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1. Summary

1.1 Business summary

Tokio Marine Kiln Insurance Limited (TMKI) was originally established as a controlling company of Tokio Marine & Nichido
Fire Insurance Co., Ltd. (TMNF) for policies written in the United Kingdom (UK) and European Union, with a network of offices
and agency representation in continental Europe.

Following a review of the Tokio Marine Group’s European operations, a strategic decision was taken in 2019 to restructure
the legal entities within the Group to better align them for sustainable and profitable growth. One of the key changes within
this new strategy was to place company platform business previously written by TMKI into run-off with effect from 1 January
2020. As a result the UK Japanese Business (J-Business) was offered for renewal through a sister company within the Tokio
Marine HCC Group.

Despite being placed into run-off, TMKI remains a commercial insurer with financial strength and benefits from being a
member of Tokio Marine Holdings, Inc. (TMHD), one of the largest insurance groups in the world, which enabled it to offer

substantial amounts of coverage to selected corporate clients.
1.2 Performance summary

TMKI’s result for the year-ended 31 December 2023 was a profit after tax of £10.5 million, which was an improvement on
the £8.1 million loss after tax in 2022. The improved performance against 2022 was mainly due to a net investment gain of
£11.8 million in 2023 against a net loss of £7.9 million in 2022 as the investment portfolio benefitted from the high yield
environment. With most of the investment assets comprising Sterling-denominated fixed income securities, total investment

performance is materially affected by movements in UK yields.

The underwriting result in 2023 was a £0.3 million profit (2022: loss £3.8 million), mainly driven by favourable claims

development.

Net claims incurred experienced favourable movements of £2.9 million, mainly due to an improvement in the provision for
COVID-19.

Net acquisition costs decreased by £0.5 million to £0.4 million as premium reduced and the Company reduced its operations

in line with the continued run-off.

There were no other business or operating events that had a significant impact on the solvency and financial condition of the

business in 2023.
1.3 System of governance summary

TMKI operates within the regulatory framework of the Prudential Regulation Authority (PRA) and the Financial Conduct
Authority (FCA).

Following the strategic decision to put TMKI into run-off, an updated governance structure has been in place since 1 January
2020.

Although TMKI remains part of the Tokio Marine Kiln Group (TMK), a separate Board was constituted for the Company to
ensure a successful and orderly run-off, which protects policyholders’ interests and is consistent with upholding the Group’s
“Good Company” philosophy. To ensure Board accountability the Board is comprised of executive directors and independent

non-executive directors.

An Own Risk and Solvency Assessment (ORSA) report, Management Responsibilities Map and Board and committees’ Terms

of Reference have been produced and are maintained for the Company.
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TMKI operates a Three Lines Model for risk ownership, management, and oversight and assurance, while the Risk
Management, Compliance and Internal Audit Functions provide regular reporting to management, the Board and parent

company.

The Risk Management function is organised at the TMK level. Risk information is reported through the bi-annual ORSA
process. The TMKI Run-Off Committee and the TMKI Risk, Capital & Compliance Committee (RCCC) receive an annual ORSA
report and a subsequent lighter-touch ORSA report.

1.4 Risk profile summary

TMKI's risk profile is as detailed in section C of this report.

As TMKI was placed into run-off from 1 January 2020, the risk profile of the company changed, as unearned exposures

expired and non-insurance areas of the company’s operation have been de-risked.

In terms of underwriting risk, TMKI now has significantly reduced natural catastrophe exposures as policies continue to run-
off. As a result of the US Dollar weakening, the value of sums insured for man-made fire cat risk net exposure has decreased
despite sums insured on property construction contracts increasing as construction progresses towards completion. TMKI
still carries significant reserves and hence reserving risk, which combined with catastrophe risk are now the main drivers of
underwriting risk as premium risk and lapse risk reduce. Section C contains the full risk profile breakdown as mentioned
above.

Counterparty credit default risk has reduced as reinsurance recoveries are made and live exposures expire; premium debt
has also reduced significantly over 2023.

Market risk’s contribution to the overall risk profile is low due to TMKI's conservative investment strategy, which has capital
protection as the overriding aim.

Liquidity risk is mitigated through the overall strategy of ensuring that TMKI holds sufficient liquid assets in order to settle
any financial obligations as they fall due. Liquidity is monitored by the Investment Committee and is a core part of risk
appetite reporting to the Run-off Committee and RCCC.

Operational risk is mitigated through retention strategies to ensure appropriate resourcing remains in place for the run-off
of the Company. There is also a strong system of risk reporting and risk governance underpinned by the TMKI Risk Appetite
Framework.

Other risks to TMKI are Solvency risk, Reputational risk, Run-off risk, Regulatory risk, Conduct risk and Climate risk.

There were no material changes to TMKI's risk profile between 31 December 2022 and 31 December 2023.
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1.5 Valuation for solvency purposes summary

The majority of asset and liability classes within TMKI’s balance sheet are valued identically under both Solvency II and
GAAP. The key differences are the valuation of the technical provisions and the reclassification of non-overdue insurance and
reinsurance debtor and creditor balances to technical provisions. These differences changed the amount of capital held

between 31 December 2022 and 31 December 2023 as follows:

Description 31 Des 2023 31 Des 2022
(£'000s) (£'000s)
Total equity per GAAP financial statements 123,451 112,958
Difference in net technical provisions including DAC (1,616) (4,194)
Difference in net (re)insurance debtors and creditors (119) 3,138
Difference in other items - 6
SII Basic Own Funds 121,716 111,908
Ancillary Own Funds 30,000 30,000
Total available Own Funds to meet the SCR 151,716 141,908

There were no changes to the valuation methodologies for solvency purposes between 31 December 2022 and 31 December
2023.

1.6 Capital management summary

TMKI has adopted the Standard Formula (SF) approach to calculating its Solvency Capital Requirement (SCR). No
Undertaking Specific Parameters (USPs) are utilised within this calculation.

To ensure that the SF SCR is appropriate for the risks faced by TMKI, an assessment of SF appropriateness is undertaken
annually, looking at the assumptions underlying the SF versus TMKI's risk profile. The SCR is reviewed and signed off by the

Board annually.

The objective of own funds management is to maintain, at all times, sufficient own funds to cover the SCR and Minimum
Capital Requirement (MCR) such that the solvency ratio, as measured against the SCR and referred to as the Regulatory
Solvency Ratio (RSR), remains within risk appetite. The own funds are to be of sufficient quality to meet the eligibility
requirements in Article 82 of the Solvency II's Delegated Regulation 2015/35. Separate to the RSR risk appetite, the TMKI
Board sets a target buffer of own funds to be held above the economic capital requirement (ECR) as determined by the TMKI

capital model.
The Board is provided with a half yearly capital update in which the eligible own funds to cover the RSR is reviewed.

As part of own funds management, TMKI maintains a run-off plan, which sets out annual solvency projections and includes

the structure of, and requirements for, own funds over the foreseeable run-off period.
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The amount of the SCR, MCR and the eligible amount of own funds to cover these requirements classified by tiers as at 31

December 2023 are as provided in the tables below:

Description (£'000s) L oes st
Tier 1 Tier 2 Tier 3 Total Total
Basic Own Funds
Ordinary share capital 35,000 - - 35,000 35,000
Share premium account 186,000 - - 186,000 186,000
Reconciliation reserve (102,264) - - (102,264) (113,016)
Net deferred tax assets - - 2,980 2,980 3,924
Total Basic Own Funds 118,736 - 2,980 121,716 111,908
Ancillary Own Funds
Letters of credit - 30,000 - 30,000 30,000
Available and Eligible Own Funds
Total available own funds to meet SCR 118,736 30,000 2,980 151,716 141,908
Total available own funds to meet MCR 118,736 - - 151,716 107,984
Total eligible own funds to meet SCR 118,736 30,000 2,980 151,716 141,98
Total eligible own funds to meet MCR 118,736 - - 151,716 107,984
Description 31 D(e£C,02°00253) 31 D(:(':Ozo%zs%
SCR 69,876 76,772
MCR 17,469 19,193
Ratio of Eligible Own Funds to SCR 217% 185%
Ratio of Eligible Own Funds to MCR 680% 563%

TMKI has in place Ancillary Own Funds (AOF) held in the form of a Letter of Credit for £30.0 million, which is valid until
December 2024. This was originally approved by the PRA in December 2021 and in November 2022 the approval period was
extended to December 2025.

TMKI has no volatility, matching or transitional arrangements.
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A Business and Performance

Al Business

Al.1 Name and legal form of the company

Tokio Marine Kiln Insurance Limited (TMKI) is a non-life insurer incorporated in England and Wales under the registered
number 00989421 and operating in the UK. Since 1 January 2020 the Company has been in run-off.

Al.2 Name and contact details of the authorities responsible for financial supervision of TMKI

TMKI is authorised by the PRA and regulated by the FCA and the PRA under firm reference number 202574. The contact
details for the PRA and the FCA are as follows:

. PRA: 20 Moorgate, London EC2R 6DA
. FCA: 12 Endeavour Square, London E20 1IN

Al1.3 Name and contact details of the external auditors to TMKI
The external auditors are PricewaterhouseCoopers LLP, Chartered Accountants, 7 More London Riverside, London SE1 2RT.
Al.4 Holders of qualifying holdings in TMKI and its position within the Tokio Marine Group

The ultimate parent company and controlling party is Tokio Marine Holdings, Inc. (TMHD) incorporated in Japan. Copies of
the consolidated financial statements of TMHD are available from 2-6-4 Otemachi, Chiyoda-ku, Tokyo, 100-0004, Japan.

The immediate parent company is Tokio Marine Kiln Group Limited (TMK), which is incorporated and registered in England

and Wales. Copies of the financial statements of TMK are available from 20 Fenchurch Street, London EC3M 3BY.

The schematic of the group structure below shows TMKI's link to the ultimate holding company, TMHD:

Tokio Marine Holdings, Inc.
Registered and Listed in Japan

N
o
3
>

Tokio Marine & Nichido Fire Insurance Co., Ltd.
Registered in Japan

-
o
3
>

Tokio Marine Kiln Group Limited
Registered in England & Wales no. 02949032

' 4

Tokio Marine Kiln Insurance Limited Tokio Marine Kiln Syndicates Limited
Registered in England & Wales no. 00989421 Registered in England & Wales no. 00729671

—
o
3
>
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Al1.5 Material lines of business and geographical areas

Prior to run-off, TMKI's principal activity was the underwriting of predominantly short-tailed commercial marine cargo,
property and liability insurance business in the London market, across the UK regions, and through local branches in
continental Europe. Central to TMKI's strategy was the insurance of large Japanese corporates.

In run-off, the Company is focused on servicing the clients existing on its books and ensuring a successful and orderly run-
off.

Al1.6 Significant business or other events during the reporting period

There are no significant business or other events to be reported.
A2 Underwriting performance

A2.1 Comparison of underwriting performance between 2023 and 2022

The overall summary of TMKI's underwriting performance on a UK GAAP basis is provided in the table below for the years
ended 31 December 2023 and 31 December 2022.

2023 2022 Variance

(£'000s) (£'000s) (£'000s)

Gross premiums written 1,039 (797) 1,836
Outward reinsurance premiums 780 (4,773) 5,553
Net premiums written 1,819 (5,570) 7,389
Earned premiums, net of reinsurance 864 (528) 1,392
Claims incurred, net of reinsurance 2,946 4,214 (1,269)
Change in unexpired risks provision 1,452 (2,039) 3,491
Net acquisition costs (386) (904) 518
Other operating expenses (4,613) (4,520) (93)
Underwriting result 263 (3,777) 4,039
Net investment income/(loss) 11,797 (7,947) 19,744
Foreign exchange gain 880 508 372
Other income 13 37 (24)
Profit/(loss) before tax 12,953 (11,179) 24,131
Taxation (2,460) 3,054 (5,514)
Profit/ (loss) after tax 10,493 (8,125) 18,617

The net investment gain, foreign exchange gains and other income increased this year to a £12.7 million gain (2022: loss
£7.4 million). The overall profit before tax of £13 million was a £24.1 million improvement on the prior year due to the
improvements in net incurred claims, acquisition costs and expenses.

Net incurred claims decreased by £2.9 million in the year, mainly due to an improvement in COVID-19 provisions.

Net acquisition costs decreased by £0.5 million compared to 2022 as the Company reduced its operations in run-off. The

underwriting profit of £0.3 million in 2023 was an improvement on the £3.8 million loss reported in the prior year.
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A2.2 Analysis of underwriting performance by Solvency II Line of Business

The following tables show TMKI's underwriting result, broken down by Solvency II lines of business:

2023 GWP!!] NEP!2! NICI3] NAQ!  Op Exp!®! Underwriting
(£'000s) (£'000s) (£000s) (£'000s) (£000s) (£'5%Sousl;

Medical Expense (65) (65) (252) 35 (50) (332)
Marine, Aviation & Transport 156 204 (519) (117) (819) (1,251)
Fire & other Property Damage 858 539 14,616 (331) (3,464) 11,360
General Liability 97 148 (11,408) (16) (260) (11,536)
Assistance - - - - - -
Miscellaneous Financial Loss 4 40 1,612 43 (20) 1,675
Non-Proportional Casualty - - 27 - - 27
Non-Proportional Property (11) (2) 322 - - 320
1,039 864 4,398 (386) (4,613) 263

2022 GWPI!] NEP!2] NIC3! NAQ*!  Op Exp!®! Underwriting
(£'000s) (£'000s) (£'000s) (£'000s) (£'000s) (£'B%SOUSI;

Medical Expense (115) (115) 155 69 (5) 104
Marine, Aviation & Transport (761) (751) 2,329 548 (215) 1,911
Fire & other Property Damage (677) (2,602) 4,467 338 (2,546) (343)
General Liability 820 903 (6,347) (374) (306) (6,124)
Assistance - - (8) - - (8)
Miscellaneous Financial Loss (141) 1,961 1,658 (1,454) (1,446) 719
Non-Proportional Casualty - - (13) - - (13)
Non-Proportional Property 77 76 (65) (31) (2) (22)
(797) (528) 2,176 (904) (4,520) (3,776)

[1] Gross Written Premium (‘\GWP’)

[2] Net Earned Premium (‘NEP’)

[3] Net Incurred Claims and change in unexpired risks provision (‘NIC’)
[4] Net Acquisition Costs (‘"NAQ’)

[5] Operating Expenses (‘Op Exp’)

For 2023, TMKI’'s book separates into four main Solvency II lines of business: Marine, Aviation & Transport (MAT), Fire &
other Property Damage (Property), General Liability and Miscellaneous Financial Loss. These four classes represent 98% of
the total net incurred claims in 2023 and 94% of the underwriting profit of £0.3 million.

Commentary is provided below for these four classes:
Marine, Aviation & Transport

The Marine, Aviation & Transport Solvency II line of business reported an underwriting loss of £1.3 million (2022: profit £1.9

million), mainly due to a deterioration in claims incurred.
Fire & other Property Damage

The Property Solvency II line of business reported an underwriting profit of £11.4 million (2022: loss £0.3 million), mainly

due to the reduction in provisions for COVID-19.
General Liability

The General Liability Solvency II line of business recorded an underwriting loss of £11.5 million (2022: loss £6.1 million),

due to additional IBNR claims provisions for liability business.

Tokio Marine Kiln Tnsurance |imited




DocuSign Envelope ID: F10C4B39-96BB-475C-8848-5246856E7CE1

Solvency and Financial Condition Report 2023

Miscellaneous Financial Loss

The Miscellaneous Financial Loss Solvency II line of business reported an underwriting profit of £1.7 million (2022:profit £0.7

million).
A2.3 Analysis of underwriting performance by material geographical areas

The following tables show TMKI's underwriting result, broken down by key geographical territories as determined by Solvency

II classification:

GWP NEP NIC NAQ Op Exp Underwriting

2023 result

(£'000s) (£'000s) (£'000s) (£'000s) (£'000s) (£'000s)

United Kingdom 149 (969) 3,695 (123) (768) 1,834
Luxembourg 364 364 716 (132 (936) 12
United States of America 89 264 318 (66) (683) (167)
Peru 279 365 (37) (99) (939) (710)
881 24 4,691 (420) (3,326) 969

United Kingdom

The UK, which is TMKI’s largest underwriting territory under Solvency II, produced an underwriting profit of £1.8 million,

mainly due to the reduction of provisions relating to COVID-19.

Luxembourg

The underwriting profit of £12,000 was mainly driven by a reduction in the estimation of outwards run-off reinsurance costs.
United States of America

The underwriting loss of £0.2 million was mainly driven by allocated operating expenses, which counteracted a reduction in

claims provisions.
Peru

The underwriting loss of £0.7 million was mainly driven by expenses allocated against gross earned premium.
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A3 Investment performance

A3.1 Income and expenses from investments by asset class

The investment portfolio as at 31 December 2023 consisted of investment grade fixed income securities, money market
funds, fixed deposits and cash. Investment performance in terms of income and expenses is summarised by asset class in
the table below on a UK GAAP basis.

2023 2022

(£'000s) (£'000s)

Government bonds 2,704 (3,037)
Corporate/agency bonds 7,673 (4,846)
Securitised assets 136 38
Money market funds and cash 1,332 446
Absolute Return Fund 148 (177)
Gross investment return 11,993 (7,576)
Investment management fees (196) (371)
Net investment return 11,797 (7,947)

Investment income comprises interest and dividends receivable, together with realised and unrealised investment gains or

losses. Investment fees consist of asset management and custody fees.

Information relating to investments is reported on a fair value basis within the income statement. They are initially recorded
at cost, which equates to fair value and subsequently re-measured at fair value through profit and loss. No gains or losses

are recognised directly in equity.

The net investment return for 2023 was a gain of £11.8 million (2022: loss £7.9 million). With most of the investment assets
comprising Sterling denominated fixed income securities, total investment performance is materially affected by movements
in UK yields.

A3.2 Investment in securitised assets

TMKI currently has a small allocation of directly held securitised assets, which are Sterling-denominated, AAA-rated, and are
in aggregate less than 2% of TMKI's total investment assets. The materiality of such securities is monitored and reviewed

quarterly.

A4 Performance of other activities

A4.1 Other material income and expenses
Other income decreased to £13,000 in 2023 from an income of £37,000 in 2022.
A4.2 Material leasing arrangements

TMKI has no financial or operating lease agreements.

A5  Any other information

A5.1 Additional information on the impact of the COVID-19 pandemic on performance

The COVID-19 ultimate loss estimates for the Company have reduced compared to prior year, mainly due to the expiry of

engineering construction policies without extension due to delays caused by COVID-19.
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A5.2 Additional information on the impact of potential losses arising from long-tail lability exposures

The Company is aware of the heightened estimation uncertainty when reserving for potential losses arising from long-tail
liability exposures. Management has a robust reserving approach and conduct detailed analyses to corroborate the held
reserves at the year-end date.
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B System of Governance

Bl General information on the system of governance
B1.1 Role and responsibilities of the administrative, management or supervisory body and key functions

TMKI was TMK’s company platform in the UK, operating within the regulatory framework specified by the PRA and the FCA
as set out in section A1.2 of this report.

The TMKI Board has established oversight of the business and its operations, setting the strategy and ensuring that liaison
has taken place in conjunction with the regulators to ensure appropriate corporate governance and control, including risk

management, are in place to ensure the Company can meet its obligations to all stakeholders, in particular, policyholders.

The TMKI Board and its sub-committees hold regular meetings to consider various items, such as the overall run-off strategy,
risk management and control framework, and financial reporting, including adequacy of the business capital and reserves.
These are standing items on the TMKI Board agenda.

A TMKI specific Management Responsibilities Map and Board and committee Terms of Reference have been produced, and

an ORSA report is maintained to reflect TMKI’s run-off status.

The following departments and functions operate at the TMK level, with group heads of department to support both entities:
Actuarial, Claims, Compliance, Finance, Legal, Company Secretariat, Human Resources, Internal Audit, Operations, and

Enterprise Risk Management.
Role and responsibilities of the TMKI Board

The role of the Board is to set the Company’s standards and values, determine the strategic direction and management of
the Company within the context of the wider TMK Group strategy, monitor the effectiveness of the run-off of the Company,
provide leadership, to ensure that the control framework enables the required assessment and appropriate management of

risk, and to ensure that the Company has sufficient human resources to meet its objectives within the Company’s budget.

The Terms of Reference specify the matters reserved for decision by the Board. These include items relating to:

. strategy and management;

. management of the run-off;

. dividends and capital;

° financial reporting controls;

. appointments;

. business plan and associated capital requirements;

. underwriting;

. reserving;

° aggregate exposures and realistic disaster scenarios;
. risk management policies and procedures; and

. the establishment of any committee of the Board and its composition.

The Board may delegate responsibility for particular matters to one or more Board committees, the Board Chair, Group Chief

Executive Officer or otherwise, as it sees fit.

TMKI's governance model sets out the Board’s key responsibilities and promotes its core values with the overarching aim of

ensuring a successful and orderly run-off which protects policyholder interests, whilst acting with respect and integrity.
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TMKI is committed to high standards of corporate governance and believes that the Board and committee structure in place
supports those requirements and the provision of an adequate flow of information from the business functions into the

committees and ultimately up to the Board. The schematic below shows the Company’s Board and committee structure:

* Nomination and Run-Off Risk, Capital * Investment

Remuneration
Committee
Chair:

Committee
Chair:
Nick Hutton-

Audit Committee
Chair:
Chris Moulder

& Compliance
Committee
Chair:

Committee
Chair:
Chris Williams

Andrew Torrance Penman Chris Moulder

(Whistle-Blowing) Key:
Underwriting -
Governance

Committee o
Chair:
Holly Strette

* Operations
Committee
Chair: Chair:

Committee Challenge
Anna McNam ara Reeken Patel (Executive)

*Committees meeting jointly with Tokio Marine Kiln Syndicates Limited

B1.2 Key Functions

Key functions are those functions whose operation “if not properly managed and overseen, could, depending on the nature
and complexity of the business, potentially lead to significant losses being incurred or to a failure in the ongoing ability of

the firm to meet its obligations to policyholders”.

In accordance with the rules in the Conditions Governing Business part of the PRA Rulebook and the European Union’s
Solvency II Delegated Regulation 2015/35, the following business functions have been designated as key functions: Risk

Management, Compliance, Internal Audit, and Actuarial.
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Following an internal assessment, TMKI has also designated the following as key functions: Underwriting, Claims, Customer
Oversight, Finance, Delegated, IT and Human Resources. The Non-Executive Directors have also been designated as a key

function. All business functions have a reporting line to the Board as shown below in the Management Responsibilities Map:

MNEDs™

Internal Audit * I

I
[oraerwrcs | [
B [~ ]

[ 1= ] [coomeowsn]
I Mick Hutton-Penman I I Operations I _ _

I Data Management I I CompanvSec:retariatI I Cutsourcing I

I Audit Committee Chair

L
I Brad Irick I {

Directors

| Reeken Patel | { | Finance * | | OWRI | |actuarial = (ncl. cum) |
—— | e o]

I Legal I

I Sufen Lim I { I Underwriting Support I I Credit Control I

* Denotes Key Function

B1.3 Roles and responsibilities of the Key Functions
Actuarial Function

The Actuarial function coordinates the calculation of the technical provisions as set out in Article 82 of the Solvency II
Directive: comparing best estimates against experience; ensuring that methodologies, models and the assumptions
underlying the technical provisions are appropriate; calculating the ultimate loss ratios and GAAP technical provisions;
assessing uncertainties underlying reserves estimates; and assessing the continued appropriateness and suitability of the

standard formula to TMKI's risk business and risk profiles for calculating regulatory capital requirements.

The Actuarial function also supports the development and maintenance of an effective risk management system through
supporting the ORSA process; providing the Board and management with information on risk and capital profiles; and

assessing the appropriateness of reinsurance programmes.
Enterprise Risk Management Function

The Enterprise Risk Management function facilitates the establishment and implementation of the risk strategy, risk policies
and risk process; ensuring a consistent approach for identifying, assessing, mitigating, monitoring and reporting material
risks; challenging risk management practice; and helping to embed a culture of risk awareness and proactive risk
management. In addition, the function facilitates the setting of risk appetite limits and reporting against them, providing the

Board and management committees with timely reporting on risks at the aggregated level.

The Enterprise Risk Management function has oversight of TMKI's internal control environment, as outlined in the Internal
Controls Policy, supporting risk assessments, incident management, and providing the Board and management with training

on risk matters.
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Compliance Function
The Compliance function supports the business in managing Regulatory and Financial Crime risk.

The function undertakes a number of activities, such as providing advice to the business, maintaining oversight of the
financial crime framework, carrying out horizon scanning focused on regulatory and financial crime risks, incident
management, delivering compliance training and education, managing relationships with regulators, and reporting on

regulatory and compliance risk exposure to the Board and management.

Within the function there is an independent 2nd line of defence Oversight & Assurance (O&A) team that monitors whether
existing business processes and practice are being operated in a compliant manner. O&A also conducts regular monitoring

and oversight of the business to identify areas of potential breaches of regulations.
Internal Audit Function

The Internal Audit function evaluates the appropriateness, adequacy, operation and effectiveness of the system of
governance, including the internal control system. Internal Audit’s remit covers review of processes and controls, how these
are being adhered to and implemented by all business areas, and the timing and frequency of reports. The function provides
reports of their reviews with findings and recommendations, deadlines for completion and assigned action owners. The

function also monitors completion of the agreed actions and reports on these quarterly to the Audit Committee.

The roles of the other designated as key functions (as detailed in the Management Responsibilities Map) are as set out in

their internal departmental documentation.
B1.4 Authority, resourcing and operational independence of Key Functions

All the designated key functions are provided with the necessary authority, resource and independence they require to
effectively fulfil their roles. They each report to the Board, either directly or through designated Board committees. Their
reports are standing items on the Board and Board committees’ agendas.

B1.5 Material changes in the system of governance over the reporting period

Following the decision to put TMKI into run-off, a run-off plan was implemented for TMKI in 2019 and agreed with the PRA.
The updated governance structure has been in place since 1 January 2020. Although TMKI remains part of the Tokio Marine
Kiln Group, the separate Board was constituted for the Company to consider specific matters to ensure an orderly run-off,

which protects policyholders’ interests and is consistent with upholding the group’s “Good Company” philosophy.

To ensure continuity of Board accountability, the TMKI Board is comprised of executive directors and independent non-

executive directors.

The Board is responsible for ensuring that the relevant risk appetite framework and associated measures support effective
management of the run-off. The Company continues to ensure that policyholders are treated fairly, while adequate capital

and reserves are maintained.
B1.6 Material Risk Takers

In line with the PRA’s requirement that firms should implement a “Material Risk Taker” process and identify staff whose roles
involve exposing the Company to material risks and who are able to influence material risk-taking, the Nomination and
Remuneration Committee have reviewed the criteria (including “consistent materiality thresholds”) and designated the

following categories of staff as Material Risk Takers:

. Board members;

. individuals who “effectively run the business” (for example, members of the Run-Off Committee);
. key function holders;

. those who have a material impact on TMKI's risk profile, based on role held; and

. Chair of the Product & Underwriting Governance Committee.
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B1.7 Remuneration policies and practices
Principles of the remuneration policy

TMKI's overall remuneration strategy is based on a robust process for reviewing and aligning all aspects of employees’ reward
against relevant market data. Furthermore, the Company’s practices and procedures reflect best practice and PRA/FCA

requirements.
Specifically, TMKI seeks to:

. ensure that the level of total compensation paid to reflect the pay position that it wants to take against the market.
For consistently high performers, the total compensation aspiration will be the upper quartile;
. maintain a risk management culture, which ensures that the Company’s employees conduct their affairs in line with

regulatory requirements and external stakeholders’ interests;

. ensure employees’ pay awards are fair, consistent, equitable and transparent;

. ensure that we do not unintentionally discriminate in any way and strive to eliminate anomalies;

. keep up-to-date with the market by benchmarking and reviewing pay on an annual basis;

. take into account all aspects of compensation and benefits; and

. ensure that our approach to compensation and benefits supports our aim of being a family friendly employer.

Explanation of relative importance of the fixed and variable components of remuneration
Remuneration at TMKI is based on fixed and variable pay:

. Fixed pay comprises salary, pension and benefits. Salaries are benchmarked annually to ensure that each employee
is paid the market rate for the position he or she fills.
. Variable pay rewards employees for their contribution to TMKI and recognises contributions above the performance

expected of their role.

B1.8 Information on individual and collective performance evaluation criteria on which any entitlement to

share options, shares or variable components of remuneration is based

TMKI follows a robust performance management process and ensures that staff receive feedback on their performance and

behaviours and understand how this relates to their remuneration.

The Company follows a four-tier system of performance grading, to enable managers to differentiate between various levels
of performance. Managers and staff are asked to provide a rating for each individual performance objective, as well a rating

against how effectively behaviours have been demonstrated that align to our values.

Performance ratings are then calibrated by senior managers in respective departments to ensure all managers are allocating

ratings on a fair, objective and consistent basis, reducing the likelihood for bias.

The performance ratings and behavioural ratings then impact the level of variable pay an individual receives, calibrated in

reward meetings between senior managers and the HR department.

B1.9 A description of the main characteristics of supplementary pension or early retirement scheme for
members of the Board and/or key function holders

TMKI does not provide supplementary pension or early retirement schemes for members of the Board or other key function

holders.
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B1.10 Material transactions with shareholders and those who exercise significant influence during the

reporting period

TMKI enters into transactions with other Tokio Marine Group entities in the normal course of business. The most material

transactions are reinsurance contracts accepted from Tokio Marine Europe S.A. and reinsurance cessions to TMNF.
B1.11 Assessment of adequacy of the system of governance
Review of Board effectiveness

In line with best practice, a review of Board effectiveness is completed regularly, as appropriate. As a matter of course, key

areas of focus include:

° the role and composition of the Board;

° the structure of Board meetings;

. the effectiveness of its standing committees; and

. individual performance of directors and the Board as a whole, including training requirements.

Other key areas that may be considered include:

. strategy;

° risks;

° culture;

. change management;
. leadership;

. accountability;

° external factors; and
. regulation.

A summary of key findings and actions are presented at a Board meeting for consideration, where appropriate actions are

agreed and tracked to completion.
Ongoing Review

At each Board meeting, the directors will discuss the items included on the agenda, in consideration of the current matters
impacting the business. Any observations or suggestions for improvement are recorded in the minutes, and agreed actions

are tracked to completion.

The review process forms the basis for the Board’s assessment of the adequacy of the system of governance and the

appropriateness of TMKI's governance to its business and risk profile.

B2  Fit and proper requirements

B2.1 A description of the specific requirements for skills, knowledge and expertise of persons who effectively

run TMKI or have other key functions

TMKI takes the fitness and propriety status of all its employees, not just key function holders, very seriously and ensures

that all staff are, and continue to be, fit and proper for their respective roles.

All candidates are assessed prior to appointment as part of the recruitment process and on an ongoing basis, through the
performance review process. All employees are also required to self-assess their fitness and propriety each year and are
asked to notify the HR team of any changes to their circumstances. Certain events, such as an internal promotion, may also

trigger a further review.
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When considering employees’ fithness and propriety, the following are taken into account:

. competence and capability;
. honesty, integrity and reputation; and
. financial soundness.

TMKI will ensure the professional competence, qualifications and suitability of all new employees through its recruitment

procedures, which include an assessment by an external investigator.

B2.2 A description of the fitness and propriety assessment process for persons who effectively run TMKI or
have other key functions

In assessing a candidate’s competence and capability prior to employment, all relevant matters are considered. This includes

a review and assessment of:

. the required competencies and capability to fulfil the intended role. This is assessed through structured interviews
and assessments, where applicable;

. the experience and training required to ensure that these are commensurate for the intended role; and

. whether the candidate’s reputation would suit the role they are being considered for, bearing in mind the factors set
out within the FCA Handbook’s section on fitness and propriety.

In order to comply with the fitness and propriety requirements, as part of any recruitment process. The Company:

. completes civil and criminal checks through the use of a third-party provider (with the full knowledge and agreement
of the candidate);

. verifies professional or other qualifications;

. ensures that any gaps within the candidate’s employment record are accounted for;

. obtains references from the candidate’s former employers, including any required regulatory references, if applicable;
and

° considers any adverse disclosures made by candidates.

In determining a candidate’s financial soundness, the Company takes into account whether the individual has been subject
to any judgement debt or award in the United Kingdom or elsewhere, and whether the individual has made any arrangements
with creditors, filed for bankruptcy, had a bankruptcy petition served on them, been adjudged bankrupt or been the subject

of a bankruptcy restriction order or any other related matter.

For existing employees, TMKI performs an annual fitness and propriety assessment for all certified and SMF staff under the
PRA’s Senior Managers & Certification Regime. This assessment is conducted by the Head of HR and the Head of Compliance

and takes into consideration the following factors:

¢ Recent information on background checks including civil and criminal checks and financial soundness
e Recent performance review information and capability assessment
e  Compliance with the Conduct Rules

e Completion of recent required training and qualifications

TMKI will ensure that training gaps are identified and met, ongoing objectives and performance are met through a robust

performance management process.

Upon receipt of any changes to circumstance, consideration will be given to whether they remain fit and proper in accordance
with the Fit and Proper Policy, and a decision will be made on whether any further action is required. Any non-disclosure of
relevant information is taken seriously. An escalation group is used to make decisions on a person’s fitness and propriety

should this come into question. The escalation group must consist of at least two Executive Directors of TMKI.

On an annual basis, the Board considers a report from the Group Chief Executive Officer on the competency of the persons

approved under the PRA’s Senior Managers and Certification Regime (SM&CR), following the performance review process.
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The competency of the executive and non-executive members of the Board is reviewed by the Nomination and Remuneration

Committee.

B3 Risk management system, including the own risk and solvency assessment

B3.1 Implementation of the risk management system

The Risk Management function is organised at the TMK Group level to support the business in achieving its strategic

objectives through appropriately managing risk taking within the business.

The risk management system is supported by a comprehensive, enterprise-wide Risk Management Framework (RMF) and a
suite of risk management policies, which are updated and approved on an annual basis. The RMF details the Company’s
approach to Enterprise Risk Management (ERM), summarising how risk is monitored and managed throughout TMKI at

various levels and across various departments.

In managing its risk exposures, the Company seeks to balance the risks and opportunities associated with the business
strategy and objectives. The Risk Management Team (RMT) reviews and updates the RMF annually, or more frequently if
there are major changes in the business’ risk profile that warrants this. It is reviewed and approved by the Risk, Compliance
& Capital Committee (RCCC).

The RMF is supported by a comprehensive RMT plan of activities for each year. The Risk Management plan takes a risk-based
approach to risk management, contains key areas of focus for the coming year, covering workstreams and resource

allocation.

As a business, TMKI is exposed to different areas of risk which are categorised within the Risk Universe documentation. The
Risk Universe is defined as ‘the complete view of all possible types of risk that the firm may face, reflecting the risk profile

of the business.” This includes risks which could both positively or negatively impact the business.

The Risk Universe underpins TMKI's Risk Appetite Framework (RAF), which sets out the parameters for risk-taking, laying
out the agreed appetite or tolerance for each area of risk the business is exposed to. Following an annual update by the RMT,
the RAF, which is approved by the RCCC each year, feeds in the outcomes of the business planning process. The RAF was
comprehensively refreshed in 2023 to update TMKI's risk appetite in line with the run-off plan.

B3.2 Integration of the risk management system into the decision-making processes

As discussed in section B3.1, the RMF is supported by a RAF document, outlining the approach to setting, measuring and
managing risk appetite. The RAF ensures that risk taking is aligned to the business strategy by managing risks according to
a set of risk preferences and tolerances. These are strategic choices taken by the business to deliver the best result to its

stakeholders.

In addition, risk management policies are in place for each Solvency II risk category. These are owned by the business and
functional areas and are updated annually, in line with the processes detailed within the RMF. These policies support the
business in carrying out their risk management responsibilities and encourage risk management and ownership in the First

Line, as per the Three Lines Model, which the Company adopts.

Risk management policies were reviewed and updated throughout 2023 to ensure consistency and accuracy. These were
approved by the RCCC.

Risk reporting is a regular, continuous and important process for TMKI as it builds alignment and transparency of risk
information between the business, management and the executive team. The risk management system and processes
facilitate this reporting throughout the year, allowing the Board and relevant committees to review and challenge risk

information and make informed decisions about the changing risk profile of the business. Specifically:

. The RMT report to the Run-off Committee and RCCC on risk management matters at least twice per year via the

ORSA Process. This report provides information on movements in the profile of top risks over the quarter; incident
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and near miss information where applicable and the latest position for a suite of risk metrics, which track against the
business’ stated risk appetite as set out in the RAF. Details on the ORSA are included in Section B3.3.

. Results of annual stress and scenario testing, where applicable to TMKI, contribute to the assessment and reporting
of risks and their potential impact on the profitability and solvency of the business. Further detail on this process is
included in Section B3.3.

B3.3 TMKI's own risk and solvency assessment (ORSA) process

Governance and steering of the ORSA process

The Board leads and steers the process for delivering the TMKI ORSA. The TMKI ORSA process is documented in the TMKI
ORSA policy, which sets out the Board’s overarching guidance on the ORSA process, including reporting requirements, to
ensure that regulatory and business requirements are continuously met. The goal of the policy is to assist the Board in
implementing processes to demonstrate the link between business strategy, risk appetite, risk profile and solvency needs.
The TMKI ORSA policy is reviewed and re-approved on an annual basis by the Board.

The TMKI ORSA process operates continuously throughout the year and is supported by several key elements, detailed
below, to provide the Board and management with a comprehensive assessment of risk, strategy and capital, informing and

supporting business decisions on an ongoing basis.

The annual ORSA report is reviewed and challenged by the Run-off Committee and RCCC. Once the RCCC is satisfied the
assessment is accurate and provides information required for capital allocation and strategic planning purposes, the report

is recommended for approval to the Board and submitted to the PRA annually.

Triggers for ORSA reassessment

A significant change to TMKI's risk profile will trigger an ad-hoc re-run of the ORSA process outside its regular cycle. A
significant change is defined to be a movement of 15% or more in the modelled Economic Capital Requirement over a
quarter, or a major model change or merger/acquisition activity impacting TMK Group. Other events, which will trigger a
rerun of the ORSA process outside its regular cycle include:

e A significant change in risk profile.

e  Failure in underlying controls or risk assessment processes leading to an incorrect assessment of capital requirements.
¢ A major change in the Run-off Plan

e At the discretion of the Chair of the Risk, Capital and Compliance Committee.

The final decision on whether an ad-hoc ORSA is required in these circumstances would be made through consultation
involving the RMT, the CRO and the chair of RCCC.

Forward-looking assessment of risk and capital

In line with Solvency II requirements, the ORSA process facilitates a forward-looking assessment of risk and capital. The

In line with Solvency II requirements, TMKI's ORSA process facilitates a forward-looking assessment of risk and capital. The
output of this assessment is included in the annual ORSA Report. Forward looking activities include:
e the RMT holding discussions with TMKI executives.

e the Finance and Actuarial functions drawing together planning assumptions around the run-off profile, investment
income and expenses and preparing balance sheets, profit and loss projections and the resulting capital and solvency
positions of the business

e the Run-off Committee reviewing the make-up of Own Funds between Basic Own Funds and Ancillary Own Funds; and

Where appropriate, the RMT would provide recommendations in the TMKI ORSA report to address and mitigate identified
current and future risks.
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Stress and scenario testing process

TMKI undertake stress and scenario testing (SST) to assess its ability to meet solvency and liquidity requirements under
stressed conditions. With TMKI in run-off, the use of reverse stress tests and sensitivity testing are now of less relevance to
the business profile. The SST process therefore now focuses on extreme event scenario tests. These test the solvency, capital
adequacy and liquidity of the business, as well as challenges to the business across each risk category. Tests are plausible

but extreme events.

TMKI capital

TMKI has adopted the Standard Formula (SF) approach to calculating its SCR. No Undertaking Specific Parameters (USPs)
are utilised within this calculation. The SCR is calculated by the Finance team and reviewed by the Run-off Committee and
the Board. To ensure that the SF SCR is appropriate for the risks faced by TMKI, an assessment of appropriateness is
undertaken annually by the Internal Model Validation Team, looking at the assumptions underlying the SF versus the risk
profile of TMKI, with key points documented in the annual ORSA report. The SCR numbers are reviewed and signed off by
the Board annually.

Regarding economic capital, capital assessments and allocations are presented to, and discussed with, senior management.
Outputs are included in the annual ORSA Report.

B3.4 Integration of the ORSA process into TMKI's decision-making processes

As noted above, the RMT reports the outputs of the TMKI ORSA process bi-annually to the Run-off Committee and the RCCC.
The contents of the ORSA reports are a key source of information for senior management.
The principal uses of the ORSA are as follows:

e To ensure there is sufficient capital available to meet TMKI’s current business requirements.
e As a key input to TMKI's capital contingency planning.
e To determine whether the TMKI Risk Appetite remains valid.

e To ensure that any risks that exceed TMKI's Risk Appetite are identified, assessed, and, if required, that appropriate
remedial action is taken.

e To inform the Reinsurance Strategy.

To provide assurance to stakeholders that appropriate risk management and capital planning procedures are in place.

B3.5 Use of the ORSA to determine TMKI’'s solvency needs - interaction between capital and risk

management

As noted in the previous sections, the TMKI ORSA process provides an update on the business risk profile on a bi-annual

basis. Changes to the risk and capital profile are highlighted with any necessary changes to strategy also noted.

The Chief Actuary provides the Run-off Committee and the RCCC with updates, which detail the latest regulatory and
economic capital calculations, and the amount of Own Funds available to the business. These two committees review the

capital positions against the business and risk profiles and make appropriate recommendations to the Board.

Metrics on capital are reported to the Run-off Committee and the RCCC through the bi-annual ORSAs. This includes metrics

used to track the level of required economic capital compared to the capital held and the agreed solvency margins.

B4  Internal control system

B4.1 Description of the internal control system

TMKTI's internal control system comprises a combination of activities carried out to eliminate or reduce the likelihood of risks

materialising and impacting the effective execution of its business strategy and the achievement of its objectives.
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Activities include control management undertaken by the business, independent reviews and reporting undertaken by the

both the RMT and the Compliance team, and the independent review and assurance activities undertaken by GIA.

All departments within TMK are responsible for proactively managing their control environment, including processes relating
to TMKI. Each department has in place an Internal Control Framework (ICF) document, capturing the most material controls
they rely upon to perform core activities, fulfil departmental objectives and mitigate the risks captured on the Risk Register.
These ICF documents are owned by the business and updated whenever there are changes to departmental processes. The
role of the Risk function is to provide oversight and challenge of departments’ risks and controls.

Incidents and near misses

A comprehensive incident and near-miss process is in place to ensure that events that have the potential to disrupt the

Company's operations are captured and recorded.

Active management of incidents is aided by an on-line Incident and Near Miss Portal, which is accessible to all staff. The
RMT, Compliance, Data Protection and Information Security teams are notified as soon as an incident is logged, allowing for
real-time management and escalation of issues. Analysis of incidents and near misses is also undertaken on a monthly and

quarterly bases to identify:

. common root causes of incidents that prevent departments from operating in an efficient manner;
. control weaknesses, leading to improvement plans; and
. trend analysis on the types of incidents and near-misses experienced by the business.

This analysis is included in reporting to senior management and to the OC and the RCCC through the ORSASs, ensuring that

material control weaknesses and trends are understood and addressed, where appropriate.

B4.2 How the Compliance function is implemented

The Compliance team operates as a key element of the internal control system. Compliance is a second line function and, as
such, it reports to executive management, but retains operational independence to preserve the objectivity needed to
effectively perform its role. Ultimate responsibility for the effective identification of risk and the maintenance of adequate

system of control rests with the first line. The first line of defence is responsible for corrective action on reported weaknesses.

The Compliance function seeks to provide expert insight on regulatory risk and to give independent assurance and oversight
to senior management as to the effectiveness of those systems and controls designed to mitigate and manage regulatory

risk.

The Compliance function is implemented through seven main areas:

Area Responsibilities of the Compliance function

¢ Engage with the business to identify and advise on regulatory matters, whether internally or
externally generated, to mitigate regulatory risk whilst supporting business objectives.

e Proactively involved in new strategic initiatives to provide guidance on regulatory matters. Staff
are encouraged to speak to Compliance promptly should they need help with obtaining,

Advisory interpreting or implementing regulation, or to engage them for review and approval.
e Advise the business on operating principles, instructions and guidance to manage and mitigate
regulatory and financial crime risk.
e Set the standards by which regulatory risks are managed.
e Monitor projected changes and revisions to relevant legislation and regulation and plans to
introduce new legislations and regulations.
) e Assess and report on potential impacts to TMKI and proposing amendments to TMKI's operations
Horizon to meet with changes.
Scanning

e Identify and evaluate compliance risk related to TMKI's business transactions.

e Review sources of emerging regulatory risk on an appropriate frequency and maintaining a log,
noting any potential impact and action being taken/communicated to the business.
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Area Responsibilities of the Compliance function

e Coordinate the management of regulatory and financial crime incidents and all stakeholders
Incident involved to bring to satisfactory conclusion, whilst involving regulatory legal and the use of
Management external counsel, where appropriate.

e Advise on appropriate remedial action for the business to take.

e Act as the primary contact point between TMKI and its regulators and other relevant authorities
(including law enforcement agencies) to facilitate and assist as required with the proactive
management of those relationships.

e Being a portal for routine communication and contact between TMKI and the external regulatory

Eg?al;:gg)sm community (the UK regulators and regulators in other countries as necessary). This includes
M P managing TMKI's response to information requests (excluding routine reporting), special
anagement e . - . . h -
notifications and involvement in meetings with the regulators in a note-taking and support
capacity.
e Record relevant interactions with regulators, including notes of meetings and exchange of
correspondence relating to regulatory matters.
) e Support the business in fulfilling the requirements of complying with regulation, including
Compliance providing direction, education and formal training on issues within Compliance’s remit.
Training and : ) ) .
; ¢ Manage the content of financial crime training modules.
Education

e Supporting Approved Persons in their appointment process and ongoing training.

e Report on regulatory and financial crime matters to the Board, relevant committees and other
stakeholders.

¢ Manage external regulatory reporting in line with the Regulatory Communications Policy.

¢ Maintain oversight of the Compliance Framework, which includes Compliance Function planning,
maintenance of the ICF, risk register, and ensuring that policies and procedures are in place.

e Report to the RCCC on a quarterly basis, showing progress against the Compliance Plan.

Reporting and
Compliance
Framework

e Provide oversight and assurance regarding identification and management of regulatory and
financial crime risk.

Oversight and e Operate independently of the rest of Compliance and RMT by developing and implementing a risk-
Assurance based plan across in-scope areas of the business.

e Report findings to the appropriate management team and monitor agreed actions to conclusion.
¢ Undertake special investigations or projects as directed regulator(s) or executive management.

B5 Internal Audit function

B5.1 How the Internal Audit function is implemented

The Internal Audit function is organised at the TMK level and provides independent, objective assurance and consulting

services designed to add value and improve the Company’s operations.

Internal Audit’s mission is to enhance and protect organisational value by providing risk-based and objective assurance,
advice, and insight. Internal Audit helps the Company to accomplish its objectives by bringing a systematic, disciplined

approach to evaluate and improve the effectiveness of governance, risk management, and control processes.

The scope of Internal Audit activities encompasses, but is not limited to, objective examinations of evidence for the purpose
of providing independent assessments to the Audit Committee, management, and outside parties on the adequacy and

effectiveness of governance, risk management, and control processes.

Tokio Marine Holdings (TMHD) issues an Annual Policy for Internal Audit, which sets out the key objectives for Group Internal

Audit functions and identifies a number of key focus areas that must be addressed in the audit cycle.

The Internal Audit function is governed by an Internal Audit Charter, which sets out the function’s role, mandate and
authority, and includes independence and objectivity criteria. In addition, Internal Audit adheres to the mandatory elements
of The Chartered Institute of Internal Auditors’ (IIA) Code of Professional Conduct, including the Global IIA’s Code of Ethics,

the International Standards for the Professional Practice of Internal Auditing and the Financial Services Code.

The Group Head of Internal Audit (HIA) reports periodically to senior management and the Audit Committee regarding the

function’s conformance to these professional standards.
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B5.2 Independence of the Internal Audit function

The HIA ensures that the function remains free from all conditions that threaten the ability of internal auditors to carry out
their responsibilities in an unbiased manner, including matters of audit selection, scope, procedures, frequency, timing, and
report content. If the HIA determines that independence or objectivity may be impaired in fact or appearance, the details of
impairment will be disclosed to the Audit Committee and any other appropriate parties.

Internal auditors have no direct operational responsibility or authority over any of the activities audited. Accordingly, internal
auditors do not implement internal controls, develop procedures, install systems, prepare records or engage in any other

activity that may impair their judgment, including:

. assessing specific operations for which they had responsibility within the previous year;

. performing any operational duties for the Company or its affiliates;

. initiating or approving transactions external to the Internal Audit function; and

. directing the activities of any TMKI employee not employed by the Internal Audit department, except to the extent

that such employees have been appropriately assigned to auditing teams or to otherwise assist internal auditors.

Where the HIA has or is expected to have roles and/or responsibilities that fall outside of internal auditing, safeguards are

established to limit impairments to independence or objectivity. Internal auditors also:

. disclose any impairment of independence or objectivity, in fact or appearance, to appropriate parties;

. exhibit professional objectivity in gathering, evaluating, and communicating information about the activity or process
being examined;

° make balanced assessments of all available and relevant facts and circumstances; and

. take necessary precautions to avoid being unduly influenced by their own interests or by others in forming judgments.

The HIA confirms to the Audit Committee, at least annually, the organisational independence of the Internal Audit function.
The HIA will disclose to the Audit Committee any interference and related implications in determining the scope of internal

auditing, performing work, and/or communicating results.

B6 Actuarial function

B6.1 How the Actuarial function is implemented

The Actuarial Function is organised at the TMK level to support both TMKI and TMKS. It comprises of the following technical

teams: the Actuarial Reserving Team, the Capital Modelling Team, and the Pricing and Analytics Team.

In addition to their day-to-day responsibilities, the teams are also responsible for, or contribute to, the following high-level

areas as laid out in Article 48 of the Solvency II Directive:

. technical provisions;
° own risk and solvency assessment; and
. opinion on reinsurance arrangements.

All the above technical teams report to the Chief Actuary, who has overall responsibility for oversight of the Actuarial Function

and for ensuring that the processes comply with relevant regulatory and actuarial standards.

The Chief Actuary delivers TMKI's annual Actuarial Function Reports and opinions on technical provisions and reinsurance

arrangements to the TMKI Board.

During 2023, both the Group Chief Actuary and TMKI Chief Actuary held Chief Actuary Practising Certificates issued by the

Institute and Faculty of Actuaries and were certified under the SM&CR.
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B7  Outsourcing

B7.1 The outsourcing policy

The outsourcing of certain business tasks or processes to third-party suppliers or service providers is guided by the
Procurement Policy. This Policy provides guidance on how reviews and approvals of outsourcing arrangements are performed
in a controlled manner and that TMKI's outsource partners provide an effective level of service, not unduly impacting any of

the Company’s own systems or controls.

To maintain effective control over outsourced functions (including those which are sub-outsourced or outsourced to other
companies within the TMK Group) and to adequately manage the associated risk, TMKI use a tiered approach to manage

outsourced third parties.

TMKI classify all existing and new contracts into three tiers. Contract tiers are based on risk/criticality, materiality and total
annual contract value. It is necessary to adopt a risk-based approach to due diligence and monitoring controls, which will
differ across third parties. Therefore, it is important to classify third parties into various bands according to criticalities
attached with each party. This tiered system will determine the level of scrutiny required for on boarding, due diligence and

ongoing management, monitoring and reporting with any issues escalated to the Operations Committee.
Tier 1:
Criteria for a Supplier to be deemed as Tier 1 (can be any one of these criteria)

1. Supplier provides Material Outsourcing services, as defined by a regulator, such as:

e  Material contracts in line with the FCA/PRA Definitions

e underwriting in the name of and because of the insurer

e design and pricing of insurance products

e investment of assets or portfolio management

e claims handling

e  provision of regular or constant compliance, internal audit, accounting, risk management or actuarial support
e provision of data storage

e  provision of ongoing, day-to-day systems maintenance or support

. ORSA process

2. Supplier provides a business-critical service, that if it fails, or is interrupted, causes significant impact across all
operations. Contracts could be classified by some or all of these criteria:

e  Sole provider of services in the market

e  More than 3 business units dependent upon service

e  Operational Resilience — Unavailability of third party will ‘Significantly” impact TMK

3. Supplier provides Material Non-Outsourcing services, as defined by a regulator or,

4. Supplier annual total contract value is > £1M

Tier 2: A non-material but essential service that if it fails or is interrupted could impact business operations. Contracts could

be classified by some or all of these criteria:

e Only few provide service in the market
e At least 2 business units dependent upon service
e  Operational Resilience — Unavailability of third party will ‘Moderately’” impact TMK

e Annual total contract value with the supplier is = £100k
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Tier 3: Any other contract with a supplier that does not fall into either Tier 1 or Tier 2. Contracts could be classified by some

or all of these criteria:

Only 1 business unit dependent
Multiple firms provide service in the market
Operational Resilience — Unavailability of third party will *‘Minimum’ impact TMK

Annual total contract value with the supplier is = £1k

Risk assessment is different for every department, but there are some fundamentals that apply to all business units. While

this may differ by the service supplied, common sense assessment will include the following if applicable:

Type of service being provided

Access to internal data involved in providing the service

Nature of data set involved (client confidential, private data, financial transactions, identifiers, passwords, etc.)
Cloud Outsourcing*

Data and information security expectations (related to nature of data)

Financial standing of the vendor

The size of the contract

History of the relationship

Identifying the beneficial owners of the third-party business

Location (country or region) where services are provided from or where the firm is headquartered.

All contracts which fall under the FCA/PRA definition of “Material Contract” automatically fall under “Tier 1 Material

Outsourcing”.

A monthly working group led by Procurement meets monthly to review all Tier 1 contracts and determine if they are also

material outsourcing in line with the requirements outlined above.

The second stage in this review is notification and ratification by the Operations Committee.

B7.2

Material outsourcing arrangements

TMKI has material outsourcing arrangements in place for the following activities:

Service received QLTI e ET
Located In
Discretionary Investment Management Service London, UK
Application development & Support services London, UK
Disaster Recovery Services Hounslow, UK
Claims and Premium Administration London, UK
B8 Any other information

There is no other information to be reported.
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C Risk Profile
Summary of risk profile

TMKI's principal activities were the underwriting of commercial marine cargo, property and liability insurance business in the
United Kingdom. TMKI ceased underwriting non-Japanese business from 1 July 2019 and all business with effect from 1

January 2020 and is now in run-off.

TMKI's business model remained consistent with specialist underwriters providing a wide variety of products tailored to our
clients’ changing risk profile. This was supported by a comprehensive, enterprise-wide framework for the management of

risk across the Company.

TMKI focused largely on shorter-tail lines of insurance where the business was able to quickly make immediate and reliable
assessment of losses to expect. TMKI remains substantially exposed to losses from man-made and catastrophe property
damage events-related business due to risks written before its being place into run-off.

It was TMKI'’s policy to confine its exposure to risk primarily within its core areas of expertise: the underwriting of large
commercial insurance and reinsurance risks. This approach means that TMKI was at the cautious end of the spectrum in all
areas of financial risk management, such as investment management. This allowed TMKI to protect the capital on its balance

sheet and focus its risk appetite on underwriting.

Underwriting risk constituted 75% of TMKI’s SCR due to the size of the reserves and the remaining unearned exposures.
Counterparty Default Credit risk was 6% of the SCR, while Market risk, which is conservatively managed in line with the
Company’s cautious investment strategy, constituted 12% of the total SCR. Operational risk, which constituted 7% of the

SCR, is tolerated but mitigated wherever possible.

Cl1 Underwriting risk

This is the risk arising from fluctuations in the frequency and severity of financial losses incurred as a result of the acceptance

of the insurance portfolio of business.

As highlighted above, as at 31 December 2023, underwriting risk constituted approximately 75% of TMKI's SCR (2022:
75%).

Ci.1 Key underwriting risks

TMKI now has only very limited unearned exposure; this relates to longer-term risks that were underwritten prior to TMKI

entering run-off.
As of the end of 2023, the majority of the remaining unearned exposures are in the Engineering and Liability lines of business.

The engineering policies are located across various territories with a combination of direct business and inward facultative

reinsurance. The main exposures are in the USA, UK, Bangladesh and Australia.

Liability was a split of both general liability and employers’ liability risks, with a greater proportion of the book centred on

general liability risks in the sport, leisure and entertainment, and retail areas.

As an entity in run-off, a key part of underwriting risk sits with reserving for earned exposures.
C1.2 Underwriting risk assessment and mitigation

Use of outward reinsurance as the main underwriting risk mitigation technique

TMKI's outward reinsurance arrangements serves to limit its overall risk exposure, as well as reduce the volatility of its

claims.

Tokio Marine Kiln Tnsurance |imited 28




DocuSign Envelope ID: F10C4B39-96BB-475C-8848-5246856E7CE1

Solvency and Financial Condition Report 2023

C1.3 Underwriting risk sensitivity and concentrations
Maximum line sizes existed in US dollars, Euro and Sterling.

The property portfolio had maximum line sizes, one for Japanese corporate business, and another on a PML basis for
Construction and Engineering business. These were reinsured down on a per risk basis to a net exposure of £5 million for

Property and $5 million for Construction & Engineering.

For a small selection of the Tokio Marine Group’s multinational clients, TMKI offered larger line sizes that were substantially

reinsured back to TMNF. This is common practice for overseas subsidiaries of multinational groups.

Smaller line sizes were given for Liability, Japanese and Non-Japanese Marine. These were reinsured down on a per risk
basis to a net exposure of £1 million for Liability. In addition, Medical Expense and Assistance insurance were underwritten
on a PML basis for Japanese clients with specified maximum sums insureds. TMKI was exposed to substantial fire losses from

a variety of risks on its books.
Cat risk

One of the largest scenarios assessed quarterly is that of a 200-metre radius accumulation of Fire risks. The largest single

scenario on a net basis was approximately £47.2 million before diversification.

Reserving risk

This is the risk of loss arising from claims reserves already in the balance sheet being understated, i.e. the risk that reserves

are inadequate due to the inherent uncertainty of knowing the ultimate timing and quantum of liabilities incurred.

Claims provisions represent estimates, based on the Company’s Actuarial function’s statistical projections, of the expectation
of the ultimate settlement and administration costs of claims incurred. A variety of estimation techniques are used, generally
based upon statistical analyses of historical loss and premium development patterns, to assist in the establishment of
appropriate claims reserves. In addition to the statistical techniques, the Actuarial function engages with the Underwriting
and Claims departments so that relevant information relating to reserve exposures can be included in the claims reserving

process.

C2 Market risk

This is the risk arising from fluctuations in values of, or income from, assets, interest rates or exchange rates. Market risk
as at 31 December 2023 comprised 12% of TMKI’'s SCR (2022: 12).

C2.1 Market risk assessment and mitigation

A key reason for the low contribution of Market risk to TMKI's overall risk profile is the conservative nature of the Company’s
Investment policy, which has protection of capital as the overriding aim. As a result, Market risk has been consistently
managed within the risk tolerances set by the Board and accepted as a by-product to risks that TMKI seeks, such as

Underwriting risk.

Market risk is measured on a quarterly basis using the Economic Scenario Generator (ESG) model for capital purposes and

more regularly using the BlackRock Aladdin risk system for the day-to-day management of the investment portfolio.

TMKI's Market risk profile is monitored by looking across the various assets and liabilities. The tolerances of each risk metric
are reviewed annually as part of the Risk Appetite Framework update. Using an Investment risk metric and an asset liability
management (ALM) metric, quarterly reports are presented to the Investment Committee to update them on the Market risk

profile against agreed tolerances.
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Interest Rate risk

This is the risk that the present value of the future cash flows of financial instruments will fluctuate due to changes in interest
rates. Interest rate changes affect the valuation of liabilities, and any mismatch in the effects of interest rate change on the

assets to liability valuation is the Economic risk.
Interest Rate risk is measured primarily by duration and managed by specifying limits within the investment guidelines.

The investment guidelines specify a maturity limit of 10 years for each security and a duration limit of 3 years for each
investment manager’s portfolio. The investment guidelines also specify that the duration for managed assets should not be
more than 1 year longer or shorter than the duration for liabilities. This is reported to the Investment Committee on a
quarterly basis. The investment managers are, however, allowed to take modest tactical positions away from the benchmarks

to manage any expected change in interest rates.
The Company does not use interest rate derivatives or futures to mitigate Interest Rate risk.
C2.2 How all assets are invested according to the 'prudent person principle’

TMKI's Investment portfolio holds assets and instruments whose risks are understood, measured, managed, controlled and
reported accordingly. The following is a description of the process used to ensure that all steps are taken in the interest of

the policyholders and other stakeholders.

TMKI performs regular Strategic Asset Allocation (SAA) exercises that help to ensure the maintenance of a suitable
composition of assets, which is required to meet the Company’s risk and reward criteria. The SAA is based on the Willis
Towers Watson’s ESG model assumptions for the asset classes and takes into consideration the liability cash flows provided

by the Actuarial function.

The SAA defines an asset allocation that closely optimises the desired risk and expected return, whilst matching, as close as
possible, the duration of the liabilities. This exercise ensures that the assets, in particular those that cover the technical
provisions, are invested with a similar duration to the liabilities. The SAA takes into account asset quality, liquidity,

diversification requirements and impact on capital. This ensures that there is no excessive risk concentration.

TMKI has engaged BlackRock Investment Management (UK) Limited as external portfolio manager. A selection of fixed
income benchmarks which, when combined, approximate the key rate durations of the liabilities have been allocated to the
portfolio. These blended benchmarks are written into the investment guidelines, which are approved by the Investment

Committee and form part of the portfolio managers’ Investment Management Agreement.

These guidelines include restrictions on asset classes, issuers, duration and concentration, and they specify the procedures
to be followed, if there was a breach. Adherence to these guidelines is monitored daily by an internal Treasury team and

reported quarterly to the Investment Committee and the Board.
c2.3 Market risk sensitivity and concentrations

The following exposure limits apply to each type of issuer for Investment risk purposes:

. Government agency: 25%
. Government issued debt: 100%
. Corporate bonds: 75%

Sensitivity testing is undertaken on both Interest Rate risk and Exchange Rate risk, with the results making only a small

impact on the carried capital in line with the Company’s cautious investment strategy.

C3 Credit risk

This is the risk of loss if another party fails to meet its financial obligations, including failure to meet them in a timely manner.
TMKI’s Credit risk exposure as at 31 December 2023 constituted 6% of its SCR, down from 7% in 2022.
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C3.1 Credit risk assessment and mitigation

TMKI is exposed to three types of Credit risk: Reinsurer Credit risk, Broker/Intermediary Credit risk and Investment Credit

risk.

Credit exposure and aggregate exposure to reinsurers are managed through assessment and approval of all new reinsurers
before business is placed with them. The credit ratings of all reinsurers used and the performance of premium debt, from
brokers and intermediaries are also monitored quarterly by the Run-off Committee. The Investment Committee regularly

tracks and reviews the Company’s investment portfolio.
Reinsurer Credit risk
The maximum exposure to any one reinsurer is controlled as follows:

. Exposure metrics are calculated, depending on the reinsurer’s blended credit rating, with figures capped at specific
values as may be agreed from time to time.

. The blended rating for each reinsurer is calculated, based upon a mixture of AM Best and S&P’s ratings.

. These are set against a percentage of the capital, depending on the blended rating, with exceptions for collateralised

reinsurances.

2023 2022 Change between 2023
Blended rating Default % of capital Default % of capital and 2022
AAA to AA- 10% 10% Nil
A+ to A- 6% 6% Nil
BBB+ & below 2% 2% Nil
This leads to a list of:
° authorised reinsurers: within the above limits.
° referral reinsurers: outside the above limits, but which are desired to be used by TMKI.

Intra-group reinsurances are subject to special examination, based on the following general principles:

. there is a limit for total ceded premium of 20% of gross written premium.

. a number of individual exposures exceed the matrix limits, and these have to be agreed by exception.

Despite the risk of reinsurer default being considered low, given that almost all of TMKI’'s reinsurance are placed with
reinsurers holding a credit rating of A or above, the risk of each reinsurer’s default is modelled to take account of the low

probability, high impact nature of this risk.
Counterparty Credit Default risk
This is the risk of loss if another party fails to meet its financial obligations, including failure to meet them in a timely manner.

Credit exposure and aggregate exposure to reinsurers are managed by the Outwards Reinsurance team, which assesses and

approves all new reinsurers before business is placed with them. It also monitors the credit ratings of all reinsurers used.

In managing TMKI'’s asset portfolio, the portfolio manager uses ratings from credit rating agencies, S&P, Moody’s and Fitch,
as well as their own internal assessments. In each case, the lowest rating available for the asset is considered. This is an
appropriate process, given that it takes into account the three leading rating agencies’ assessments, alongside the portfolio

managers’ own expert assessment.

The credit ratings of the issuers of each asset held within the portfolio are also used as an input to the capital model (through
the ESG model) in parameterising TMKI's risk exposure. In addition, a concentration limit of 5% holding in any one issuer
rated BBB- or higher is imposed to ensure that exposure to investment Credit risk is minimised. The top exposures are

reviewed by the Investment Committee on a quarterly basis.
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No credit derivatives are used in the managed portfolios.

C4  Liquidity risk
This is the risk that TMKI is unable to meet its liabilities in a timely manner because of the lack of liquid resources.

C4.1 Liquidity risk assessment and mitigation

Liquidity risk is mitigated through the overall strategy of ensuring that TMKI holds sufficient liquid assets in order to settle
any financial obligation as they fall due. Frequent review of the ongoing liquidity position takes place in order to ensure early

identification of any shortfall.

Potentially, the most significant source of Liquidity risk is either large claims arising from Underwriting risk (mainly
catastrophe-related losses) or delay in receipt of payments from reinsurers in respect of large claims. However, if a series
of large losses were to occur, the extensive outwards reinsurance that TMKI has in place would minimise the losses
significantly. Furthermore, given that substantial reinsurances are placed with TMNF, which would be extremely unlikely to
delay payments to the detriment of TMKI's liquidity position, TMKI's Liquidity risk is, therefore, mitigated by being fully

backed by its parent company’s financial strength.

The existence of substantial outwards reinsurance experience within the Company and the rigorous process involved in
approving reinsurers for the reinsurer pool, also mitigates potential Liquidity risk arising from failure of reinsurers to settle
claims when the fall due. Furthermore, given the conservative nature of its investment portfolio in which liquid assets are

extensively held, TMKI's exposure to Liquidity risk from assets illiquidity is very low.
C4.2 Amount of expected profit included in future premiums
The total amount of the expected profit included in future premiums as at 31 December 2023 was £64,000.

This amount has been calculated for TMKI in line with the Lloyd’s guidance used for TMKS, as it is deemed better suited to
general insurance business. It is believed that this approach complies with the intent of the text within Solvency II's
Commission Delegated Regulation 2015/35’s Article 260(2), which appears to be phrased more for life insurance firms and

is very difficult to apply in a practical way to TMKI.

C5 Operational risk

Opera