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EXECUTIVE SUMMARY

This report has been prepared in accordance with statutes relating to supervisory reporting and public disclosure as set out in
Articles 35 and 51-56 of Directive 2009/138/EC of the European Parliament and of the Council. It aims to provide the regulator,
the policyholders and the general public with an understanding of the solvency and financial position of Salvation Army General
Insurance Company (“SAGIC”) under Solvency Il. It also provides a high level summary of the inherent risk profile of the
business and the governance and risk management framework embedded within the organisation to manage the risk.

The company’s primary activity is the underwriting of insurance risks associated with commercial properties owned by The
Salvation Army Trustee Company (“TSA-UK”). SAGIC also underwrites buildings, contents and liability insurance for
employees of TSA-UK and other private policy holders.

As at 31 March 2020, the company met its Solvency Capital Requirement (SCR) and its Minimum Capital Requirement (MCR).
SAGIC’s Total Own Funds (“OF”) which represents its excess of assets over liabilities on a Solvency Il basis is £4,932k.
SAGIC’s SCR (after diversification) is £4,686k, resulting in a surplus of OF over SCR of £246k. The company therefore has
a SCR coverage ratio of 105%. SAGIC’S MCR is £3,187Kk, resulting in surplus of over MCR of £1,745k and an MCR
coverage ratio of 155%.

The SCR coverage ratio has reduced from 117% in 2019 to 105% as at 31 March 2020, this is due to a combination of a
reduction in OF available and an increased SCR. OF have reduced due to additional claims costs and the increase SCR is
primarily due to an increase in written premium. However over the same period of time the MCR coverage ratio has increased
over the year from 153% to 155% and as of 31% August 2020 the SCR coverage ratio has now increased to 119% which brings it
further in line with SAGIC risk appetite.

100% of SAGIC’s Own Funds are held in Tier 1 capital.

The results above evidence that SAGIC has sufficient own funds to support its current and future business strategy and its
inherent risk profile.

Covid-19

The impact of Covid-19 as at 31 March 2020 has been minimal however there is an increased risk that it will have an effect on
SAGIC given the ongoing nature of the pandemic. The risk has been assessed for it potential impact on income, increased claims
costs, SAGIC’s investments and also operational resilience.
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A. BUSINESS AND PERFORMANCE

Al. BUSINESS AND EXTERNAL ENVIRONMENT

SAGIC is a wholly owned insurance subsidiary of the TSA-UK, a UK registered charity. It is based in London, registered in the
UK with Companies House as company no. 101071 and is regulated by the Prudential Regulation Authority (PRA) and the
Financial Conduct Authority (FCA) (FRN: 202327).

SAGIC has, since it was formed underwritten insurance risks associated with commercial properties owned by the TSA-UK as
well as buildings and contents insurance for employees of TSA-UK only. In recent years, however, it has broadened its market
base by extending cover to members of the general public as well.

Cover

SAGIC provides insurance for:

e Salvation Army owned property;

e Household and rental property ;

e Commercial business / charity insurance;
e  Mobility scooters;

e Personal and commercial liability.

Policyholders

The majority of SAGIC’s policyholders are based in the United Kingdom, but in addition we also insure some Salvation Army
properties in other European countries. The insurance policies we offer are 12-month contracts that renew throughout the course
of the accounting year. However, the entire TSA-UK commercial property portfolio of insurance policies renew together in
April every year.

Employees
SAGIC has eighteen employees engaged in the four areas of policy underwriting and administration of SA business;
underwriting and administration of personal insurance; claims; and accounting and general administration.

Group Structure

SAGIC is an independent wholly owned (100%) insurance subsidiary of TSA-UK. It is regulated by the PRA and the
FCA.TSA-UK, on the other hand, is a UK registered charity, regulated by the Charity Commission for England and Wales.
SAGIC operates independently of TSA-UK with limited operational and strategic involvement from the parent. Two of the main
board directors of TSA-UK also sit on the Board of SAGIC.

A2. OBJECTIVES AND STRATEGIES

SAGIC’s business strategy is outlined in its business plan for 2021-2023, which has been approved by the SAGIC Board in
October 2019 and is summarised below:

e Continue to provide insurance to TSA-UK specifically designed for its needs, at an affordable price while improving
the way SAGIC serves, communicates and connects with TSA-UK,

e Continue to provide high quality, competitive insurance to household policyholders and deal with claims in a
professional and efficient manner,

e Increase SAGIC’s capital capacity as measured by the SCR ratio,

e  Strengthen the profitability of the insurance business it currently underwrites, and

e Achieve measured growth, with a focus on capital-light growth opportunities in areas in which SAGIC has a
competitive advantage.
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A3.  PERFORMANCE FROM UNDERWRITING ACTIVITIES (TECHNICAL ACCOUNT)

The underwriting performance of SAGIC is summarised below:

Premiums
Gross premiums written
Outward reinsurance premiums

Change in the gross provision for unearned
premiums

Change in the provision for unearned premiums,
reinsurers' share

Net change in the provision for Unearned
premiums

Earned premiums, net of Reinsurance

Allocated investment return transferred from the
non-technical account

Claims

Claims paid

- gross amount

- reinsurers' share

Change in the provision for claims
- gross amount
- reinsurers' share

Claims incurred, net of reinsurance
Net operating expenses

Balance on the technical account for general
business

2020 2019

(GBP) (GBP)
19,985,154 18,022,821
(7,535,020) (6,763,930)

12,450,134 11,258,891
(485,015) (1,749,288)
277,394 1,215,917

(207,621) (533,371)

12,242,513 10,725,520

288,077 324,438
(10,225,955) (7,569,901)
4,043,526 2,826,142
(6,182,429) (4,743,759)

(2,657,791) (1,970,033)

1,878,750 864,622
(779,041) (1,105,411)

(6,961,470) (5,849,170)

(4,988,297) (4,345,783)

566,823 855,005

SAGIC’s underwriting profit for year end 2020 was £0.6m which represents a year on year reduction in profits of 34%. The
reduction in underwriting profits was a direct consequence of higher claims experience on the commercial portfolio. SAGIC’s
management are in the process of implementing key initiatives to significantly reduce the size of the commercial portfolio. The
Board’s Risk Committee were proactive in identifying the issue and making appropriate recommendations informing the

resolution plan.
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A4,  PERFORMANCE FROM INVESTMENT AND OTHER ACTIVITIES (NON-TECHNICAL)

2020 2019
(GBP) (GBP)
Balance on the general business technical account 566,823 855,005
Investment income 43,794 50,382
Unrealised profit/(loss) on investments 10,558 31,784
Investment expenses and charges (16,098) (26,053)
AIIc_Jcated inv_estment return transferred to the general (284.077) (324,438)
business technical account
321,000 586,680
Gift Aid payment to The Salvation Army Trust - (350,000)
Profit on ordinary activities before tax 321,000 236,680
Tax on profit on ordinary activities (65,854) (144,286)
Profit on ordinary activities after tax 255,146 92,394
Total comprehensive income 255,146 92,394

The key contributors to SAGIC’s performance from investment and other activities is summarised as follows:

e Investment income reduced by £27k for year end 2020 signifying a drop of 34% year on year; resulting from a reduction
in investment income and losses incurred on realisation of investments

e There was no gift aid payment to SAGIC’s parent TSA-UK, instead profits were retained to strengthen the Company’s
capital reserves.

e  There were investment gains of 255k after tax for year-end 2020.

COVID-19

SAGIC has potential exposure to COVID-19 claims on Salvation Army, Household, Carers and Commercial policies. The
exposure is limited and may result in additional claims. However, following a detailed review SAGIC do not believe the
amounts are substantial or will affect overall claims. SAGIC have sought legal advice regarding the policy wording and from 1
June 2020 policy wording has been updated to exclude communicable disease.

In respect of the 2020/21 financial year, SAGIC are forecasting a 10-20% reduction in GWP due to COVID-19 and new projects
not starting as expected. Budgets and forecasts have been revised accordingly.

SAGIC’s investment portfolio is largely in cash and only holds a small amount of short-dated bonds so we do not anticipate any
impairment of assets.
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B. SYSTEM OF GOVERNANCE

B1.

GENERAL GOVERNANCE ARRANGEMENTS

SAGIC’s System of Governance is designed to meet the relevant regulatory requirements, follows good industry practice in a
proportionate manner reflecting the scale of its operations, and includes:

e A transparent organisational structure, with clear allocation and segregation of responsibilities that enables effective

delegation and control.

Corporate policies defining key principles and rules for operation.

external service providers are expected to perform.

e Aregular effectiveness review of the system of governance.

The SAGIC organisational structure is illustrated below:

SAGIC Organisational Chart

Finance Director
/ Company
Secretary
Stefanie Wright

Operating procedures detailing the activities and controls that individuals within the organisation and

Board of Directors

Managing Director

Gordon Dewar

Chief Operating
Officer

Arran Gray

\

Insurance Assistant
Stacey Watters

Accounts .
N Personal Commercial .
Assistant Insurances SA Insurances Insurances Claims Manager
Kaley Wallis . Colin Machan Fiona Doy
; Mark Davies Gareth Watters
Catherine Ashton
Commercial Commercial Claims Handler
Insurance Insurance Liability Claims Amy Regan
Assistant Assistant Handler Gillian Meddings
John Rutland Rachel Tromans Josephine Rinaldi Robert Turpin
Cameron Kift
Suzanne Hayles-
Homes

SAGIC Organisational Chart — May 2020

Page 6 of 32




THE SALVATION ARMY GENERAL INSURANCE CORPORATION LIMITED

Solvency and Financial Condition Report (SFCR) — 31 March 2020

SAGIC’s Board of Directors is accountable for all the Company’s activities. The Board’s responsibilities are documented in its
Corporate Charter, as shown in Appendix 1.

Committee Structure

The Board is supported by the following committees:

Risk & Audit Committee (“RAAC”): The purpose of the RAAC is to oversee and provide independent challenge to the firm’s
risk management, actuarial, audit and compliance functions and satisfy itself that adequate internal systems of control are in
place and operating effectively and is responsible for overseeing and challenging the firm’s risk management and capital
management activities.

Investment Committee (“1C”): The purpose of the IC is to advise the Board on their investments. It formulates investment
strategies based on the Board’s risk appetite and the Company’s liabilities and provides investment managers with benchmarks
and objectives that match those strategies. It also monitors and evaluates the performance of the investment managers against
their given benchmarks and objectives.

Remuneration Committee (“RemCo”): The RemCo is responsible for reviewing and making recommendations to the Board
regarding the remuneration policy of SAGIC, and for reviewing compliance with the policy insofar as it relates to the company
Chairman, Executive Directors and senior managers. Within the context of the policy, the committee is specifically responsible
for making recommendations on the remuneration and incentive packages of the Managing Director, Financial Director and the
Chief Operating Officer of SAGIC as well as review the remuneration approach for any individuals that would be subject to
increased regulatory scrutiny.

Operations and Underwriting Committee (“OUC™): The purpose of this Committee is to review and evaluate SAGIC’s
policies, guidelines, performance, risk management, processes and procedures relating to its general operations and specifically
to the underwriting of insurance and reinsurance risks undertaken by SAGIC.

Gift Aid Donation

To realise its mission of providing “insurance that changes lives” SAGIC has committed to support the TSA-UK with their
ongoing charity endeavours in the UK and worldwide via a gift aid donation. Any distribution to the TSA-UK is discretionary,
contingent on SAGIC’s financial performance, and subject to Board approval.

B2.  FIT AND PROPER REQUIREMENTS

SAGIC has put in place a Fit and Proper Person Policy designed with the primary objective of ensuring the persons who
effectively run SAGIC and/or who fulfil key functions are “fit and proper” and, taking into account the respective duties allocated
to individuals, to ensure that there is an appropriate diversity of qualifications, knowledge, competencies, skills and experience to
ensure that SAGIC is managed and overseen in a professional manner.

The objectives of this Policy are to:

e define the minimum standards for determining the fitness and propriety of individuals as a “Fit and Proper Person” to
serve in their respective position as a “Person of Responsibility” within the Company;

o for Directors and other persons of responsibility, in addition to determining the fitness and propriety of individuals, to
provide an objective framework and set criteria that promotes the selection or appointment of individuals with the
appropriate knowledge, qualifications, competencies, skill and experience to:

o complement and improve the existing collective capacity of the Board;
0 contribute to the Board’s succession plans and development intentions;
o0 strengthen the governance framework within the Company; and

o promote confidence in the Company and its officers.

In accordance with Article 42 of Solvency Il, SAGIC has ensured that the members of the administrative, management or
supervisory body collectively possess at least qualification, experience and knowledge about:

e Insurance and financial markets;
e Business strategy and business model;
e  System of governance;
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e Financial analysis; and
e Regulatory framework and requirements.

In accordance with Article 42 of Solvency 11, in assessing whether a person is ‘proper’, SAGIC has included an assessment of that
person's honesty and financial soundness based on relevant evidence regarding their character, personal behaviour and business
conduct including any criminal, financial or supervisory aspects regardless of location. Due diligence is subject to any statutory
period of limitation in respect of any past offence laid out in English law.

B3. RISK MANAGEMENT SYSTEM (“RMS”)

SAGIC has an embedded Risk Management System that is designed to assess, control and monitor risks from all sources for the
purpose of increasing short and long-term value to SAGIC’s stakeholders and ensuring SAGIC’s strategic objective can be
achieved.

The SAGIC Board utilises a “Three Lines of Defence” model for risk governance with formally defined roles and
responsibilities.

First Line of Defence (“1LOD”)

The 1LOD are those individuals undertaking any activity or making decisions on behalf of SAGIC who are responsible for
managing the risk that is attached to that activity. SAGIC Executive and Functional managers (including Claims, Operations &
Finance) are considered the “first risk managers’.

It is an essential part of SAGIC’s risk policy that all managers view the management of risk and compliance with established
operational procedures as an integral part of managing their business areas.

Central to this each manager must:

e Comply with this and other relevant risk policies;

o ldentify and evaluate the risks faced by their business function only taking those risks which are in line with the Board’s
expectations as defined in business plans, guidelines and policies;

e Implement and operate appropriate controls in accordance with guidelines and minimum standards;

e Embed risk management responsibilities within individuals’ job descriptions and performance metrics; and

e Respond pro-actively to guidance issued and/or requests made by the 2LOD and 3LOD, and act in an open and
cooperative manner; promptly disclosing to them anything that they would reasonably expect them to be interested in.

Second Line of Defence (“2LOD™)

The 2LOD functions are responsible for the provision of the risk management framework and policies within which the 1LOD is
expected to operate and who are responsible for providing assurance to the Board of adherence to that framework.

The 2LOD consists of those Committees, Functions and Individuals responsible for supporting the Board in the design, operation
and oversight of the RMS. The Risk Management Function, Compliance Function and the Chairs of the Risk and Audit
Committees are charged with verbal or formal reporting of the decisions and recommendations of their respective committees at
Board meetings.

The Risk Committee is an independent committee that has specific oversight responsibilities for operational risk and the Internal
Control System (“ICS) and its specific responsibilities in relation to the SAGIC’s RMS is set out below:

e Oversight and advice to the Board on current risks and future potential risk exposures for all risk categories, including
recommendations on appropriate risk appetite and tolerances;

e Provide advice on and support in the implementation of the RMS and risk information;

e Promoting a risk aware culture; and

e Regularly reporting to the SAGIC Board on risk issues and recommendations.

The 2LOD is further supported by outsourced Actuarial and Compliance Functions which bring ongoing oversight and technical
knowledge.
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Third Line of Defence (“3LOD™)

The 3LOD consists primarily of the Internal Audit Function which is carried out on an outsourced basis to ensure appropriate
technical skills and industry experience.

The Internal Audit Function is responsible for providing objective assurance and advice on governance, risk and compliance.
They are independent of management and report directly to the SAGIC Board with responsibility for the management of the
Internal Audit Function resting with the Audit Committee.

Risk Profile, Appetite and Tolerance

SAGIC defines its risk appetite as the amount of risk the Board is prepared to take in pursuit of its strategic objectives. The risk
appetite as set by the Board is driven by the objectives of SAGIC key stakeholders, which include its parent company The
Salvation Army, and the interests of its policyholders, staff and regulators.

The Board sets the risk appetite and tolerance limits by reviewing the ORSA results and approving policies covering the main
risk categories. These policies include qualitative statements (supported by quantitative data) that inter alia govern underwriting,
investment, data control and management, operational procedures, and credit management.

SAGIC has a relatively low risk appetite overall as is indicated by the following strategic decisions (by risk type) approved by
the Board:

e External reinsurance is placed with highly rated reinsurers (A or better by S&P), and no one reinsurer having more than
30% of any reinsurance contract.

e The risks covered are relatively short-tail in nature, with 80% of claims settled within 12 months, and an overall
average settlement times of 90 days, which reflects the board’s low appetite for reserve risk;

e The investment portfolio is largely cash and includes a small allocation to fixed rate bonds denominated in GBP £.
SAGIC has no exposure to currency risk. These are relatively short dated and rated Investment Grade. Therefore,
exposure to market risk (liquidity, credit and interest rate risks) is very limited.

e SAGIC has implemented a comprehensive Solvency Il compliant risk management framework designed to identify,
assess, control, monitor and report risks, both current and emerging, that may impact SAGIC’s ability to achieve its
strategic objectives.

e The risk register is designed to identify, assess and monitor all material risks across business departments. Risks on the
risk register have been aligned to Solvency Il Standard Formula risk categories.

e The risk categories in the risk register include insurance risks (premium and reserve risks); market risks; counter party
default risks; operational risks; strategic risks; liquidity risks and compliance and legal risks.

e Below is a summary of the key risks that have been identified and are being monitored through the risk register:

Risk ID Risk Title Category
STO08 Inability to react to political/economic changes Strategic
ST09 Failure to set and maintain appropriate capital levels Strategic
ST12 Reputation damage due to publicity Strategic
CLO08 Inadequate compliance / internal audit function Compliance
STO03 Inadequate business planning Strategic
ST04 Impact on business due to recession Strategic
OP28 Failure to achieve income target; Strategic
INO9 Hard reinsurance market Insurance
OP02 Loss of key member of management Operational
OPO08 Failing to recognise importance of a compliant culture. Operational
OP21 IT systems fail because of virus, hacking and cyber crime Operational
OP23 Inappropriate claims handling strategy Operational
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e The identified risks are rated according to a 5x5 matrix with impact (severity of loss) and likelihood (frequency of loss)
scores assigned to the both raw and residual (i.e. following mitigation) risks (see table below).

e The impact and likelihood scores are multiplied together to generate a risk score for each identified risk. These resulting
risk scores are used to rank the identified risks in order to assist the Board with the prioritisation of risk management
and also to demonstrate their importance.

e The ranking of risk is as follows:

Red risks - are risks with a score rating equal to or greater than 15;

- are risks with a scores between 8 and 12; and,

Green risks - are risk scores equal to 6 and below
1 Description | Frequency | Probability
10
8 12
en .20
9 12 =t
Within 5-10 Between 0.10
2 8 10 Snitkaty yeBrs and0.20
1 Raie Greater than 10 «0.10
years
e e
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B4. ORSA PROCESS

The ORSA comprises the entirety of processes and procedures employed by SAGIC to assess, monitor, manage and report its
current and future risks and to determine its own funds necessary to ensure that SAGIC’s overall solvency needs are met.

The ORSA process forms an integral part of SAGIC’s strategic process for managing its risks and resulting capital needs. The
link between the risk profile, the risk appetite and overall solvency requirements is integral to SAGIC’s ORSA as is illustrated in
the process flow below:

The Salvation Army General Insurance Corporation ORSA Process

1 Business 2 . 3 3 Risk Management
Strategy » MRl » and Monitoring
Objectives and Defining risk appetite Management and
strategic planning and tolerance limits oversight of the risk

* ¥

4 .
5 Stress Testing Capital and

and Scenario

Solvency
Computation

6 Solvency
Assessment

EWSS

Calculating current and

Assessing adequacy Sensitivity analysis of forecasted capital
of own funds against the solvency and requirements based on
requirements capital results the standard formula

Under normal circumstances, SAGIC’s ORSA assessment is carried out on an annual basis the same time as the SCR
computation. The assessment provides the Board with an overview of SAGIC’s current risk profile and its implication to the
capital and solvency requirement. The ORSA assessment also addresses how material events and emerging risks may potentially
impact on the company’s risk profile and solvency.

However if an isolated internal or external event, or a combination of events result in a material change in SAGIC’s overall risk
profile then the Company will carry out an additional ORSA assessment as required as well as the annual exercise.
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BS. INTERNAL CONTROL

The System of Internal Control plays a key role in the management of risks that are material to the achievement of SAGIC’s
objectives. The Board is responsible for the establishment of an Internal Control and Risk Management Framework to facilitate
and provide reasonable assurance over the:

o Effectiveness and efficiency of operations;
e Reliability of financial reporting; and
e Compliance with laws and regulations.

Ultimate accountability for ensuring that the firm has an adequate internal control framework rests with the SAGIC Board.
Whilst the Board maintains oversight of the firm’s internal control framework, it has delegated, to SAGIC’s management and
executive team, the responsibility for the day to day and operational management of the key elements, functions and processes
that make up the firm’s Internal Control Framework.

The SAGIC Board and Functions manage the key elements of its Internal Control Framework through its:

Governance framework;
Corporate policies;

Operating procedures;

Risk governance structure; and
Risk register.

The Senior Management Function (SMF) roles in SAGIC are held by the:

Chairman

Managing Director

Finance Director

Chief Operating Officer

Senior Non-Executive Directors

B6. KEY INTERNAL CONTROL FUNCTIONS
The firm’s key control functions are as follows:

e Compliance Function;

e Risk Management Function;
e Finance Function;

e Actuarial Function;

e External Audit Function; and
e Internal Audit Function.

Each of the above control functions report to the Board.

The above structure has been designed to provide SAGIC with a robust internal control framework that enables it to monitor on
an on-going basis the appropriateness of its systems and controls, ensuring that they:

e support SAGIC’s business strategy and objectives, and enable the firm to deliver value to stakeholders;
e enable the firm to operate successfully within its risk environment and in accordance with its risk appetite; and
e enable the firm to adhere to applicable regulatory and legislative requirements.

The structure of the Internal Control Framework enables each of the control functions to provide support to, interact with and
monitor, as appropriate, the firm’s operational activities and systems and controls. This structure aims to embed throughout the
firm the control functions, and to also promote a culture of ownership and accountability of internal control measures and issues
within the business itself.
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Each of the control functions are independent from any of the firm’s operational functions, thus ensuring that they can undertake
their activities in an un-biased and objective manner. Furthermore, whilst each of the control functions will interact with each
other, they are considered as individually distinct functions in their own right, thus ensuring that they are provided with adequate
focus and resources to undertake effectively their intended roles. Each of the control functions have unrestricted access to all
individuals and records throughout the business to ensure that they are able to investigate and understand fully the firm’s
activities and performance.

Compliance Function

SAGIC’s Finance Director (FD) is responsible for its Compliance Oversight. The Compliance Function reports to the Board. The
Compliance Function’s primary role is to act in an advisory, oversight and assurance capacity to ensure that the business has the
necessary systems and controls to enable it to adhere, on an ongoing basis, to regulatory and legislative requirements.

Details of the Compliance Function responsibilities and procedures are described in the Compliance Plan which is developed on
an annual basis. Examples of activities included in the Compliance Plan are regulatory reporting, training and workshops,
compliance monitoring reviews and business monitoring reviews. The Compliance Plan is approved by the Board and the FD
reports to the Board on progress on a regular basis.

The Compliance Function’s responsibility is to ensure that the staff, Board and service providers:

e are aware of applicable regulatory and legislative requirements;

e understand fully how regulatory and legislative requirements apply to the business; and

e have incorporated regulatory and legislative requirements into company standards, policies and procedures — accurately
and effectively.

To achieve the above, the Compliance Function:

e provides training and workshop sessions to relevant audiences in relation to regulatory and legislative requirements; and
e provides updates, as required, on any changes to regulatory and legislative requirements.

Where any regulatory breaches are identified, the Compliance Function notifies the Board.

The Company Secretary is responsible for maintaining the relationship between the firm and the relevant regulatory, supervisory
and legislative bodies. The Company Secretary is also responsible for coordinating the firm’s regulatory reporting activities.

Risk Management Function
The Risk Management Function is provided by the MD.

The Risk Management Function reports to the Risk Committee (RC), and is responsible for the development, maintenance and
operation of the Risk Management System (RMS). The RMS is fully defined in the Risk Policy.

The Risk Management Function provides regular Risk Management reports to the RC. The Risk Management Function includes
information in its reporting that enables the RC to:

monitor the firm’s overall risk profile;

monitor the on-going impact of the firm’s risk and control environment on its business objectives;
apply risk-based considerations to decision making processes;

monitor the on-going performance and suitability of mitigating controls;

monitor emerging issues and their impact on the business;

understand progress and business commitment to addressing identified weakness and issues;
monitor the on-going effectiveness of the Risk Management Function; and

e understand changes in regulatory or legislative requirements in relation to risk management.

The Risk Management Function liaises with and provides risk-related reports and information to the Compliance and Internal
Audit Functions with a view to assisting in the development of risk-based assurance and monitoring plans. The Risk
Management Function also liaises with the Compliance and Internal Audit Functions for the purposes of understanding any new
emerging risks or control failures / inadequacies identified as a result of monitoring and assurance reviews.

A review of the Risk Management Function’s effectiveness is conducted on a regular basis by the Internal Audit Function, as
deemed appropriate by the Board.
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Finance Function

SAGIC’s accounting policies and procedures reside within the Finance Function. The Finance Function is the responsibility of
the Finance Director (“FD”) who provides oversight by receiving monthly reports on cash and investment balances, balance
sheet, profit & loss accounts, source and application of funds, etc. The Finance Function has ensures that the firm has appropriate
financial systems and controls to monitor SAGIC’s financial health, and to provide the firm with accurate and up to date
financial performance information. It will also provide advice and commentary to the Board on all relevant financial matters.
The Finance Function reports to the Board.

The Finance Function is responsible for developing its own systems and controls to ensure the adequate management of
SAGIC’s financial risks and affairs, as well as ensuring the accurate reporting of financial information. However, the firm’s
other internal control functions are responsible for undertaking independent monitoring and assurance reviews to ensure the on-
going suitability and effectiveness of the firm’s financial systems and controls, as well contributing, both directly and indirectly,
to determining the accuracy and reliability of the financial and non-financial information received by the Finance Function and
the information subsequently disseminated internally and externally.

Actuarial Function

The FD is responsible for discharging the duties and responsibilities of the Actuarial Function, which include but extend beyond
the duties and responsibilities of the Actuarial Function, as defined in the relevant legislation. The FD uses outsourced expert
assistance from Willis Towers Watson to comply with the technical requirements of the Actuarial Function.

The Actuarial Function is referred to as a control function to the extent that it undertakes many activities which strengthen the
firm’s Internal Control Framework that enables management to make informed, risk-based decisions (e.g. regulatory capital
management and reporting, financial and non-financial data analysis and assessment, capital monitoring etc.).

The Actuarial Function is primarily responsible for the following:

Performing reserve reviews to ensure adequate provisions are established for future claims activity;

Monitoring actual vs. expected claim experience;

Production, communication and embedding of Solvency Capital Requirement (SCR);

Providing input to SAGIC’s Business Plan;

Providing support to the Board in setting SAGIC’s risk appetite and ensuring that it complements SAGIC’s business
plans and objectives;

e  Working with the Risk Management Function.

The specific responsibilities relating to the Actuarial Function are as follows.

Co-ordinating the calculation of technical provisions;

Ensuring appropriate methodologies and assumptions are used in technical provisions;

Assessing the sufficiency and quality of data used in technical provisions;

Comparing the best estimates against experience in technical provisions;

Reporting on the reliability and adequacy of technical provisions;

Overseeing technical provisions in cases where approximations might be required or a case-by-case approach needed,
Expressing an opinion on the overall underwriting policy and on the adequacy of reinsurance arrangements; and
Contributing to the effective implementation of the Risk Management System, in particular with respect to risk
modelling for capital calculations for both SCR and ORSA purposes.

A review of the Actuarial Function’s effectiveness is conducted by the Internal Audit Function as and when deemed necessary
by the Board.

External Audit Function
The External Audit Function is responsible for undertaking the firm's statutory audits and reporting its findings to the Board. The
independent external auditors to SAGIC are PKF Littlejohn, 15 Westferry Circus, Canary Wharf, London, E14 4HD.

Internal Audit Function
SAGIC’s Internal Audit Function is outsourced to Haines Watts, Sterling House, 97 Lichfield Street, Tamworth, Staffordshire,
B79 7QF.

The Internal Audit Function reports directly to the AC. On this basis, the Internal Audit Function is considered independent from
all other business functions and, therefore, is able to provide a truly objective opinion as to the adequacy of the internal control
framework. The AC provides oversight and challenge to the Internal Audit Function to satisfy itself that an adequate internal
control system is in place and operating effectively.
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The areas to be reviewed under the Internal Audit plan is determined based on the risks to the business, consistent with those
detailed in the firm’s Risk Register.

The Internal Audit plan is reviewed and approved by the AC on an annual basis. The Internal Audit Function is required to
provide the AC with regular updates against the plan and submit detailed reports on completion of each internal audit review.
The Internal Audit Function and/or the AC may, at its discretion, amend the Internal Audit Plan, if there have been any
significant changes to the firm’s risk profile.

To develop each internal audit review report the Internal Audit Function is required to discuss and agree, with the relevant
business areas, action points to address each issue, weakness or failure identified. The AC reviews all agreed actions and
challenges the suitability of these as necessary.

Data Governance
The MD is responsible for the development and application of the governance framework for data. The data governance
framework covers:

e Underwriting data, including associated management information;
e Responsibility for maintaining client data and adherence to GDPR; and
e Data used for technical provisions.

Any material issues with data quality, timeliness or availability are reported to the Board and/or RC.

Reporting
The internal control functions are responsible for monitoring and reviews to determine the accuracy and reliability of both

financial and non-financial information being reported. Solvency Il reporting has been outsourced to Willis Towers Watson. A
regular governance effectiveness review is also conducted periodically which evaluates the relevance and the appropriateness of
information being supplied to and from the Board on an ongoing basis.

Further details as to the reporting responsibilities throughout the firm are included in SAGIC’s policies and procedures.

Outsourcing
SAGIC’s management is responsible, when relying on a third party provider, for the performance of functions that are critical to

its regulated activities, ensuring that it takes reasonable steps to avoid undue additional operational risk. In exercising this
responsibility external suppliers are used as and when appropriate to assist the company when it would not be efficient to utilise
internal resources or where additional expertise is needed. Indeed in light of the small staff numbers at SAGIC outsourcing of
certain activities is critical to enable it to manage its operations in an efficient, professional and controlled manner.

Specifically, where SAGIC outsources critical or important functions, it remains fully responsible for discharging all of its
obligations under the regulatory system and must comply, in particular, with the following conditions:

the outsourcing must not result in the delegation by SAGIC’s management or the Board of their responsibilities;

the relationship and obligations of SAGIC towards its policyholders under the regulatory system must not be altered:;

a member of SAGIC’s management team must take responsibility for the activities of the outsourced service provider;
the conditions with which SAGIC must comply in order to be authorised, and to remain so, must not be undermined; and
none of the conditions subject to which SAGIC’s authorisation was granted must be removed or modified.

Consequently, management will not undertake the outsourcing of important functions in such a way as to impair materially:

e the quality of its internal control (including ensuring that internal and external audit access to information is not
inhibited); or

e the ability of the regulator (PRA and/or FCA) to monitor SAGIC’s compliance with all obligations under the regulatory
system.

The Board of SAGIC are informed of the appointment of any material outsourced provider in order that it can consider whether
the outsourced provision is well controlled. Directors will also assess the cost-benefit analysis and quality implications of any
decision and will review the range of potential providers.

The results of the performance of outsourced service providers against service levels and/or expectations are monitored by the
responsible individual appointed by the Board. Where material service levels are not met, the individual will report this to the
Board with proposed specific steps and timescales for service levels to be restored based on the perceived risk of non-
compliance. Where material service levels cannot be restored, the outsourced service will be terminated with the associated
services either passing to a different supplier or brought back in-house.
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Any other information

COoVID-19

The Board of SAGIC do not feel there is a requirement to make any changes to the system of governance due to COVID-19.

Directors are receiving regular information regarding risks — financial and operational. Throughout the pandemic staff have
been able to work from home and continue to meet the customer needs.
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C. RiIsk MANAGEMENT

Cl. UNDERWRITING RISK

Underwriting risk is the risk arising from insurance obligations in relation to the perils covered and the process used in
conducting business and includes uncertainty in the results related to existing insurance and reinsurance obligations

Risk Exposure / £:

Risk Category 2020 2021 Projection 2022 Projection
Gross Written Premiums 19,985,154 17,747,000 18,047,000
Net Earned Premiums 12,242,514 10,865,310 10,703,904
Gross Technical Provisions

. . . 12,404,532 10,135,803 9,385,512
(incl. Risk margin)
Underwriting Risk 2,783,089 2,585,449 2,560,179

Key Risks

e Unexpected increase in claims frequency or deterioration in reserves

e Inadequate identification of current and emerging underwriting risks

e  Sustained soft market resulting in falling premium rates resulting in inadequate volume of premium to support operations
Multiple individual large losses, that are not fully reinsured, increasing technical provisions

Sensitivity

We have conducted a study in which we modelled SAGIC’s exposures for all-natural catastrophe perils such as floods and

winter storms for the Household and Salvation Army lines of business. The results of this study are based on RMS catastrophe
modelling outputs.

Scenario 1:

The 1-in-200-year loss event (99.5% probability confidence interval) flood event affecting both private Household and Salvation
Army properties, based on our modelling is £4.8m after the surplus reinsurance. The Net loss for SAGIC, after the Excess of
Loss, will be £0.4m which is less than the Own Funds of £4.9m. This means that SAGIC would remain solvent and will fully
protect its policyholders.

Scenario 2:

The 1-in-200-year loss event (99.5% probability confidence interval) windstorm event affecting both private household and
Salvation Army properties, based on our modelling is £15.1m after the application of surplus reinsurance. The Net loss for
SAGIC, after the Excess of Loss, will be £1.5m as losses will exceed SAGIC’s excess of loss policy limit of £14m and be
retained within the £0.4m retention. The net loss would be less than SAGIC's Own Funds as such all policyholders would remain
fully protected. Further to this the solvency Il standard formula calculation does not suggest that the excess of loss limit of £14m
is inadequate at the 1-in-200 confidence level.

Controls

Due to the nature and scale of the reinsurance programme in place, the volatility of SAGIC’s net insurance risk is relatively low
as shown by the results of the scenarios above, however the structure and retention limits of the programme are subject to
regular reviews to manage this risk. The relatively short tail nature of its liabilities offer a predictable and stable book of
reserves which when complemented with a conservative reinsurance programme render a risk profile commensurate with its risk
appetite.

The main driver of SAGIC’s Underwriting risk is the exposure to catastrophe risk. SAGIC has robust underwriting controls and
a conservative reinsurance program to mitigate its exposure under catastrophe risk and align it to its risk appetite and strategic
business plan.

Risk Appetite

The tolerance limits for Underwriting Risk are outlined in greater detail in SAGIC’s Risk Appetite document. As at the date of
this report there are no known breaches of underwriting risk tolerances and the business is expected to remain within appetite
over the life of the business plan.
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C2. MARKET RISK

Market risk is the risk of adverse financial impact on SAGIC’s Net Asset Value (“NAV”) as a consequence of volatility of
market prices of financial instruments. SAGIC’s market risk capital charge after diversification, as at 31 March 2020 was £0.1m
representing 2% of its total SCR.

Risk Exposure

Assets Equity Corporate Deposits
(in GBP £'000) Bonds

Market Value 0 1,422 808
Risk Capital

Capital Requirement

(in GBP £'000)
Equity Risk -
Concentration Risk 74
Spread Risk 55
Interest Rate Risk 11
Property Risk -
Exchange Rate Risk -
Diversification Credit - 44
Final SCR (Market Risk) 96

SAGIC’s capital charge for aggregated market risk is £0.1m.

Key Risks

The key drivers of SAGIC’s market risk are concentration, spread and interest rate risk. SAGIC’s asset portfolio contains a
conservative mix of both government and corporate bonds, and cash deposits. An overview of each of the market risk
components impacting SAGIC is shown below.

Interest Rate Risk

SAGIC s interest rate risk arises from the sensitivity of its assets and liabilities to changes in the term structure of interest rates;
i.e. as a result of interest rate volatility. It has been calculated by applying upward and downward shocks to the interest rate
curve prescribed under the Standard Formula and then measuring the impact to SAGIC’s NAV.

SAGIC holds corporate bonds with average asset durations of roughly 3 years. Approximately 92% of SAGIC’s claims cash
outflow occurs within two years rendering the average duration its liabilities at approximately 1.2 years. Since the average
duration of SAGIC’s assets and liabilities are relatively closely matched, its exposure to interest rate risk is limited.

Sensitivity

The impact of an altered term structure as pre-defined under the Standard Formula (applying upward and downward shocks
ranging between 20% and 70% at different maturity points) to SAGIC’s NAV is not material. This provides gives us confidence
that the sensitivity of SAGIC’s NAV to interest rate shocks is immaterial.

Equity Risk
Equity risk arises from the level of volatility of market prices for equities. SAGIC has no equity held in its investment portfolio.
Spread Risk

Spread risk relates to the risk that the yield on bonds is too low relative to an investment with a lower default risk for it to be a
good use of funds.

SAGIC holds £1.27m in corporate bonds rated BBB or better (S&P) that are exposed to spread risk.
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Sensitivity

The impact of a spread shock (calibrated to a 1-in-200-year scenario following the widening of credit spreads) derived as a
function of the rating and the duration of the corporate bonds held by SAGIC reduces its NAV by approximately £55k.

Concentration Risk

SAGIC’s concentration risk arises from its exposures in single name counterparties from its bond portfolio. As at 31 March
2020, a total of 11 single named entities with a net exposure at default value of £1.4m contribute to SAGIC’s market
concentration risk.

Sensitivity

Using the Standard Formula parameters, the impact of an instantaneous decrease in value of the assets corresponding to its single
named exposures would reduce SAGIC’s NAV by approximately £74Kk.

Market Risk Controls

e Assets and liabilities are well matched in terms of duration and currency, specifically duration mismatching is not
significant.

e Investment portfolio does not hold any equities.

e Investment portfolio contains only corporate bonds rated BBB or above (i.e Investment Grade) by recognised rating
agencies.

Risk Appetite

SAGIC’s appetite for market risk is relatively low. The tolerance limits for Market Risk are detailed in SAGIC’s Risk Appetite
document. As at the date of this report there are no known breaches of market risk tolerances and the business is expected to
remain within appetite over the life of the business plan.
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C3. COUNTERPARTY DEFAULT RIsSK (“CDR”)

The CDR reflects the risk of depletion of own funds arising due to unexpected default of deposit or contractual counterparties,
such as banks, reinsurance companies and other debtors. It is calculated under the standard formula, based on the probability of
default of counterparty and the expected loss given default.

SAGIC’s CDR arises primarily from its cash assets. Most of this amount is held in Santander Bank which is an A-rated entity.
There are also some broker balances that are outstanding over 3 months which have an impact on SAGIC’s CDR capital charge.

Deposits with credit Cash at bank  Reinsurance
Assets as at 31st March 2020 insitutions and in hand recoverables
(in GBP £'000)
Market value 694 4,387 6,657
Risk Capital

SAGIC’s CDR draws a capital charge of £1.25m which equates to 27% of its total diversified capital charge. SAGIC has
relatively high counterparty risk due to cash held at Reliance Bank (a UK domiciled and regulated Bank owned by The Salvation
Army) which is financially strong, however as it is not publicly rated, draws a higher charge.

Key Risks
The main divers of SAGIC’s CDR are its cash balances in Santander, overdue broker balances and reinsurance receivables.

Sensitivity
Currently SAGIC has £2.5m in cash in Santander bank which is A-rated. If Santander is downgraded from its current rating to a

BB rating, this would increase SAGIC’s CDR SCR by £442k which would cause Solvency Ratio to drop to 100% - a reduction
of approximately 7%

Controls

It is not often in the current regulatory environment that an A-rated bank will suddenly drop two rating notches. However if it
does happen management will take mitigating action which could involve moving part or all of the cash to a different bank.
SAGIC implements the following controls to monitor and mitigate its CDR:

Monthly reviews of broker balances
Semi-annual asset allocation review
Quarterly Reinsurance Recoveries
Reinsurance counterparties rated A and above

Risk Appetite

SAGIC’s tolerance thresholds for CDR is documented in greater detail in its Risk Appetite document. As at the date of this
report there are no known breaches of CDR risk tolerances and the business is expected to remain within appetite over the life of
the business plan.

SAGIC has reviewed its policy of holding cash at Reliance Bank (SA owned) and this will now be kept to a minimum (below
£500K) to ensure the majority of cash holdings are kept in A or above rated Bank.
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C4. LIQuIDITY RISK

Liquidity risk arises when an organisation, although solvent, either does not have available sufficient financial resources to meet
its obligations as and when they fall due or can secure them but only at a restrictive cost.

We believe SAGIC is not exposed to any material Liquidity Risk.

Ch. OPERATIONAL RISK
Operational risk is the risk of loss arising from inadequate or failed internal processes, personnel, systems or external events.

SAGIC has a low tolerance for operational risk but understands that people, processes and systems are imperfect and losses may
arise from errors and ineffective operations.

SAGIC have calculated an overall operational risk capital charge of £593k using the Standard Formula.
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D. VALUATION FOR SOLVENCY PURPOSES

Overview

SAGIC’s Solvency Il balance sheet as at 31 March 2020 is presented together with the audited UK GAAP Balance Sheet.

Management
accounting Solvency Il
treatment
Deferred acquisition costs 2,653,599 E
Intangible assets 378,000 -
Insurance & intermediaries receivables 3,206,367 3,206,367
Cash and cash equivalent 4,386,927 4,386,927
Short-term bank deposits 1,536,107 1,536,107
Gross technical provsions - Reinsurance 7,099,823 6,656,553
Best Estimate - claim provision 4,466,077 4,442 738
Best Estimate - premium provision 2633, 746 2,213,815
Insurance debtors 1,055,650 1,055,650
Any other assets, not elsewhere shown 644,363 644,363
Total assets 20,960,837 17,485,967

Liabilities

Management
accounting
treatment

Solvency Il

Gross technical provsions (non-life) 13,500,436 12,404,532
Best Estimate - claim provision 7,064,023 7,820,518
Best Estimate - premium provision 6,436,413 4,252 597
Risk Margin 331,417

Insurance & Intermediaries Payables 1,753 1,753

Reinsurance payables - -

Any other liabilities 1,529,014 841,872

Total liabilities 15,031,203 13,248,156

Assets less liabilities 5,929,634 4,237,811

The differences in valuation for the relevant asset and liability items are clarified in the next section.
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D1. ASSETS

The differences in the valuation of SAGIC’s assets as at 31 March 2020 are explained below:

Balance Sheet | 2020 2020 Comments

(in GBP £°000) UK GAAP Solvency II

Assets

Deferred

Acquisition 2,654 0 These are not permissible under SlI

Costs

Intangible 378 0 These are not permissible under SlI

Assets
The Reinsurance recoverables reflect the

Reinsurance Reinsurer’s share in the best estimate technical

recoverable 7,100 6,657 provisions. Payment patterns are applied to the
GAAP figures to derive cashflows which are then
discounted to arrive at the Sll provisions.

Funds and

liabilities
Under UK GAAP, the ‘Technical Provisions’

i TP) refer to OSLR, IBNR and UPR

Technical 13,500 12,405 (TF) _ _

Provisions Under SII, TP refers to Best Estimates plus Risk
Margin.
Under UK GAAP, the Other Liabilities include,
among others, Amounts arising out of reinsurance
operations and reinsurance payables some of
which need to be treated as TP expenses under Sl|

Other liabilities | 1,529 842 valuation rules.

Under SII valuation rules, DAC needs to be
removed from the GAAP provision for unearned
premiums (net of RI share of DAC) to arrive at
the SII TP figure.
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D2. TECHNICAL PROVISIONS

Overview

The starting point for the estimation of the Technical Provisions are the GAAP reserves as at the valuation date. In accordance
with regulatory guidance, the Solvency Il Technical Provisions consist of the Claim Provisions, the Premium Provisions and the
Risk Margin. The following sections provide explanation of the key principles of the calculation for each component.

Claim Provisions

The starting point for calculating the Best Estimates is the GAAP reserves as at the valuation date. These provisions have been
adjusted, incorporating the following changes leading to a Solvency Il Best estimate basis:

Cashflows
For the calculation of Technical Provisions, a suitable payment pattern has been applied to outstanding reported claims and
IBNR relating to the earned part of the exposure thus forming projected cashflows for each Solvency Il Line of Business.

The payment pattern has been derived from the paid claim triangles per line of business. The paid claim triangles are based on
the data extracts from SAGIC’s Claim systems.

Discounting
The discount rates used for discounting cashflows were taken from the relevant EIOPA publication as at 31st March 2020.

Events Not In Data

The best estimate claim provisions are, by definition, the best estimate of all possible cashflows. This implies that the estimate
should cater for extreme events that might not be reflected in the data. These are referred to as ENIDS (“events not in data”).
ENIDs are normally captured by applying an appropriate uplift, whose calibration should be justified.

Allowance for ENID have been made in the reserve selections by drawing on the results of the “Risk Review” performed for
SAGIC by the actuarial function in 2020. This is a forward-looking loss modelling exercise that allows for losses that SAGIC
have yet to experience.

Counterparty Default

Under Solvency I, recoverables from reinsurance counterparties must be adjusted for expected losses due to counterparty
default. The adjustment needs to be based on a market consistent assessment of the probability of default and should be made for
each line of business and separately for premium and claims provisions.

The reinsurance counterparties are rated A or above and therefore the probability of counterparty default is immaterial.

Bounded but not incepted policies
SAGIC'’s technical provisions are not materially affected by any bounded but not incepted policies in our opinion.
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Premium Provision

The Premium Provision captures claims that relate to unearned exposure as at the valuation date.

The premium provision is the expected prevent value of future in and out going cashflows from the unexpired portion of the
business that SAGIC is obligated to at the valuation date.

The premium provision is calculated both gross and net of reinsurance and the combined ratio used 66.40% gross of reinsurance,
and 52.70% net of reinsurance.

The discount rate used is prescribed by EIOPA.

Cashflows

For the calculation of Premium Provisions, a suitable payment pattern has been applied to the claim provision relating to the
unearned part of the exposure (as calculated by the simplification outlined above), thus forming the expected premium provision
cashflows per Solvency Il line of business.

The payment pattern has been derived from the paid claim triangles per line of business. The paid claim triangles are based on
the data extracts from SAGIC’s claim systems.

Discounting
The discount rates used for discounting cashflows were taken from the relevant EIOPA publication as at 31st March 2020.

Events Not In Data
No uplifts applied for the same reasons discussed under claim provisions.

Counterparty Default

Under Solvency I, recoverables from reinsurance must be adjusted for expected losses due to counterparty default. The
adjustment needs to be based on a market consistent assessment of the probability of default and should be made for each line of
business and separately for premium and claims provisions.

The counterparties are rated A or above and therefore the probability counterparty default is immaterial, based on S&P published
default rates.

Bounded but not incepted policies
SAGIC’s technical provisions are not materially affected by any bounded but not incepted policies.
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Expenses

A cash flow projection used to calculate best estimates shall take into account all of the following expenses, which relate to
recognised insurance and reinsurance obligations of insurance and reinsurance undertakings:

administrative expenses;
investment management expenses;
claims management expenses;
acquisition expenses.

Expenses shall be projected on the assumption that the undertaking will write new business in the future. Under SllI, the
following Balance Sheet items are treated as part of the Technical Provisions:

Balance Sheet items Amounts
as at 31/03/2020 (in GBP £000's)
Reinsurance payables -
Expenses 236
Other liabilities 842
Total 1,078

The expenses are split between the SlI classes proportionally, with these proportions based on the relative claim and premium
provisions per line of business.

Cashflows

The expenses are assumed to be paid within the first projection period.

Discounting

The used discount rates were taken from the relevant EIOPA publication as at 31 March 2020.

Risk Margin

The risk margin is part of the technical provisions in order to ensure that the value of the technical provisions is equivalent to the
amount that insurance and reinsurance undertakings would be expected to require in order to take over and meet the insurance
and reinsurance obligations.

The risk margin should be calculated by determining the cost of providing an amount of eligible own funds equal to the SCR
necessary to support the insurance and reinsurance obligations over the lifetime thereof. The rate used in the determination of the
cost of providing that amount of eligible own funds is called Cost-of-Capital.

For the risk margin a simplification has been used based on a range of simplifications specified by EIOPA. The simplification
assumes that the future SCR runs off in line with the run-off of technical provisions.
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Results

The following table shows the results per Sl Class of business for all the relevant components both on a UK GAAP basis and a
Solvency Il basis.

As at 31st March 2020
(in £000's)
PDBI 7,230,942 6,870,175
Liability 859,293 950,343

8,090,235 7,820,518

UK GAAP Solvency Il

Claims Provision

PDBI 6,112,851 4,038,817
Liability 323,561 213,780
6,436,413 4,252,597

2

UPR/ Premium Provision

Gross Best Estimate (=1+2) | 14,526,648 12,073,114

Reinsurance PDBI 4,466,078 4,442,738
Recoverables CP Liability - -

4,466,078 4,442,738

Reinsurance PDBI 2,633,746 2,213,815
Recoverables UPR/PP |Liability - -

2,633,746 2,213,815

Total RI Recoverable (=4+5) 7,099,824 6,656,553
Net Best Estimate (=3-6) 7,426,824 5,416,562
. . PDBI - 273,833
Risk Margin ——
Liability - 57,584
- 331,417
Gross Technical Provisions (=3+8) 14,526,648 12,404,532
0 Net Technical Provisions (=9-6) 7,426,824 5,747,979

In summary, there is a decrease of £1.68m when moving from SAGIC’s UK GAAP Reserves to its Solvency Il Technical
Provisions and the various drivers of this change are summarised below. This is primarily driven by the allocation of items that
fall under Solvency Il Technical Provisions cashflows to GAAP Balance Sheet headings like “Reinsurance Payables” and “Other
Liabilities”.
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The following graph provides an analysis of change from the UK GAAP Reserves to the SlI Technical Provisions. Overall, there
is a decrease of £1.68 m when moving from UK GAAP Reserves to Solvency Il Technical Provisions; the various drivers of this
change are displayed in the waterfall chart below:
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Das. OTHER LIABILITIES

Balance
Sheet at 31 | 2020 2020
March UK Solvency Comments
(in GBP | GAAP 1
£°000)

Funds and
liabilities

Under UK GAAP, the ‘Other Liabilities’ include, among
Other 1529 842 others, ‘Accruals and deferred income’” and “‘Creditors — incl tax
liabilities ' and NI’. Under SlI, the Reinsurer’s share of deferred acquisition
costs has been removed

D4. ALTERNATIVE METHODS OF VALUATION

SAGIC does not utilise any alternative methods of valuation.

D5. ANY OTHER INFORMATION

SAGIC has not identified any other information that it considers material to be disclosed.
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E. CAPITAL MANAGEMENT

E1l.  OwN FUNDS AND THEIR QUALITY

Tier 1 capital constitutes 100% of SAGIC’s total own funds. The table below lists SAGIC’s capital components along with their
classifications: The SCR of £4.69m represents 95% of SAGIC’s total own funds while the free surplus of £0.25m equates to
approximately 5% of SAGIC’s total own funds

Solvency Il SCR  Solvency Il SCR

Classification

Type of Capital (in GBP '000s) of Capital as at 31st March  as at 31st March
2020 2019
Ordinary share capital (gross of own shares) Tier | 400,000 400,000
Reconciliation Reserve Tier | (665,613) 4,661,062
An amount equal to the value of net deferred tax assets Tier | 5,197,174 -
Total Own Funds 4,931,561 5,061,062

Information, objectives, policies and processes for managing own funds

SAGIC’s objective under its Corporate Plan is to maintain its total capital resources (own funds) in line with its risk appetite
statement over the insurance cycle. SAGIC forecasts its capital over a 3 year planning horizon as part of its ORSA process.

E2.  MINIMUM CAPITAL REQUIREMENT AND SOLVENCY CAPITAL REQUIREMENT

Minimum Capital Requirements (“MCR”)

SAGIC’s Standard Formula MCR as at 31st March 2020 has been calculated as £3.19m. The table below illustrates SAGIC’s
MCR and SCR coverage ratios:

Solvency Il SCR
as at 31st March 2020

(E000's)
Eligible Own Funds 4,931,561
Solvency Capital Requirement (SCR) 4,685,531
Minimum Capital Requirement (MCR) 3,186,921
Own Funds Surplus over SCR 246,030
SCR Coverage Ratio 105%
Own Funds Surplus over MCR (Tier 1 only) 1,744,640
MCR Coverage ratio 155%

The inputs into the MCR are net premium (£10.9m) and net technical provisions excluding Risk Margin (£5.4m). As is evident
from the table above, SAGIC is adequately capitalised to meet its business obligations on an ongoing basis.
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Solvency Capital Requirement (“SCR”)

SAGIC has based its SCR calculations on the Standard Formula using its UK GAAP financial statements. The summary results
of the SCR calculation are set out below:

Solvency Il SCR

Risk Classification as at 31st March 2020 Proportion of SCR
(E000's)

Underwriting Risk 3,294,004 70%
Counterparty Default Risk 1,247,882 27%

Market Risk 96,289 2%

SCR pre-diversification 4,638,175 99%
Diversification Credit (545,970) -12%
Operational Risk 593,326 13%

SCR Final 4,685,531 100%

As at 31st March 2020, the largest contributor to SAGIC’s SCR was underwriting risk accounting for approximately 70% of the
pre-diversified SCR; with market risk and counterparty default risk contributing to the remaining 29% in aggregate.

Appropriateness of Standard Formula
The SAGIC Board and management have reviewed the appropriateness of the Standard Formula SCR calculation given the
nature of the business and consider it to be appropriate as a regulatory capital measure. The main reasons for this are explained

below:

Consistency in Methodology

The modelling methodology and structure underlying the Standard Formula are closely aligned to and consistent with the Board
and Management’s evaluation of the business risk profile. SAGIC underwrites traditional property insurance primarily, and a
much smaller book of liability insurance alongside this. An important part of the business relates to insuring its parent entity’s
(The Salvation Army) risk exposures. There is considerable in-house underwriting experience and expertise and a close control
of risk exposures. The following factors support management’s assertion that the standard formula is a sufficient measure of the
company’s risk profile and hence its regulatory capital requirements:

e Simplicity of risk profile — the company writes traditional insurance lines with a significant proportion of the portfolio
associated with parent’s entity risk exposures. The structure of the standard formula covers sufficiently the classes of business
that the company is operating.

e Underwriting experience - the company maintains considerable in-house expertise and experience in the lines of business it is
operating. Management has developed an in-depth understanding of the risk involved and, with the support of externally
outsourced actuarial services they are in a position to assess the appropriateness of the level of risk implied by the standard
formula calculation.

e Simple investments — the company operates a straightforward investment strategy with the absence of complex investment
vehicle.
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e Absence of Defined Benefit pension obligations — this implies that one of the known weaknesses of the Standard Formula is
not applicable in this case. SAGIC carries reserve, premium and catastrophe risk. This latter risk category is the most material
element of the company’s overall risk profile. The following comments can be made in relation to the appropriateness of the
standard formula:

0 The company writes predominantly property business. In terms of the exposure measure of reserve risk a significant
effort is put towards converting the GAAP reserves into Solvency Il Technical provisions — this process is discussed
in detail under section ‘D2. Technical Provisions’ of this report. The base volatility factors calibrated at EIOPA level
are deemed appropriate by management given the nature of the portfolio and the fact that the business written is
largely standard UK property insurance risk with no unusual features embedded in the policies.

0 The premium risk is largely driven by forecast business volumes. The company implements a robust approach in
deriving these volumes which are ultimately approved by the Board. Like reserve risk, the volatility factors are
deemed appropriate by management.

0 The company is exposed to EEA domiciled catastrophes and as such the estimation of catastrophe risk is based on
the use of the pre-defined scenarios. These scenarios are deemed appropriate for the risk faced by the company.

o Inaddition, an appropriate amount of stress and scenario testing was carried out to satisfy the board of the adequacy
of the SCR capital calculated using the Standard Formula.

E3.SCR SIMPLIFICATION

SAGIC uses the modified duration simplification instead of full cashflows on the asset side to calculate interest rate risk under
the Standard Formula. This approach is reasonable given that the durations of its assets and liabilities are well matched.

E4. USE OF INTERNAL MODEL

SAGIC uses the Standard Formula approach to calculate its SCR and not an internal model.

E5.NON-COMPLIANCE WITH THE MINIMUM CAPITAL REQUIREMENT AND SIGNIFICANT NON-
COMPLIANCE WITH THE SOLVENCY CAPITAL REQUIREMENT

SAGIC has fully complied with its SCR and MCR requirements during the period under review.
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APPENDIX 1: ROLES AND RESPONSIBILITIES OF THE BOARD

The Board determines SAGIC’s strategy and its risk appetite. It sets SAGIC’s values and standards and ensures that its fiduciary
duties to policy holders and other stakeholders are appropriately discharged. The Board of SAGIC is the highest authority in the
management structure and is ultimately and collectively responsible for the management of SAGIC including the meeting of all
regulatory requirements as applicable.

Thus, the primary function of the Board is to oversee that SAGIC’s management has effective processes in place to:

Ensure the proper management of, and processes for, the conduct of SAGIC’s business activities;

Set the strategy and consider and endorse the options available to SAGIC;

Ensure that management considers and protects the interests of third parties as part of the Boards’ obligations under the
PRA’s prudential regulations and the FCA’s conduct regulations;

Ensure that SAGIC maintains an adequate level and quality of capital commensurate with the scale, nature and
complexity of its business and risk profile, such that it is able to meet on-going solvency requirement under Solvency Il
and other local regulations;

Monitor the performance of SAGIC as well as its operational and financial position;

Identify SAGIC’s principal risks and ensure that appropriate control and monitoring systems are in place to manage the
impact of these risks; and

Approve processes, procedures and systems to ensure that financial results are appropriately and accurately reported on a
timely basis.

In accordance with the Companies Act 2006, each director is obligated to comply with the following seven general duties:

1)
2)
3)
4)
5)
6)
7)

to act within the powers of the Company;

to promote the success of the Company;

to exercise independent judgment;

to avoid conflicts of interest;

not to accept benefits from third parties;

to declare any interest in proposed transactions or arrangements with the Company; and
to exercise reasonable care, skill and diligence.
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