication of likely future development
patterns

# Lincertaintyin the level of future claims inflation

* Uncertaintywith regard to claim propensity and severity

Thevariability of reserve estimates was quantified using statistical techniques, based on the historical
development claims.

In addition to the above, a number of methods have been used to calculate the reserve [Le. the
Bornhuetter Fergusonmethod and the Average Cost per Claim), With the methods, consideration has
been given to events not in data (ENIDs).

Solvency |l technical provisions are calculated on a best estimate basis. The COVID-19 pandemic has
introduced an additional level of uncertainty in setting best estimate assumptions. In some cases
claims experience over the 12 months to 31 December 2020 appears tohave been materially different

than prior periods. As yet, it is unclear whether patterns seenduring 2020 will be repeated in 2021,
The overall approach has been to set assumptions based on bong term trends.

D.2.3 Additional Disclosures

Solvency || requires insurers to consider all possible future cash-flows in their assessment of Best
Estimate Liabilities. Some avents may not appear sither within the data of the insurer at all or at a

frequency or severity that represents the underlying risks. These events are described as events
not in data (EMNIDs).

With the exception of the General Liability policy, mo explicit allowance has been made for ENIDs.
This is reasonable given the nature of the benefits payable under the policies and the potential
materiality.

For the General Liability policy, for reasons noted above, it is appropriate to include a provision for
EMNIDs. Toallow for this, the best estimate loss ratioassumption was increased by 18% to 23%,

The Company does not use the matching adjustrnent, the volatility adjustment, extrapolation of the
risk-free rate, the transitional risk-free interest rate-term structure or the transitional deduction in
calculating its technical provisions. Neither does it use economic scenario generataor,
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The euro risk free curve [with no volatility adjustment) as at the valuation date, pubfished by EIOPA,
has been used for discounting.

D0.2.4 Summary of Differences between Solvency Il Valuation and IFRS Valuation

The main valuation principles of Solvency Il leading to differences from reserves shown in the IFRS

financial statements areg;

# Remowal of any implicit or explicit margin for prudence

= Allowance for time value of monay through the discounting of future cash flows

+ Allowance is possible for negative IBNER where it is expected that there will be a favourable
development of case-by-case reserves

# |nthe calculation of the Premium Provision under Solvency ||, aninsurer maytake credit for profits
embedded in unexpired policies, Under IFRS valuation basis this is disallowed and any profits
embedded in the UPR may not be recognised until the expiry of these contracts, An Additional
LUinexpired Risk Reserve (AURR)is mandatory only where it s positive but not when it is negative.

*  The UPR/URR only allows for policies in force at the valuation date, The Premium Provision needs
toinclude all polickes that the insurer is obligated 1o, at the valuation date, including policies that
hawve not yet incepted,

»  There is no concept of risk marginunder the current IFRSvaluation

# Increase inoverhead expense reserves under Solvency 1 to fully allow for duration of the liability
reserves. No such reserves exist under IFRS.

In addition to differences streaming from requirements to value in line with gross liabilities, there are
akso differences in requirements specific to the valuation of reinsurance. These include the
requirement to allow for expected non-payment due to default or dispute.

0.3 Valuation of Other Liabilities

The valuation of other liabilities of the Company other than technical provision for Solvency |l and
IFRS balance sheets are described as follows:

D.3.1 Bank overdrafis

Bank overdrafts are repayable on demand and form an Integral part of the Company's cash
management,

Solvency Il

There are no differences between the recognition and valuation for bank overdrafts for Solvency Il
and IFRS balance sheet.

D.3.2 Payables

IFRS

Trade pavables are classified with current Rabilities and are stated at their nominal value. Current
labilities approximated their fair values due to the short term maturities of liabilities. Payables
comprise [a) Insurance and intermediaries pavable, and (b) Payables (trade, not insurance).

Solency Il
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There are no differences between the recognition and valuation for payvables for Solency Il and |IFRS
balance sheet.

Summary of Differences between IFRS and Solvency || valuation
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Dbt gused da eredil nanTotians fedienl [ M furd aned adber than damesbie
Dhebis oiindd fo ool ins DTethans mﬂiﬂtﬁl‘rﬂ‘q"ﬂt workt'
Fiaancial kabftes other thas debis owed o oredil ingiiuions
Db s owed Foisan-credd inglifufians
Debis ovwed fo non-oredd institetions recidant dementiogly
DPebiy owed to non-oredid insBtutions regident in e wund arga odber thos dovmeelic
Diebla o B nov-cnedil id eutioni Aedidint in Abil off ihe warkd
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Resndurisse payables
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There are no valuation differences for other liabilities other technical provision between the
actounting criteria and the sohency Il criteria,

D.4 Alternative Methods of Valuation

The Company does not make use of an internal model, of undertaking specific parameters tocalculate
the SCR. Mo matching adjustment is applied to the relevant risk free interest term structure,

D.5 Any Other Material Information
There is no other material information that has not already been disclosed in the sections above.
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Section E — Capital Management

E.1 Chamn Funds

IDA has three components of own funds, two of which are tier 1 basic own funds; erdinary share
capital, and retained earnings. One of which is tier 3 own funds; Deferred tax asset.

IDA’s ordinary shares have full voting, dividend and capital distribution (including on winding up)
rights; theydo not confer any rights of redemption,

E.1.1Analysis of Significant Changes of each Tier over the Reporting Period
Basicown funds mowenant

ShareCapital Surplus Fund/Rec = Deferred Tax

Own Fund

Lt (Tier 1) Res [Tier 1) asset(Tier 3)

£'000 £000 €000

Basic owen funds at 31
it 5,850 (392) 314 5,772
Movement in surplus fund 450 =50
Mowement in Deferred tax 188 188
asset
Basic own funds at 31
December 2020 5,850 -B42 502 5510

The movement of the reconciliation reserve during the year is as follows:

Reconciliation reserve

Balance as at 31 December 2019 -392
Movement during the year 450
Balance as at 31 December 2020 -B42

E.1.2 Material Differences between Equity asshown in the IFRS financial statements and the Excess
of Assets over Liabilities under Solvency Purposes

The following table shows the comparisons and movement in the IFRS and Solvency 1l valuation of
assets, liabilities and own funds.

Recondliation between IFRS and Solvency || Valuations €000

Excess assets over liabilities as per Salvencyll 5,510

Adjustments arising from Salvency Il

= Difference in valuation of assets 316

- Difference in valuation of technical provisions 490

Equity as per IFRS 6,316
‘dge B2| b
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The movement I the valuation of assets and liabilities, as explained in Section D, arlses from the
differences between the IFRS and Solvency || principles as explained below:

¢ DACIs only included under IFRS
« Met Technical provision including risk margin making allowance of the time value of maney

E.1.3Eligible Amount of Own Funds to Cover the SCR and MCR

The MCR and 5CR were calculated using the standard formula, and the eligible own fund are shown
in the table below:

m“m oot ot u“:m:t: r;lh.eslrlut!d TEE ) T
Taotal eligible own funds to mestthe SCR 5,314 . 5,007 - - anT
Total eligible own funds to meet the MCR 5,007 5,007 - - -
SCR 2,044 - - = :
MLCR 3,700 - - - =
Ratic of eligible own funds to the SCR 260%

Ratic ufeclil:ihig_num funds to the MCR 126%

E.2 Capital Objectives and Palicies
The Company's objectives when managing capital are:

=  Tocomply with the obligations 1o maintaln positive solvency position basedon the regulatory
requirements of the insurance market where the Company operates;

- 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

- To provide an adequate return to shareholders by pricing insurance contracts commensurately
with the level of risk.

The Company’s Directors manage the Company’s capital structure and make adjustments to it, in the
light of changes in ecomomic conditions. The capital requirement of the Company is maintained in
accordance with regulatory sohvency and capital requirements of the insurance market in which it
operates.

The Company is financed by shareholders’ total equity. The capital structureis reviewed on an ongoing
basiz, Based on recommendations of the Directors, the Company balances its overall capital structune
through the payments of dividends, new share isspes aswellas the ssue of new debt,

As of 1 January 2016, the Solvency | Directive (2009/138/EC) came into force, introducing mew risk-
based, regulatory requirements that ascertain the level of the required regulatory capital to be held
on the basis of the risks that the Companyis or can be exposed to. Solvency |l also sets out the approach
to be undertaken in order to establish the amount of Solvency |l own funds, namely by converting the
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Statermnent of Financial Position from an IFRS perspective to one where assets and liabilities are
measuredin line with their underlying economic value,

The Company’s internal capital target Is to hold the hgher of 1.4 times the pillar 1 requirement or the
requirement identified during the ORSA process plus a board approved buffer. On anannual basis, and
having regard to the results of stress tests applied to projections over the three year planning period,
the Board will consider whether a dividend should be paid to remit any surplus capital above this target
to the Foundation.

The Directors were actively involved in the implementation of the Solvency Il regulations, which are
also highly embedded in the Company's operations. Regular monitoring of the Solvency Capital
Requirement ("SCR') and the Minimum Capital Requirement ("MCR') is considered crucial. To this
effect, a Capital Management Policy, outlining the main drivers of the SCR, was put in place to address
the procedures and controls in this regard, In the case of any identified breaches with the SCR and

MCR, the Directors have put in place a capital plan aimed at ensuring that the Company will restore its
level of own funds to one which covers both the SCR and MCR.

E.35CR and MCR

E.3.15o0lency Capital Requirements Split by Risk Modules

The table below sets out the risk modules making up the sohency capital requirement of the
Company.

Warket ritk
Cominler party default risk
Lee underwaiting risk
Heakh underaniting riak
K-l underwriting risk
Diveryilication -840 341,42 B0, 341 43|

ntangible suet ritk =Ls | .00

Bk shancyCopl Rt = —

Calculatian of Subwony Capital Requiramers
Adjecitmeent dus 1o BFFMAD nSCR sagregation
Dip it al vk 1?%
Lo e bing apatity of 1ethsital provians [
Listits- aftter b f £ aia ety o deler el Lanes

Cagétal reqer emsant [ov bunineys opsrabed a soooedande with ArL & of D¥ ective 20094 LEC
Sl iy T tal Baquiremiend eacksiing capital add on

CapRal add-oes #ready sel

Solvancy capltyl requlisment
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E.3.2 Input used for MCR calculation and material changes to MOR and 5CR

The MCR was calculated basedin the standard formuta.

In addition to the above, the table below shows a comparison between the SCR as at 31" December

2019 and 31* December 2020
Solvency capital requirement 2020€°000 | 2019 €'000
Marketrisk 1,144 1083
Counterparty risk 520 399
Life undenwriting rick - a
Health underwritingrisk 191 107
Mon Life undenariting risk 658 562
Diversification effects - 840 643
Basic SCR 1,873 1.614
Operationalrisk 171 176
Adjustments - -
MCR 3,700 3,700
E 1
Crwn Funds in excess of Solvency Capital require ment 3,466 3857
Sohrency Ratio J60% 320%

The MCR did not change over the period and remained at the level of the absolute MCR [AMCR) of
EUR 3,700,000

The most material movements are listed below:

-The increase in the Counterparty Default Risk {i.e. from €359k in 2019 to €520k in 2020} is mainly
attributedto the increase of the Insurance & intermediaries’ receivables that have been cutstanding
for more than 3 months

-The increase in the Health underwriting risk and Mon-Life underwriting risk in 2020 is mainhy
attributed to the increase in the respective premium and reserve risk sub-modules, which in turn are
due to higher premium and reserve volume measures for the majority of lines of business.

E.4 Use of the duration-based equity risk sub-module in the calculation ofthe SCR
Duration-based equity risk sub-module i not usedin the Company’s SCR calculation.

E.5 Differences between the standard formula and any internal model used
As at 31" December 2020, the Company used solely the standard formula for its SCR calculation.

E.6 Mon-Compliance with MCR and SCR during the period
The Company was compliant at all times with the MCR and 5CR requirements during the reporting
peeriod.
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E.7 Any Other Material Information
The Company currently makes no allowance for LACDT within the calculation of the SCR.
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