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Executive Summary
This section summarises the overall performance of the organisation together with the main highlights.

On 1 January 2016, EU member states implemented the Solvency II regulatory regime which replaced
Solvency I. The intention of the new rules was to improve risk management and governance, consumer
protection and ensure a uniform and enhanced level of policy protection across the EU. The Solvency
II supervisory regime consists of three areas, known as Pillars. These are Pillar 1 — Financial
Requirements; Pillar 2 — Governance and Supervision; and Pillar 3 — Reporting and Disclosure.

This is the sixth reporting period for Pillar 3 — Reporting and Disclosure for the year 2021. The Solvency
and Financial Condition Report ("SFCR") is @ mandatory report requirement under Solvency II Directive.
This report sets out aspects of the Company’s business and performance, system of governance, risk
profile, valuation methods used for solvency purposes and capital management. It satisfies the
regulatory disclosure requirements under Article 36 of the Solvency II Directive including those under
the delegated regulations.

Founded in 1997, Citadel is a composite insurance company offering customers long-term and savings,
general and health insurance. It is one of only two composite companies in Malta fully engaged in a
diverse selection of insurance products to protect the all-inclusive needs of its customers. Citadel
operates entirely in Malta and is authorised by the Malta Financial Services Authority (“the MFSA™) to
carry on general business and long-term business in terms of the Insurance Business Act, 1998 (Chapter
403, Laws of Malta).

In 2016, the Company started offering health insurance products, formerly underwritten by the
Company'’s subsidiary Citadel Health Insurance Agency. In line with its strategic objectives to provide
customers a more diverse insurance product.

Citadel adopts a sound governance system and embraces risk management in all aspects of the day-
to-day operations of the company as laid out by the Board of Directors. This philosophy has been
embodied in the very culture of the Company.

The Company generated a combined gross written premium of €16,195,755 at 31 December 2021
(2020: €16,273,430) and a profit before tax of €540,635 compared to a profit before tax in 2020 of
€485,283. The Company'’s retained earnings for 2021 stood at €2,076,964 (2020: €1,762,429). At 31
December 2021, the Company’s available capital to meet the SCR of €5,536,411 remained strong at a
ratio of 197% amounting to €10,903,660. Own Funds to meet the Minimum Capital Requirement
("MCR") applicable to a composite of €7,400,000, stood €10,903,660.

The Board recognises that there is a comfortable capital buffer over and above the MCR to withstand
any uncertainties in the future to meet policyholder obligations.

The Company’s SFCR has been prepared to satisfy the requirements of Article 359 and 365 of the
Commission Delegated Regulation (EU) 2015/35 ("CDR") and Articles 51 and 53 to 55 of the Solvency
II Directive 2009/138/ EC ("Solvency II Directive”).
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Statement of Directors’ Responsibility

This is a statement by the Directors of the Company clearly indicating their responsibility in relation to
the Solvency & Financial Condition Report

Statement of Directors’ Responsibilities in respect of the Solo Solvency and Financial
Condition Report ("SFCR")

The Board of Directors of Citadel Insurance p.l.c. acknowledges its responsibility for preparing the Solo
Solvency and Financial Condition Report ("SFCR") in all material respect in accordance with Chapter 8
of the Insurance Rules issued by the Malta Financial Services Authority (“the MFSA”), Article 293 to
Article 297 of the EU Commission Delegated Regulation 2015/35 and the Guidelines on Reporting and
Public Disclosure issued by the European Insurance and Occupational Pensions Authority ("EIOPA”).

The Citadel Insurance p.l.c. Board of Directors is satisfied that:

(a) Throughout the financial year, the Company has complied in all material respects with the
requirements of the MFSA rules and Solvency II Regulations as applicable to the Company; and

(b) It is reasonable to believe that, at the date of the publication of the Solo SFCR, the Company has
continued to comply, and will continue to comply in the future with the applicable Solvency II
requirements.

The Solo SFCR was approved by the Board of Directors (“the Board”) on 07 April 2022 and was signed
on its behalf by:

~—
)

Nelos

Angela Tabone
Managing Director/CEO

07 April 2022
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A. Business and Performance

This section provides a description and structure of the company and an overview of the financial
performance of the company.

A.1 The Business

A.1.1 Name and Legal Form of the Company
Citadel Insurance p.l.c. ("the Company” or “Citadel”) is a public limited company registered in Malta,
authorised to carry on general and long-term business of insurance. Its registered office is:

Casa Borgo

26, Market Street
Floriana FRN 1082
Malta

Citadel is a subsidiary of Citadel Holdings Limited, which is also the ultimate parent company. The
registered office is:

182/183 Tower Reef Apts.
Apartment 12

Tower Road

Sliema SLM 1603

Malta

A.1.2 Supervisory Authority
The Company is authorised by the Malta Financial Services Authority ("MFSA"). The MFSA is located at:

Triq I-Imdina, Zone 1
Central Business District
Birkirkara CBD 1010

The Company forms part of an insurance group as defined under Solvency II, and therefore falls under
the scope of group Solvency II reporting. The Company is required to report on a group and solo level,
with the MFSA being the supervisory authority responsible for group and solo supervision.

A.1.3 External Auditor
The external auditor of the Company for financial year commencing 1 January 2021 is Mazars. The
contact details of the external auditor are as follows:

The Watercourse, Level 2

Mdina Road, Zone 2, Central Business District
CBD2010 Birkirkara

Malta
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A.1.4 Ownership and Structure

Citadel plc forms part of Citadel Insurance group with Citadel Holdings Limited being the ultimate parent
company of Citadel Insurance p.l.c. Citadel Holdings Limited is the main shareholder of the Company,
with 51.53% ownership. The registered address is Apartment 12, Tower Reef, 182/183 Tower Road,
Sliema, SLM 1603.

The breakdown of the remaining 48.47% is owned by other third-party shareholders as follows:

Other Shareholder Ownership (%)
Generali Italia S.p.A. 20.16%
Santumas Shareholdings p.l.c. 0.19%

The Malta Development Fund Limited 15.84%
Vilhena Funds SICAV p.l.c. 2.20%

HSBC Malta Funds SICAV p.l.c. 10.08%

The following pie-chart illustrates the composition of the shareholding of Citadel Insurance plc.

HSBC Malta Funds

Vilhena Funds SICAJ“;;-LC-
SICAV p.l.c. 2
2%

The Malta __-
Development
Fund Limited

16%

Santumas ..
Shareholdings
p.l.c.

0% Citadel Holdings

Ltd

52%
Generali (talia

S.p.A.
20%
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The following is a simplified structure of Citadel Insurance Group:

Joseph N Tabone
{100%)

Citadel Holdings Ltd
(51.53%)

Third Party Shareholders
(48.47%)

Citadel Insurance plc

Spiral Insurance Brokers PCC Ltd
{100%)

A.1.5 Principal Business Activities

The Company is authorised by the MFSA to carry on the business of insurance, governed by the
Insurance Business Act, Chapter 403 of the Laws of Malta. The principal activity of the Company is to
carry on both general and long-term business, in Malta and in respect of Maltese interests overseas.

The Company has a distribution network of eight branches found in the following localities: Haz-Zebbug,
Mellieha, Mosta, Naxxar, Paola, Ta' Xbiex, Victoria Gozo, and Zejtun. -. Business is also transacted
through a number of Tied Insurance Intermediaries ("TIIs").

A.1.6 Material lines of Business and Material Geographical Areas where the Company
carries out business

Citadel is authorised to carry on general business for risks situated in Malta and in respect of Maltese

interests overseas, and long-term business in respect of commitments where Malta is the country of

commitment.

The operations of the Company are restricted to the following classes, as described under Schedule 2
and Schedule 3 of the Insurance Business Act, Cap. 403:

e Long Term Business: Class I, Class 1T and Class III; and
e General Business: Classes 1 to 4, Classes 6 to 10, Classes 12 to 13 and Classes 16 to 17

The Company’s main lines of business are categorised in accordance with Solvency II requirements as
follows:
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General Business:

Medical Expense Insurance

Motor Vehicle Liability Insurance

Other Motor Insurance

Marine (except aviation and transport Insurance)
Fire and Other Damage to Property Insurance
General Liability Insurance

Assistance

Miscellaneous Financial Loss

Long Term Business:

e Insurance with Profit Participation
e Index-Linked and Unit-Linked Insurance
e Other Life Insurance

A.1.7 Significant Events
The Company has not registered any significant events from the last reporting date.

A.1.8 Performance of Other Activities
The Company does not have any other financial or operating leasing agreements in place.
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A.2 Underwriting Performance

The Company prepares its statutory financial statements in accordance with International Financial
Reporting Standards (“IFRS”) as adopted by the EU. The Financial Statements for 2021 have been
prepared in accordance with the requirements of the Companies Act (Cap. 386) and the Insurance
Business Act (Cap. 403) of Malta.

Both the general and life insurance lines of business contributed to the technical performance for the
financial year ended 31 December 2021. The Company recorded a combined gross written premium of
€16,195,755 at 31 December 2021 compared to €16,273,430 in 2020.

A.2.1 General Business Underwriting Performance
The General Business made good progress in capturing growth opportunities for its significant core
business.

General Business gross written premium decreased by 1.4% to €13,484,709 (2020: €13,677,666) whilst
the overall gross loss ratio decreased by 2.89% over 2020.

The tables below provide the breakdown of the underwriting performance for the general business of
the Company for the year ended 31 December 2021 and a comparison against the results as at 31
December 2020, by the Solvency II lines of business.
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A.2.2 Long Term Business Underwriting Performance

The Life business registered a consistent growth for mainly term and loan protection policies. The
Company declared for the annual guaranteed policies, the minimum bonus rate of 3.5% and 4.5% per
annum still applies. For the with profits portfolio in existence pre-2001, the bonus rate declared was
that of 1.0%. For the with profits plans post 2017 the bonus rate declare was of 2.5%. Single Premium

bonus rate declared for 2021 was of 1%.

The tables below provide the breakdown of the underwriting performance for the long-term business
of the Company for the year ended 31 December 2021 and a comparison against the results as at 31
December 2020, by the Solvency II line of business:

Premium Written Premium Esmned
Gross Net Gross Net
2021 2020 xn €20 2021 2020 021 200
Eur Eur Eur Eur £ur Eur Eur Eur
insurance with Profit Participation 315,687 334,522 285,260 304,681 315,687 338,522 285,260 304,681
Index-linked and Unit-linked Insurance 60,362 71,264 49,55 58,933 50,362 71,264 49,535 58,933
Other Life Insurance 2,334,997 2189976 1256858 1,196,356 2,333,997 2,189,976  1,256858 1,196,336
Claims incurred Total Expenses Incurred
Gross Net Gross
2021 2020 2021 2020 2001 2020
Eur Eur Eur Eur Eur Eur
insurance with Profit Participation 698,357 203,639 529,654 203,639 94,040 110,761
index-linked ond Unit-linked Insurance 160,206 92,937 160,206 92,937 19,335 24,986
Other life Insurance 415,808 657,324 127,227 125,573 471,907 447,808

There are no significant variances when comparing premium for financial year 2021 to 2020.

The long-term business is managed separately from the general business.
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A3

Investment Performance

A.3.1 Analysis of Investment Performance
Citadel adopts a prudent investment strategy and diversifies its risk through a portfolio mix across
countries, sectors and, to a lesser extent, currencies.

The following tables show the analysis of the overall investment and rental income and expenses by
each asset class, for the Company, as at 31 December 2021, compared to 31 December 2020:

Netgains&  Unrealised gains
2021 Dividends Interest Rent gl gal
losses & losses
€ € € € £
Gavernment Bonds - 83,085 (11,495) {148,843}
Carporate Bonds - 115728 - 12.204 {39,916}
Equity instruments 53,099 - - - 473,058
Cotlective investments undertakings - - - 1,418 106,110
investment Property B350 .
Tatal 53,099 203,814 8,350 2,126 390,409
o Netgains &  Unrealised gains
2020 Dividends Interest Rent & 8
losses & losses
€ € € € €
Government Bonds - 99,892 (9,631) (18,412)
Corporate Bonds - 121,449 - (147) (16,518)
Equity instruments 35,704 - - (212,781) (34,224)
Collective investments undertakings - - - (6,622) (20,678)
Investment Property - 8,500 -
Total 35,704 221,341 8,500 (229,181) (89,831)

The Company generated a net investment gain of for the financial year ended 31 December 2021 of

€635,309 (2020: net investment loss €55,096).

The Company adopts a prudent investment strategy, which holds more than 48% of its portfolio in
bonds for mainly the long-term investment portfolio.

For long term business, including unit-linked, net investment income is broadly offset by corresponding

changes in liabilities, limiting the net impact on profit after tax.

12



Citadel Insurance p.l.c. Solvency & Financial Condition Report 2021

A.3.2 Information on Gains and Losses Recognised Directly in Equity
The table below shows the breakdown of the Company’s gains and losses recognised directly in equity

for the financial year ended 31 December 2021 and a comparison against the results from 31 December
2020:

2021 2020
€ €
Investment gains:
Income from financial assets at fair value through profit or loss
¢ dividend and interest income 256,912 257,045
¢ net fair value gain/(loss) 400,885 -310,513
Income from loans and receivables 33,219 27,725

691,016 -25,743

Investment expenses and charges:

Net investment management and transaction charges -55,707 -29,353

Net investment return/(loss) 635,309 -55,096

A.3.3 Investments in Securitisation
The Company does not have any investments in securitised positions.

13
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A.4 Performance of Other Activities other than Underwriting and
Investment Income and Expenses

A.4.1 Other material income and expenses
During the years under consideration, there was no other material income or expenses.

A.4.2 Lease Agreements

Citadel Insurance p.l.c does not have any financial leases. The Company leases from third parties

several offices and other premises.

A.5 Other material information
During the year 2021, the following corporate structural changes took into effect:

Spiral Insurance Brokers PCC Limited was registered on 12 March 2020. The registered address is
75 St Francis Street Floriana, Malta and the Company registration number is C 95214. The Company
obtained its insurance broking protected cell company licence in September 2021. Spiral Insurance
Brokers PCC Limited is a fully-owned subsidiary by Citadel Insurance p.l.c, with the latter being
its immediate parent

In all other respects, there is no other material information on the business and performance of the

Company that has not been disclosed in section A.1 to A.5 above.

A.6 Events after the reporting period

In 2021 the Company’s achieved it business targets in a year of continued disruption from the
COVID-19 global pandemic declared in 2020.

The recent geopolitical situation in Eastern Europe intensified in late February 2022, with the
commencement of Russia’s military action against Ukraine. Political events and sanctions are
continually changing and differ across the globe. Citadel continues to respond to a changing
business environment by closely monitoring today’s challenges to ensure that the interests of all
its stakeholders are safeguarded.

In light of these circumstances, the company has managed to maintain an adequate capitalisation
position, throughout 2021 and through to the foreseeable future as evidenced from the analyses
conducted as part of the Own Risk and Solvency assessment process.

14
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B. System of Governance

This section delves into the governance of the Company and provides an insight into the various
committees established to assist the Board in the management of the Company.

B.1 General Information on the System of Governance

Citadel’s system of governance is aligned to the requirements of Solvency II and the “Corporate
Governance Guidelines for Public Interest Companies” (the “Guidelines”), issued by the MFSA in August
2006. The Company's system of governance structure recognises the control requirements of
shareholders and stakeholders whilst ensuring the optimisation of the strategic potential of its business
as a whole. It includes well-defined duties and responsibilities throughout the organisation including
that of the Board and its Committees.

B.1.1 Role of the Board

The Board's role is to be collectively responsible for supporting the long-term success of the Company,
to enhance shareholders’ value including that of customers, its employees and other stakeholders. The
Board drives and provides overall direction to ensure that the appropriate systems of risk governance
are in place throughout the Company. The Board achieves this objective mainly by the monitoring of
its sound risk management framework and internal controls.

The Board is responsible for the audit, risk and investment committees including strategy, resources,
risk management, systems and controls. The Board has authority over the committees to deal with the
specialised areas and remain compliant with regulatory requirements and relevant laws at all times. It
sets up and monitors policies to manage effectively a code of conduct leading to best business practice.
The Board delegates the day-to-day operations of the Company to the Managing Director who is
assisted by senior management to meet strategy objectives.

Citadel’s Board is composed of six independent non-executive directors, including the Chairman and
one executive director, the Managing Director. The Directors collectively hold the vital requisites,
knowledge, judgement and experience, to provide leadership, integrity and judgment for directing the
Company.

The members of the Board who served during the reference period are:

Citadel Board of Directors

Chairperson Mr. Joseph N. Tabone Resigned (23.07.2021)

Chairperson Mr. Publius D. Rosso Appointed (23.07.2021)

Deputy Chairperson Prof. Ian Refalo

Managing Director & CEO Ms. Angela Tabone

Independent Non-executive Director Mr. Anthony Paris Chairs Investment Committee
Independent Non-executive Director Mr. Michael Warrington %‘; |{slgl£|’;)Commlttee - Resigned
Independent Non-executive Director Mr. Stephen Pandolfino

Independent Non-executive Director Dr. Joseph J. Vella

Independent Non-executive Director Mr. Christopher Worfolk Chairs Risk Management Committee

Dr. Philippa Taylor-East acts as Company Secretary. (resigned November 2021)
Dr. Kevin Dingli as Company Secretary (appointed November 2021)

15
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B.1.2 Board Committees

The Board has established a number of Committees to assist it in fulfilling its role and responsibilities.
These Board Committees have a direct reporting line to the Board of Directors and terms of reference
are set-up for the specific remit of each Committee.

Audit Committee

The Committee, which fulfils the requirements of Annex II to Chapter 6 of the Insurance Rules, meets
on a quarterly basis and more frequently if so requires. The Committee is appointed by the Board and
consists of three non-executive directors. A vacant position is currently being evaluated. The Managing
Director and other officers of the Company, while not forming part of the Committee, may be asked to
attend meetings at the discretion of the Committee. The Committee is responsible for reviewing the
financial reporting process, the Company’s systems of internal controls, and external audit processes.

Investment Committee

The members of the Committee are appointed by the Board. The Committee is composed of two non-
executive directors, one of whom chairs the Committee, the Managing Director and an independent
consultant. The Committee is responsible for formulating, monitoring and reviewing the Company’s
investment strategy, policies and investment processes. The Committee is further responsible for
identifying and managing any conflicts of interest that may arise regarding investments, irrespective of
whether they arise in the Company or in the entity which manages the asset portfolio. Other officers
of the Company, while not forming part of the Committee, may be invited to attend.

Risk Management Commiltee

The Committee is required to meet at least on a quarterly basis and its remit is to oversee the
Company’s risk management systems, practices and procedures to ensure effectiveness of risk
identification and management, and compliance with internal guidelines and external requirements.
The Committee is composed of a non-executive director, who chairs the Committee, the Managing
Director, the Compliance Officer, Head of Finance, Head of Life & Health and Risk Officer. The members
of the Committee are appointed by the Board. Other officers of the Company, while not forming part
of the Committee, may be required to attend meetings on the request of the Committee.

B.1.3 Internal Structures
The following internal structures have been set up to ensure effective and appropriate internal controls,
systems and procedures pursuant to the nature and extent of the operations of the Company:

Claims Committee

The Committee meets twice a month and is chaired by the Managing Director. The members consist of
the Executive Head for General Business, the Head of General Business Underwriting and Senior
Manager of General & Motor Claims. The Terms of Reference of the Committee include the review of
motor and non-motor liability claims, cases in litigation and relative reserving. Other officers of the
Company, including the Head of Life may be required to attend the meetings.

Senior Management Team

The Team is composed of head of departments and is responsible for managing the day-to-day
operations of the Company, executing the Company's business plan strategy objectives. The Team
meets regularly to ensure that the operation and technical activities are in line with business targets
for sustainable growth and return. The Team is responsible for managing the internal controls and risk
management guidelines and to develop systems for better quality service to customers’ changing needs.
It is charged with the implementation of Board-approved strategies and plans.
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Reinsurance Team

The Team is currently composed of the Managing Director, the Executive Head General Business, the
Head of Life and the Compliance Officer. The Team meets regularly on various aspect for the ongoing
business of reinsurance. The Team is responsible for reviewing current reinsurance programmes and
for the preparation of treaty renewals. The Team maintains close contact with the appointed
international reinsurance broker and reinsurers.

The Company has in place an effective system of governance which is proportionate to the nature,
scale and complexity of its operations and which provides for the sound and prudent management of
its business.

B.1.4 Risk Management
The Board is responsible for determining the nature and extent of the principal risk it is willing to take
in achieving its strategic objectives.

Citadel has implemented Enterprise Risk Management practices throughout its business. It applies the
principal of proportionality and adopts a risk-based approach according to the nature, scale and
complexity of its business and strategy. The responsibility for risk is taken at all levels and based around
the ‘three lines of defence’ model where responsibilities and ownership for risk is taken at all levels of

the Company.
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Three Lines of Defence
Senior Management are primarily responsible for the day-to-day risk management to identify and
control their own risks under present policies and limits and comprises the first line of defence.

The Risk Management Committee acts as the second line of defence and is responsible for the risk
management function to oversee the overall risk management framework. Other governance and key
functions, such as compliance, actuarial and finance assist the business to manage and control specific
types of risk areas.

The Internal Audit Function acts as the third line of defence. It is responsible for providing independence
and objective assessment on the robustness of the Risk Management Function ("RMF”) and the
appropriateness and effectiveness of the controls in place as set by the first and second lines of defence.
It is also responsible for reporting to the Audit Committee.

B.1.5 Key Functions

The Company has in place the four key functions established by the Solvency II Directive: The Risk
Management Function, Compliance Function, Internal Audit Function and Actuarial Function. The
Internal Audit Function and the Actuarial Function are outsourced to third party service providers.
Descriptions of the roles and responsibilities of the key functions are presented in the sections below.

In accordance with the Solvency II Directive and the sound and prudent corporate governance of the
Company, the key functions are ultimately the responsibility of the Board. The key functions have a
direct reporting line to the Board, or through the Board committees giving operational independence
to carry out their tasks.

B.2 Material changes to the System of Governance during the
reporting period

During 2021 there were some changes to the Board composition. Mr Publio D Rosso has been appointed
to Chair Citadel following Mr. Tabone's retirement in July 2021. Other members of the Board, largely
remained unchanged except for Mr. Michael Warrington who retired in November 2021 after 17 years
of service as a valid board member and the chair of the audit committee. Company is very grateful for
the valuable continuation Mr Tabone and Mr Warrington have made to the Board and the committees
over the years. Currently, the Board is composed of six non-executive directors and one executive
director. The Board continue to collectively retains a wealth of experience in financials, risk
management, insurance, legislation, investments and management.

B.3 Remuneration Policy

Citadel’s governance framework includes a Remuneration Policy for defining the remuneration practices
of the Company designed to support the Company’s risks, strategy, objectives and values. The Board
of Directors has designated the Chairman, being a non-executive director, the responsibility of the
Remuneration Policy. The Chairman is responsible for the regular review of the Policy and the reporting
on the performance to the Board on an annual basis.

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

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

B.3.1 Components of Remuneration

The salary is made-up of a fixed component (salary and benefits). The fixed component represents a
sufficiently high proportion of the total remuneration to avoid that the employees are overly dependent
on the variable components and to allow the operation of fully flexible bonus policy. Variable
components are discretionary and fully flexible as opposed to a contractual entitlement. It is based on
performance and are capped at a maximum limit set by the Company.

B.3.2 Performance Criteria

Performance-based remuneration is aligned to an assessment of the strategic priorities of the Company,
which promotes sound risk management, the strengthening of long-term customer relations and the
value of the business. Non-financial factors are taken into consideration.

B.3.3 Supplementary pension or early retirement schemes for members of the Board
Currently the Company has no arrangements applicable to supplementary pension or early retirement
scheme for members of the Board.

B.4 Material transactions with shareholders, persons who exercise a
significant influence on the Company or with members of the Board,
during the reporting period.

During the period under review, there were no material transactions identified with shareholders,
persons who exercise a significant influence on the Company, or members of the administrative and
management.

B.5 Fit and Proper Requirements

Citadel's policy on Fit and Proper Requirements (“"FPR") ensures that all persons who are engaged in
key functions and managerial roles hold the required skills and experience for sound and prudent
management of the Company. The purpose of the Company’s policy on FPR is to implement the
Company’s internal standards established by the policy and adherence to regulatory obligations. The fit
and proper criteria include integrity, competence, experience, qualifications and the requirement to be
financially sound and of good repute.

Citadel’s Board collectively possess appropriate qualifications, experience and knowledge about
insurance and financial markets, business strategy and business model, system of governance, financial
and actuarial analysis and regulatory framework and requirements.

The Company's FPR applies to the following persons:

¢ Relevant personnel including persons carrying out duties within a key function other than the
holder of the function, whose test falls within the ambit of regulatory requirements, persons
within a critical or important function and any persons deemed by the Compliance Officer to be
relevant personnel;

e Supervised personnel who support the operational and non-operational functions of the
Company; and

e Natural or legal persons who apply for registration in the TII Company Register or the TII
Company Register of the appointed agencies of the Company.
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The policy applies to all the above-mentioned persons, both when being considered for the specific
position and on an on-going basis.

The Company’s fit and proper internal standards, equate the fit and proper requirements which apply
to persons who are subject to the regulatory requirements. Exceptions apply in a less rigorous manner,
when the requirements are not subject to the approval or otherwise by the MFSA.

B.5.1 Fit and Proper Assessment

Citadel runs certain processes to assess an individual’s fithess and properness of its Board, key function
holders and senior management. These assessment processes are not limited to recruitment activities
for all other levels of staff across the Company. The screening process incorporates basic background
checks on pre-employment internally and externally, and additional enhanced screening requirements
and ongoing fitness and probity for individuals who fall within the key categories of the business, as
required by Solvency II. When reviewing the information gathered, due consideration is given to the
risks associated with the role and the wider risks of the business.

Due to the size and proportionality of the business, ongoing fitness and probity assessments are carried
out every two years or at any earlier date as may be required by the Compliance Officer. The
Compliance Officer may re-assess any regulated person or any person who is subject to regulatory
assessment, at his/her discretion.

B.6 Risk Management System

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

Risk management is integral to the Company’s corporate governance, business strategy and own risk
and solvency assessment (“ORSA"). The framework consists of an effective program led by top
management, which clearly identifies risks; risk policies, standards, roles and responsibilities for
managers and other employees involved in the management of risk.

The scope of the RMF is to implement and embed a Risk Management System ("RMS”). It is responsible
for the coordination of the risk management activities across the Company and its objective is to achieve
a better understanding and management of risks by identifying, assessing, monitoring, managing and
reporting on the Company’s key risks in an effective and timely manner.

The Board is ultimately accountable and responsible to ensure that the Company complies with the
requirements in relation to the systems of governance, which identify risk management as one of the
key functions of the Company. The Board has designated a non-executive director with the specific
responsibility to oversee the RMF.

The Risk Management Committee oversees the RMF. The Committee ensures that the Company has
in place an effective RMS comprising strategies, processes and reporting procedures necessary to
identify, measure, monitor and report, on a continuous basis, the risks, at an individual and at an
aggregate level, to which the Company is or could be exposed, and their interdependencies.

As already described, the Company operates a ‘three lines of defence” model and applies the principle
of proportionality. It adopts a risk-based approach according to the nature, scale and complexity of its
business model and business strategy.

20



Citadel Insurance p.l.c. Solvency & Financial Condition Report 2021

The Risk Committee is responsible for the RMF and its role is to establish, implement and maintain
appropriate mechanisms and activities to:

e assist the Board in overseeing Senior Management respective responsibilities on risk
management processes
identify and assessing the risks the Company faces including emerging risks;
assess, aggregate, monitor and assist manage and/or mitigate identified risks effectively,
including assessing the Company’s capacity to absorb risk with due regard to the nature,
probability, duration, correlation and potential severity of risks;

o evaluate the internal and external risk environment on an on-going basis in order to identify
and assess potential risks as early as possible;

o conduct regular stress testing and scenario analysis on emerging risks and/or new initiatives;

One of the main monitoring tools for the RMF is the Company Risk Register. The scope of the risk
register is to bring together the output of the Company’s risk identification process, which reflects the
size and complexity of the business and its risk policy. The Risk Register is not a static record of the
significant risks faced by the Company but is rather a risk action plan that includes details of the current
controls and details of action plans together with mitigating factors. Risk ratings and rankings following
risk assessments are utilized to flag key risk areas and the continuous monitoring of these key risks
through the respective Key Risk Indicators (KRIs). Preventative and ex-post risk mitigation procedures
and actions are then executed as and when necessary.

The Risk Management Committee reviews the various policies annually. The Board reviews and
approves these policies, risk tolerances and trigger levels for each risk category, taking into
consideration recommendations from the Risk Committee and Management. The Company has a
process in place that enables it to set, review and monitor its risks in line with the Company’s objectives,
capital requirement, business plan and strategy.

The Board is ultimately responsible for defining both the quantitative and qualitative metrics of the risk
policies, assessing short, medium and long-term horizons, requesting regular reporting on compliance,
material deviation and proposed remedies.

B.7 Own Risk and Solvency Assessment

The ultimate purpose of the ORSA is to provide the Board and Senior Management with an assessment
of the risks that the Company is exposed to now and in the future, over the lifetime of the ORSA,
together with the resuiting solvency requirements arising from this exposure.

The aim of the ORSA report is to ensure that the Company has robust processes in place for assessing
and monitoring risks and its overall solvency needs, including the adequacy and quality of the assets
required to cover the SCR, the MCR and internal (economic) capital requirements. The results of the
ORSA are considered to inform and improve business decisions, business strategy and the enterprise
risk management framework. The ORSA process identifies any concerns affecting the solvency of the
Company.

The ORSA, which forms part of the RMS, requires the Company to properly determine its overall
solvency needs and make sure that there is sufficient allocated capital to cover those needs.

The ORSA report includes the following main requirements:

o the ORSA of the Company’s overall solvency needs, including a forward-looking assessment of
the Company’s capital needs covering the business planning periods;

¢ an assessment of the continuous compliance with Solvency II capital requirements and the
requirements on technical provisions; and

e an assessment of how the Company’s risk profile compares to the assumptions underlying the
Solvency II Standard Formula.
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B.7.1 ORSA Review and Approval Process

The Senior Management team, including the Managing Director, are involved in the assessment process.
The actuaries provide input on the continuous compliance with the technical provisions, the
reasonability of the projected solvency position, as well as the adequacy of the reinsurance program.
They also provide relevant advisory input for the computation of the projected SCR and MCR.

The Board of the Company takes an active part in the ORSA, including steering how the assessment is
to be performed and challenging the results. The ORSA is reviewed and approved annually by the
Board.

The Board reviews and approves the results and conclusions of every assessment and retains full
ownership of the process, policies, internal reports, supervisory reports and records.

B.7.2 Own Solvency needs and the Interaction between Capital and Risk Management
Under Solvency II, the Company uses the Standard Formula to calculate the required regulatory capital.
The ORSA process instigates a series of circumstances in risk identification which may lead to taking
agile action and changes in risk planning (contingent) and risk mitigation together with Risk Register
monitoring, risk heat maps, dealing with emerging risks and monitoring of key risk indicators.

Risk Policies Own Compare Stress
/ Strategy Assessment with SF testing

Identify Assess

The Company evaluates the ORSA results and takes adequate consideration to assimilate its risks within
its business plan and strategy process to adjust the business plan projections for variations that may
have an adverse effect on future performance and capital requirements.

The risk management process ensures that risks not covered by the Standard Formula, have
appropriate controls in place.

B.8 Internal Control System

Citadel has established a robust system of internal controls at all levels of the business to facilitate
effective and efficient monitoring of the business operation. These controls have been set-up and
embedded in system processes to underwriting claims and financials. As a result, the Company has
significantly improved its reporting and compliance with laws and regulations.

The Company’s internal control system incorporates the following three key areas:

¢ administrative and accounting procedures;
¢ internal control framework; and
e appropriate reporting arrangements at all levels of the Company.
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The Company structure supports and facilitates effective risk management and the implementation of
internal controls, continual monitoring of key risks and on-going supervision by internal and external
audits to improve upon controls and regulatory reporting. It enables management to easily identify,
evaluate and address significant risks to maintain control over its risk profile. The system continues to
evolve with the business expanding requisites and compliance reporting requirements. Citadel’s sound
internal control framework for risk management enhances reliability of the financial and regulatory
requirements to ensure that the Company is compliant with all the relative regulations.

B.8.1 The Compliance Function

The Compliance Function is the administrative capacity for ensuring that all the actions of the Company
comply with the applicable domestic legislation and regulatory requirements. The function also ensures
that the Company complies with internal strategies, policies, processes and reporting procedures.

The main role of the compliance function is to advise the Board on compliance with the domestic
legislation adopted pursuant to EU Directives and Regulations and MFSA Rules. It also monitors non-
insurance domestic legislation which may impact the Company’s business.

B.9 Internal Audit Function

B.9.1 Implementation of the Company’s Internal Audit Function

The Internal Audit Function of the Company reports to the Audit Committee and provides an
independent and objective assessment on the robustness of the RMF including the effectiveness on
internal controls. The Audit Committee organises internal audit assessments of the entire system of
governance to ensure that all significant activities have their risks examined over a specified period.
The Internal Audit Function is tasked to conduct a risk-based approach on the various aspects of the
business. Annually, the Audit Committee evaluates the internal audit plan for key areas of the business
and reviews reports issued by the Internal Audit Function on the significant risks, controls and
governance.

B.9.2 Independence and Objectivity of the internal audit function

Since the Internal Audit Function is outsourced to a third-party service provider, independence and
objectivity is ensured, and conflicts of interest are eliminated.

The Internal Audit Function is part of the Third Line of Defence, and is independent of the First and
Second Lines of Defence.

The Internal Audit Function’s objective is to perform an assessment of the entire system of governance
and ensure that all significant areas have their activities audited at appropriate intervals. Internal audit
may request other units to provide reports or opinions on the internal controls on improved performance
and efficiency of controls.

The actual performance of the audits and the assessments given are the sole responsibility of the
function itself, which must act on its own initiative and not be subject to external influences. On
completion of each audit assessment, the relative internal audit findings and mitigation
recommendations together with managements’ responses are presented by the internal auditors, to
the Audit Committee. Important system control recommendations effect the operational activities to
ensure that timely action is taken, to improve or rectify the process under review.
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B.10 Actuarial function

Citadel outsources its Actuarial Function to third party service providers. It engages Paul Warren for its
With Profits Actuary and performs IFRS and Solvency II technical provisions. BWCI is engaged for the
general business to perform the appropriate actuarial support such as the review and calculation of
reserves and technical provisions on a timely basis to ensure that both the Board and the Management
receive proactive information on any material changes. As from 2021 BWCI holds both the Actuarial
Function for Life and Non-Life Business Insurance.

The Actuarial Function is responsible for:

Coordinating the calculation of the technical provisions;

Ensuring the appropriateness of the methodologies, underlying models and assumptions used;
Assessing the sufficiency and the quality of data used;

Comparing best estimates against experience;

Informing the Board of the reliability and adequacy of the calculation;

Expressing an opinion on underwriting;

Expressing an opinion on the adequacy of reinsurance arrangements; and

Contributing to the effective implementation of the risk management system, in particular with
respect to the risk modelling underlying the calculation of the capital requirements.

The Actuarial Function reports directly to the Board of Directors.

B.11 Outsourcing Policy

Citadel has an Outsourcing Policy in place, the scope of which is to lay out the Company’s approach
and processes for outsourcing.

The Company maintains the competence and the ability, within itself, to assess whether the service
provider delivers according to contract. It established procedures to monitor and review the service
provider on an on-going basis as well as to ensure that the outsourced function or activity is performed
in accordance with the terms and conditions.

The Company further undertakes that outsourcing of critical or important operational functions or
activities shall not lend itself to any of the following:

¢ Materially impairing the quality of its system of governance;
Unduly increasing the operational risk;
Impairing the ability of the MFSA to monitor the compliance of the Company with its obligations;
and

e Undermining continuous and satisfactory service to policyholders.

The Company’s outsourcing policy applies to:

Service providers;

Sub-service providers;

Designated persons within the Company;

Designated persons within the service providers; and
Insurance intermediaries other than TIIs.

All service providers or sub-service providers, as well as their relevant employees, are to fulfil the FPR
determined by the Company’s Fit and Proper Policy described under Section B.5.

The following table presents details on the Company’s outsourcing of critical or important operational
functions or activities:
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Outsourced Function Service Provider Jurisdiction of Service Provider
Internal Audit Function Deloitte Risk Advisory Malta

With Profits Actuary Paul Warren Cyprus

Actuarial Function - Life and Non-Life Business BWCI Limited Guernsey

B.12 Any other information

There is no other material information regarding the System of Governance that has not already been
disclosed in sections B.1 to B.11 above.
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C. Risk Profile

This section of the report focuses on the various risk profiles that the Company is exposed to and the
various strategies in place to address or minimise these varfous threats.

This section details a qualitative and quantitative analysis of material risks within Citadel’s risk profile,
the processes used to identify and monitor these risks, and the mitigation techniques to reduce the risk
exposures within the risk policies.

C.1 Material risk exposures and the corresponding risk assessments

Citadel’s core business is a balanced and diverse portfolio of underwriting risks associated to long-term,
including unit-linked products, and general business (including short-term health). The exposure on
underwriting risks coupled with market, credit, liquidity and operational risks make up the key crucial
elements of the risk profile of the Company.

The Company has adopted the Solvency II Standard Formula model to assess its risks and for its SCR
calculation. Given the Company’s size and business profile, the Board considers the Standard Formula
to be adequate to measure the SCR for the key risks to which it is currently exposed. The main risk
categories of the Company are underwriting risk and market risk, which together present 80% of
Citadel’s risk exposure.

The risk profile for the Company is set out in the pie chart below:

Risk assessment and mitigation processing techniques apply to identify, rate and rank the risks forming
part of the Company’s risk profile.

The Company has developed several internal controls to manage risks in the key areas of exposure
relevant to the business. Internal controls and system applications designed against inherent
occurrence liability and uncertainty provide reasonable assurance that exposures are in line with the
expected tolerance levels and risk policies. There were no material changes in the measurements
adopted to assess the Company’s risk exposures during the reporting period.

Risk Profile Company

Citadel’s main mitigating technique for underwriting risk is reinsurance. The Company reinsures its risk
exposures through comprehensive contracts on arrangements for proportional and non-proportional
reinsurance. The Company places its reinsurance with international renowned companies of a minimum
rating of A. It monitors the financial condition of reinsurers on an ongoing basis. The use of reinsurance
reduces the financial volatility and the capital requirement for underwriting risk apart from protecting
Citadel’s balance sheet against an inherent catastrophic risk.
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C.1.1 Underwriting Risk

Citadel’s underwriting risks refer to short, medium and long-tail risk exposures including persistency
levels, various policyholder options and operational expenses. The risk under any one insurance
contract is the possibility that the insured event occurs and the uncertainty of the amount of the
resulting claim. By the very nature of an insurance contract, this risk is random and therefore
unpredictable. All risk capital charges are reduced from their gross to a net basis, by means of the
effective reinsurance programmes in place.

The Company uses a variety of risk mitigation techniques for its various categories of its business, to
assist it to manage and reduce exposure at all levels of the business. The mitigation processes ensure
that underwriting risk is within the risk criteria based on its system of governance as approved by the
Board.

C.1.2 Non-life Underwriting Risk

Non-life underwriting risk is the risk arising from insurance obligations, in relation to the perils covered
which are mainly, considered short-tail business, with the exception of the motor vehicle and general
liability classes of business which tend to take longer to develop. This risk takes account of the
uncertainty in the results of undertakings related to existing and expected future premiums over a 12-
month period.

Citadel monitors its day-to-day underwriting and reserving activities of its risk profile through the risk
register, risk ranking, system controls and reporting. The Company has an efficient and effective
reinsurance program to mitigate underwriting risk exposure through adequate retention limits. There
are also a number of underlying underwriting criteria (including limits of authority and referrals) and
claims handling procedures in place to limit the extent of risk taking by any single individual and
mishandling of claims respectively. The Company ensures that rating structures, guidelines to risk
accumulations and reserving disciplines are within the authority and tolerance levels of its risk polices.

The overall non-life underwriting risk charge under Solvency II capital requirements emanates from
premium and reserve risk, catastrophe risk and lapse risk and excludes operational risk arising from
internal processes in the underwriting and settling of insurance risk. Premium risk refers to the possible
potential insufficiency of premiums charged to cover the ultimate cost of the risk, this is solely confined
to unexpired risk. Conversely, reserve risk pertains to the uncertainty around the sufficiency of
estimated technical provision amounts to cover the ultimate loss cost from expired risk. Catastrophe
risk covers the potential for losses stemming from natural and man-made catastrophes from risks
written over the coming 12-month period. Lapse risk captures the expected cost from the loss of
profitable business, inherent to the assumed lapse shock under the delegated act.

C.1.3 Life Underwriting Risk

Citadel’s life underwriting risk exposure is associated with long-tail insurance business. The life
underwriting risk under this category of cover is the inherent uncertainty for the occurrence of the
liability and amount relating to the incident. These risks are in relation to the actual policyholder
experience in relation to expected longevity of the risk for death; disability related claims;
discontinuation or reduction of premium; administration expenses and accumulation of benefit claims
with respect to a single event (Catastrophe risk). The Company has an effective reinsurance program
to mitigate underwriting risk exposures for both its gross and net retention. The life underwriting risk
is influenced by the quantification of the above-mentioned underlying risk factors, for Solvency
Requirements. The underwriting risk excludes operational risk arising from internal processes in
administering the life business.

The Company adopts a number of risk mitigation processes and techniques to reduce its exposure to
underwriting risk. It applies reinsurance solutions to reduce risk for potential losses and accumulated
exposure. Expense risk is managed by the monitoring of controls, actuarial assessments and
performance reviews. The Company has a number of strategies to monitor persistency risk, which may
have a volatile outlook for the underlying pe/rformance linked to lower interest rates for longevity linked
to the guaranteed products.
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C.1.4 Market Risk

Market risk can be described as the risk of change in market value or future cash flows of assets and
liabilities due to changes in interest rates, equity prices, credit spreads and/or exchange rates. It arises
from changes to macroeconomic variables such as interest rates. Exposure to market risk is measured
by assessing the impact of changes in these variables on the net assets of the company on a solvency
II valuation basis.

The capital charge for market risk is made up of interest rate risk, equity risk, property risk, currency
(FX) risk, spread risk and concentration risk.

The Company is exposed to interest rate risk on cash deposits and borrowings carrying a floating
interest rate and to fair value interest rate risk on debt instruments carrying a fixed interest rate and
re-measured at fair value. Interest rate risk does not apply to investments in equities. Interest rate
risk exposure also arises from adverse changes to the discounted best estimate of liabilities from
changes in the term structure of interest rates. Exchange rate risk is limited to a minimal amount of
the total investment portfolio denominated in foreign currencies mainly GBP and USD.

The company mitigates exposure to spread and concentration risk capital charges, by investing in high
credit quality corporate bonds and sovereigns, whilst limiting its exposure to any one single-named
counterparty.

In order to mitigate investment risk, the Company adopts a prudent parameterized investment risk
strategy that is tightly monitored by the Investment Committee. The Investment Committee regularly
reviews the investment performance to ensure compliance with the respective strategy and the level
of risk remains within tolerance levels according to the risk policies.

C.1.5 Credit Risk

The counterparty risk reflects possible losses due to unexpected default, or deterioration in the credit
standing, of counterparties and debtors of undertakings over the forthcoming twelve months. The scope
of the counterparty default risk includes, but is not limited to:

cash at bank

risk-mitigation contracts, such as reinsurance arrangements
securitisations and derivatives

receivables from intermediaries

other credit exposures

Citadel has a low risk tolerance for credit and counterparty risks. The Company limits its credit risk by
maintaining cash balances with institutions and reinsurance counterparties bearing a good credit rating.
Counterparty risk exposures are also considered to ensure concentration levels are kept within the
required risk tolerances. The Company does not envisage any changes to its current material risk
concentrations over the business-planning period.

C.1.6 Liquidity Risk

Liquidity is the risk of not being able to make payments as and when they fall due, as a result of
insufficient marketable assets realising cash proceeds consistent with market values. The relatively
illiquid nature of insurance liabilities may be a potential source of additional investment return, by
allowing the Company to invest in higher yielding, but less liquid assets.

Citadel has an asset liability framework and Committee that monitors short, medium and long-term
obligations to ensure sufficient liquidity. The Company has a liquidity policy and framework in place
which monitors cash levels and other key elements on an ongoing basis. Citadel retains adequate liquid
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assets to cover its commitments as and when they fall due. Furthermore, the reinsurance arrangements
support their respective liability commitments to complement the Company’s liquidity positions.

C.1.7 Operational Risk

Operational risk is the risk of direct or indirect loss, arising from inadequate or failed internal processes,
people and systems, or external events including changes in the regulatory environment. Operational
risk may also be affected by emerging risks, such as, new technologies cyber risk, pandemic disease
and regulatory environment changes.

Citadel has developed its own risk assessments for each business unit and uses tools to effectively
monitor and catalogue risks identified which could have an adverse effect on the Company’s
operational risk profile. The underlying risk factors have a significant bearing on the operational risk
of the Company. These are mainly but not limited to:

e Performance and conduct risk: A non-positive customer experience in relation to the quality
and service of the policy duration.

e Reputational risk: The exposure for an act or omission of disclosure resulting in the loss of
reputation or trust in the Company. Reputational risk is the failure of controls in compliance
and other operational risks aligned to customer service.

Citadel manages this risk exposure by on-going monitoring of its internal controls and systems. 1Its
core values ensure that good governance is paramount to meet customer service and product
expectations and that the Company complies with related legal and regulatory requirements. There
were no material changes with respect to the Company’s risk exposures over the reporting period.

C.2 Investment of Assets in accordance with the Prudent Person
Principle

The Company invests its assets in a manner to ensure the quality of security, performance and its
convertibility into cash for its life and non-life portfolio of investments.

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

In particular, the Company invests in a prudent manner, in securities:

in countries with a stable outlook;

which are sufficiently liquid;

of sufficient credit quality;

quoted on the Malta Stock Exchange or on international stock exchanges;

not subordinated; and

whose issuers are not domicile in countries included in the *black list’ of the FATF.

C.3 Expected profit included in future premiums (“EPIFP")
The total amount of the EPIFP as at 31 December 2021 stood at €2,206,135 (2020: €2,453,160).
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C.4 Risk Sensitivity

Citadel performs the ORSA on an annual basis. This process forms an integral part of the risk
management systems to determine its overall solvency needs. The Company identifies a number of
stress scenarios to test for the volatility of key risk areas of the business to manage its capital more
efficiently. Scenario testing also takes into account potential severe or extreme events, which could
arise over the business plan period that could lead to significant cash and capital strain relative to the
forecast. The major stressors for the individual non-life and life business together with stress scenarios
incorporating the two portfolios include, underwriting, claims experience, reinsurance efficiencies,
assets tests, reverse stress amongst others.

The Company’s risk profile did not materially change since the 2020 ORSA report.

C.5 Other Material Information

There is no other material information regarding the risk profile which has not already been disclosed
within Sections C.1 to C.5 above.
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D. Valuation for Solvency Purposes

This section provides insight infto the assets and liabiljties of the organisation.

D.1 Valuation of Assets

The valuation and measurement basis of assets for financial reporting purposes are undertaken
according to International Financial Reporting Standards ("IFRSs”) as adopted by the EU. For solvency
purposes, the assets are valued in line with the requirements of the Delegated Act, typically at fair
value.

D.1.1 Financial Assets

These assets are classified as investment assets at fair value through profit or loss, whereas loans and
receivables have fixed and determinable values. The purpose for which the investment was purchased
determines the classification of the instrument. As the assets are reported on a fair value basis for IFRS
and Solvency II, no further adjustments except for the accrued interest received are required for
Solvency II purposes.

Investments

The financial assets which are held for trading purposes are designated as so, upon initial recognition.
These include investment in equities, corporate and government bonds, and funds other than assets
held for unit-linked investments. After initial recognition, financial instruments are measured at their
fair value, through profit or loss. The fair value is based on quoted bid prices provided by third party
data providers as at the valuation date.

Assets held for index-linked and unit-linked contracts
The fair value of these assets is arrived at using external pricing services received from the respective
fund managers.

Loans and receivables

The assets are measured at amortised costs, using the effective interest rate method. These
instruments are strictly held to collect their contractual cash flows, typically to maturity. Gains and
losses recognized in profit or loss when the financial asset is derecognized or impaired and through the
amortization process. The carrying amount of loans and receivables approximate their fair value due to
the short term maturities of these assets.

D.1.2 Other Assets

Property and Equipment for Own Use

The Company’s property and equipment are held for own use and includes property leased from third
parties. The leases have been valued in accordance to IFRS 16 — Leases. This standard came into
effected from 01 January 2019 and the carrying value of right-of-use (ROU) assets as at 31 December
2021 was €595,471.

Land and buildings comprise the offices occupied by the Company. Following initial recognition at cost,
the Company’s property for own use is revalued at least on a triennial basis. Surpius and/or deficit
arising on revaluation is taken to revaluation reserve and excess charged to the income statement. All
other property, plant & equipment are stated at historical cost net of accumulated depreciation and
impairment losses.

There are no differences between the recognition and valuation basis for the property and equipment
for own use and there have been no changes to the recognition and valuation bases for property and
equipment for own use over the reporting period.
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Investment Property
The Company’s investment properties are held for leasing purposes

Following initial recognition at cost, the Company’s investment property is revalued on an annual basis.
Surplus and/or deficit arising on revaluation is taken to profit or loss.

There are no differences between the recognition and valuation basis for the investment property.

Reinsurance Recoverable

Reinsurance recoverables are balances which are held as collectible from reinsurers pertaining to claims
recoveries and commissions receivable, net of any reinsurance premium payable. These also comprise
the proportion of claims and premium provisions ceded to reinsurers. An adjustment for reinsurer
default is made under the solvency II valuation basis.

For Solvency II purposes, the calculation is the same as for the best estimate liability as included under
Section D.2.

Receivables

The receivables of the Company are stated at their nominal value as reduced by appropriate allowances
for estimated irrecoverable amounts. Appropriate allowances for estimated irrecoverable amounts are
recognised through profit or loss except on evidence that recoverability is unlikely to be probable.

There are no differences between the recognition and valuation basis for the receivables and there
have been no changes to the recognition and valuation bases for receivables over the reporting period.

Cash and cash equivalents

Cash and cash equivalents of the Company comprise cash balances and call deposits. Bank overdrafts
that are repayable on demand are included as a component of cash and cash equivalents for the
statement of cash flows.

There are no differences between the recognition and valuation basis for the cash and cash equivalents
and there have been no changes to the recognition and valuation bases for the cash and cash
equivalents over the reporting period.

Intangible Assets

Under IAS 38, an intangible asset is recognised on the basis of the expected future economic benefits
accruing to the entity that are attributable to the separately identifiable asset and that the cost of the
asset can be measured reliably.

The Company assesses whether the useful life of intangible assets is finite or indefinite. Intangible
assets with a finite useful life are amortised. Amortisation is charged to profit or loss, over the estimated
usefulness of the asset. Intangible assets are derecognised on disposal or when no future expected
economic value is deemed to be realised. Gains or losses arising from derecognised assets are included
in profit or loss in the period.

The Company is not able to show that there is equivalent market value for these assets in the active
markets and so these are non-admissible assets under Solvency II. Thus, intangible assets are excluded
for Solvency II calculation purposes.

Deferred Acquisition Costs

Acquisition costs comprise direct and indirect costs arising from entering into general insurance
contracts. Acquisition cost is accrued over an equivalent period of the underlying premium. Deferred
acquisition costs which are stated net of deferred reinsurers’ commission, represent those acquisition
costs incurred in respect of unearned premiums existing at the end of the reporting period.

The deferred acquisition costs have zero value under Solvency II and are therefore not included in the
Solvency II balance sheet.

32



Citadel Insurance p.l.c. Solvency & Financial Condition Report 2021

Off Balance Sheet Items
The Company does not have any off-balance sheet assets.
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D.1.3 Differences between the Solvency II and IFRS balance sheets
The table below shows the material differences between the Solvency II and IFRS Balance Sheet for
the Company.

Assets Split by material classes of assets Solvency it IFRS Difference
31 December 2021
Deferred acquisition costs - 845,332 (845,322)
Intangible assets (excluding Goodwill} - 665,435 (665,435)
Deferred tax assets - - -
Property, plant & equipment he!d for own use 5,817,001 5,817,001
Investments
Property (other than own use and participations) 2,710,000 2,710,000 -
Participations 94,510 94,510 -
Equities 1,404,264 1,404,264 -
Bonds 6,293,016 6,216,486 76,529
Investment Funds 4,046,905 4,046,905 -
Deposits other than cash eguivalents 1,000,000 1,000,000 -
Assets held for unit-linked and index-linked contracts 1,125,730 1,125,730 -

Reinsurance recoverable from:

674,310 609,299 1,934,988
Non-life and health similar to non-life 2,609, {1,934,988)

Life & health similar to life, excluding health &
index-liked & unit-linked

{4,344,252) 1,038,570 {5,382,821)

Insurance & intermediaries receivables 897,158 2,700,407 {1,803,249)
Reinsurance receivables 393,010 - 393,010
Receivables (trade, not insurance) 203,385 279,514 {76,529)
Cash and cash equivalents 6,418,671 6,418,671 -
Any other assets, not elsewhere shown 162,146 162,146 -
Total assets 26,895,854 37,134,660  (10,238,815)

In view that the Company adopts IFRS when preparing the Audited Financial Statements, there are no
material differences between the Solvency II and IFRS balance sheets with the exception of the
following items:

(a) Intangible assets:
The intangible assets have a zero value under Solvency II as they cannot be sold separately contrary
to that under IFRS whereby these assets are shown at cost less any amortisation.

(b) Deferred acquisition costs:
The deferred acquisition costs have a zero value under Solvency II as they cannot be sold
separately. Under IFRS these include all direct and indirect costs arising from entering into general
insurance contracts. The costs are accrued over the corresponding period of the underlying
business is written and charged to the corresponding accounting.

(c) Investments
Under IFRS all investments on the balance sheet are recognised at fair value through the profit and
loss. Any accrued interest is recognised with Receivables (Trade). Under Solvency II the accrued
interest receivable on bonds is included within their fair value.

(d) Reinsurance receivables
While there are no differences in the reinsurance receivable amounts under Solvency II and IFRS,
this amount is allocated under reinsurance recoverables under IFRS.

(e) Reinsurance recoverables
Please refer to section D.2.1.5 for an explanation on the differences between Solvency II and IFRS.
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D.2 Valuation of Technical Provisions

This section includes detail on the valuation of the technical provisions of Citadel for Solvency II
purposes. It details the value of technical provisions, including the amount of best estimates and risk
margin for each line of business. It also describes the bases, method and main assumptions used for
the valuation of the best estimates and risk margin for general and life business under Solvency II
requirements.

D.2.1 Technical Provisions Valuation for the General Business
The table below provides the breakdown of the technical provisions for the general lines of business as
at 31 December 2021.

Best Estimate (€)
Premium Provisions Claims Provisions Risk
Line of Business Gross Reinsurance Net Gross Reinsurance Net Margin
Medical Expense 72,837 52,259 20,575 202,673 219,182 83,451 3,740
Income Protection {15,821} {9,549) {6,271) 231,843 27 21,816 407
Motor Vehicle
tiability 790,611 {90,103) 880,713 4,228,265 41,760 4,186,505 334,524
Other Motor 373,243 (53,918) 427,161 575,472 5,234 569,238 56,763
Marine, Aviation &
Transport 41,793 1,135 40,664 65,164 27,461 37,703 1,998
Fire & Other Damage
to Property 96,856 {150,731) 247,588 989,281 673,671 315,609 11,330
General Liability {25,354) {20,802) {4,551) 585,466 - 585,466 45,631
Assistance {838} {464) {374) 6,492 183 6,309 79
Miscellaneous
Financial Loss 734 {3,163} 3,898 {12,338} {18,872} 6,534 131

D.2.1.1 Methodology used in the calculation of the Best Estimate of Technical Provisions for the
General Business

The methodology that has been used to calculate the technical provisions is in line with the CDR. The
technical provisions are the sum of the discounted Best Estimate of Liabilities ("BEL”) and the Risk
Margin ("RM”). The BEL for general business is made up of the Claims Provisions and Premium
Provisions. No simplifications have been used in the calculation of the BEL for the general business.

The Actuarial Function ensures that the technical provisions are considered appropriate for the nature,
scale and complexity of the respective expired and unexpired insurance risks.

In deriving the reinsurer's share of the technical provisions, the attaching reinsurance treaty
agreements are applied directly to the Gross TPs, to derive the Remsurers share. These are then
adjusted for the reinsurer’s potential default.
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Claims Provisions

Claims provisions cover future cash flows on earned premium business.

Claims provisions for IFRS are calculated using the assessment for individual cases reported and
statistical analysis of the claims incurred but not reported. Citadel does not discount its liabilities for
unpaid claims, on an IFRS basis. The provisions for unpaid claims are reviewed on an on-going basis
to ensure adequacy.

The claims provision for the general business under Solvency II is calculated using a range of standard
actuarial techniques including the chain ladder/ link ratio method, Bornhuetter-Ferguson (BF) and
expected loss ratio methods. The claims provision aligned to each line of business is made up of the
following components:

Best Estimate IBNR

A range of actuarial techniques employed for IBNR ‘best estimate’ modelling. The actuarial techniques
vary by nature, scale and complexity of the line of business.

ENID (Events Not In Data) Allowance

An allowance for binary events or possible events the realisations of which, are not contained within
the data set used to estimate the best estimate claims provisions is allowed for using a truncated
statistical approach, within the BEL.

Unaflocated Loss Adjustment Expenses (ULAE)
Includes operational overheads as captured through the business planning expense allocations.
Discounting

All future year cash flows discounted to present value using prescribed EIOPA risk-free discount curves
for the relevant currency interest rate-term structure, based on interpolated market swap rates.

Payment Pattern
Reserve payment patterns are derived from historic claims data.

Alternative approaches are used to test for rare occurrences when projecting claims reserves in order
to build a more comprehensive understanding of key drivers of reserve development.

Premium Provisions
Premium provisions cover future cash flows on unearned premium or bound business.
Best estimate of future claims is estimated by applying expected loss ratios to unearned premiums.

The approach used for other elements such as discounting, payment patterns, and reinsurer default
measurement is similar to that used for claims provisions.

Methodology of reserving has been generally consistent with some changes to specific years within
some classes but this has only been done in some isolated cases. The differences in estimates reflect,
where significant, movements in claims data which may have been out of line with prior estimations.
Over the years, the methodology used has been consistent for both the best estimate of liabilities and
the risk margin.

frzaas ruccoe
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D.2. 1.2 Methodology used in the calculation of the Risk Margin for the General Business
The following risks are projected within the Risk Margin:

Underwriting risk across all business lines, counterparty default risk, operational risk and
catastrophe risk.

Simplification The whole SCR is used for each future year and for each risk sub-module. The
SCR will proportionally decrease in line with the run-off pattern of net claims paid. The
assumptions on which the risk profile, linked to the obligations, is considered unchanged over
the years. This corresponds to simplification number 3 within the EIOPA Guidelines. At each
annual point, the sections of the SCR used to calculate the risk margin are multiplied by the
6% cost of capital in Solvency II Guidelines and then discounted using the prescribed yield
curve.

Discount rate and discounting. The projected charges are discounted by the term structure of the
relevant currency yield curve as at the valuation date. The yield curves by currency are published by
EIOPA and disclosed on the EIOPA website.

D.2.1.3 Key Assumptions and Expert Judgement used in the Valuation of Technical Provisions for
General Business

Claims Provisions

Cash flow patterns are derived from historic claims payments at a class of business level. Future claims
payments could accelerate or decelerate from this. At present, it is reasonable to assume that past
experience will be a guide to the future.

The main assumptions when using the standard actuarial techniques for reserving take into
consideration that:

e There is stability in the reporting and development patterns over time across origin years.
e The future rate of inflation will be a weighted average of past inflationary experience;
e The current mix of business is not expected to change;

Premium Provisions

It is assumed that the reporting year accident date loss ratio from the claims reserving exercise is
appropriate to assess claims experience on unearned premium.

The loss ratio is also not adjusted for any potential differences in mix between the earned and unearned
business. This assumption is deemed appropriate in view of the nature and complexity of the
undertaking’s operations. This approach seems reasonable, and the Actuarial Function is involved in
reviewing the appropriateness of the target loss ratios in the business plan.

D.2.1.4 Level of Uncertainty in the Valuation of Technical Provisions for General Business

There is inherent uncertainty in general insurance owing to the uncertainty inherent to the stochastic
nature of the severity, frequency and timing of insurance losses. The Company underwrites a range of
risks under a cautious underwriting policy. In particular, it includes exposure to bodily injury liability
and larger claims. The reinsurance programme together with the available capital resource mitigates
the risk that ultimate claims costs exceed the best estimate.
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D.2. 1.5 Material Differences between Solvency II and IFRS Valuations for General Business

Sowench® IFRS Difference

Line of Business Best Estimate  Risk Margin

Technical provisions — non-life

Motor vehicle insurance 5,967,580 391,287 8,008,462 {1,649,584)
Marine 106,964 1,998 85,111 23,850
Fire and other damage to property insurance 1,086,137 11,330 2,606,972 {1,509,506)
General liability insurance 560,112 45,631 817,100 (211,356)
Assistance 5,654 79 56,306 {50,573)
Miscellaneous financial loss {11,604) 131 988 {12,461)
Technical provisions — haalth 381,533 2,147 689,039 {305,359}

I 8,096,386 452,603 12,263,978  (3,714,989)|

For the statutory valuation, the outstanding claims are based on the individual assessment of claims
reported which are adjusted as and when further information is received. This methodology is applied
across all lines of business.

D.2.1.6 Other Relevant Information

Citadel does not make use of the following:

Matching Adjustment to the EIOPA risk-free interest rates;
Volatility Adjustment to the EIOPA risk-free interest rates;
Transitional Risk-Free Interest Rate-Term Structure;
Transitional deduction.

D.2.1.7 Recoverable from Reinsurance Contracts and Special Purpose Vehicles

The reinsurance coverage in place varies by class of business. Types of coverage include a Proportional
and an Excess of Loss liability arrangements together with various Excess of Loss treaties for single or
aggregate risks to the Company’s net liabilities. Reinsurance recoverables are projected consistently
with the gross position in the actuarial analysis. For the Excess of Loss contracts where specific large
losses are expected to have an impact, each loss and its recoveries is examined individually.

Citadel does not have in place any Special Purpose Vehicles.

D.2.1.8 Material changes in the relevant assumptions made in the calculation of Technical Provisions

for the General Business
There were no material changes in the relevant assumptions made in the calculation of technical

provisions during the reporting period.

D.2.1.9 Off-Balance Sheet Items =
There are no off-balance sheet liabilities.

D.2.2 Technical Provisions Valuation for the Long-term Business A2 bos M\Acib
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The table below provides the breakdown of the technical provisions for the long-term business by
Solvency II lines of business as at 31 December 2021.

Best Estimate Liability (€)
Une of Business Gross  Reinsurance Net Risk Margin
insurance with profit participation 5,647,788 - 5,647,788 39,073
Index-linked & unit-linked insurance contracts
Contracts without guarantee options 1,017,991 - 1,017,991 11,376
Other life insurance
Contracts without options or guarantees (6,524,573) (4,344,252) (2,180,321} 1,488,919

D.2.2.1 Methodology used in the calculation of the Best Estimate of Technical Provisions for the Long-
Term Business

The methodology that has been used to calculate the technical provisions is in line with the CDR. The
technical provisions are the sum of the BEL and the RM.

All individual policies are projected on a policy-by-policy basis allowing for renewal expenses, additional
expense reserve and potential shortfalls in future income. All cash flows are projected, both income
and outgo but there is no inclusion of interest earnings. Cash flows are grouped into benefit outgo,
premiums received, assumed expenses incurred and other income. Other income relates to policy fees
receivable and only applies to pure protection products at present.

D.2.2.2 Methodology used in the calculation of the Risk Margin for the Long-Term Business

The risk margin is an addition to the BEL. It is intended to increase the technical provisions to the
amount that would have to be paid to another company in order to take over and meet the insurance
obligations. It represents the theoretical compensation for the risk of future experience being worse
than the best estimate assumptions, and for the cost of holding regulatory capital against this.

The Risk Margin is calculated using the following simplification approach:

¢ The SCR is calculated at the valuation date and is the sum of lapse, expense, interest, mortality,
disability, catastrophe and operational risks.

e The Loss Absorbing Capacity of Technical Provisions is set to 0.

e The future SCR is assumed to move in line with total technical reserves. This results in quite large
increases in SCR for a number of years as the reducing amount of protection insurance (an asset)
falls away, and reserve increases are therefore large. This assumption can be considered
conservative and probably overestimates future SCRs given the current portfolio mix.

e The Risk Margin is calculated using risk-free rates as provided by EIOPA for discounting future
cash-flows.

e The total Risk Margin is allocated to the core product groups based partly on a proportional
approach but allocates most of the mortality and catastrophic risk to pure protection products.

D.2.2.3 Key Assumptions and Expert Judgement used in the Valuation of Technical Provisfons for Long
Term Business

The basis of the assumptions is to use best estimates based on experience where credible or
appropriate. )

VP2 ARS  PAGCerts 39



Citadel Insurance p.l.c. Solvency & Financial Condition Report 2021

For both IFRS and Solvency II, the mortality and morbidity rates are assumed at just below the net of
percentage rates currently reinsured. The actual experience studies over recent years show a lower
rate of mortality than the applicable percentage of the reinsurance rate.

Risk free discount rates provided by EIOPA for the relevant time period are used in the calculations.

D.2.2.4 Level of Uncertainty in the Valuation of Technical Provisions for Long Term Business

There is a low level of uncertainty associated with the technical provisions. The guarantees are fully
projected and discounted using risk free rates supplied by EIOPA. Shocks to these discount rates are
covered by the interest margin in the SCR. Mortality and morbidity experience are lower than assumed
and the value of future expenses exceeds what is required if the Company continues to grow. Lapses
are not evidenced to have a large impact although a major lapse of protection policies would impact
the expense assumption. Again, the SCR covers a major hit on expenses.

D.2.2.5 Material Differences between Sofvency II and IFRS Valuations for Long Term Business

Technical Provisions Solvency Il IFRS Difference
Insurance with profit participation

other life insurance 651,207 6,707,032  (6,055,825)
index-linked and unit-linked insurance 1,029,367 1,108,767 (79,400)
Total Technical Provisions 1,680,574 7,815,799  (6,135,225)

With-profit — The IFRS amount includes all contingency and guarantee reserves. However, the IFRS
amount allows for a rate of return on assets that are actually supporting this liability. The EIOPA
discount rates are considerably lower than this rate of return that the Company expects to make on its
assets. In addition, the liabilities are considerably longer in term than the assets so discounting at much
lower rates does have a large impact.

Unit-finked — Under IFRS, the minimum surrender value is held plus a reserve amount, known as the
sterling reserve. This reserve ensures no policy is used to subsidize another policy in terms of future
cash flows. This rule does not apply under Solvency II, so the reserve is zero. In addition, the effect of
future positive cash flows means the reserve held can be slightly lower than the surrender value under
Solvency II.

Other Life Insurance — There is a major change between IFRS and Solvency II valuation. Under IFRS,
each policy is reserved for individually and no policy is held as an asset (that is no negative reserves).
Under Solvency II, negative reserves are allowed.

D.2.2.6 Other Relevant Information

Citadel does not make use of the following: WA 2845 YA
¢ Matching Adjustment to the EIOPA risk-free interest rates
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e Volatility Adjustment to the EIOPA risk-free interest rates
e Transitional Risk-Free Interest Rate-Term Structure
e Transitional deduction.

D.2.2.7 Recoverable from Reinsurance Contracts and Special Purpose Vehicles

Citadel has in place reinsurance arrangements with reputable highly rated reinsurance companies. The
treaties cover adequately the Company from catastrophic scenarios. The relatively low retention level
in its reinsurance agreements contributes towards the Company maintaining its Underwriting &
Reserving SCR within the stated risk policy limits. The reinsurers have credit ratings of at least A- and
are within the Company’s risk polices with respect to counterparty credit risk. In conclusion, the
Company's reinsurance agreements satisfy its reinsurance strategy.

The Company does not have in place any Special Purpose Vehicles.

D.2.2.8 Material changes in the relevant assumptions made in the calculation of Technical Provisions
for Long Term Business

There were no material changes in the relevant assumptions made in the calculation of technical
provisions during the reporting period other than in the EIOPA interest rate.

D.2.2.9 Future Management Actions and Policyholder Behaviour
D.2.2.9.1 Assumptions about Future Management Actions
D.2.2.9.2 Assumptions about Policyholder Behaviour

Past experience lapse rates have been projected forward so we assume policyholders will lapse at the
same rate in future although the company has a more robust policy in force to reduce the incidence

of lapses.

D.2.2.10 Off-Balance Sheet Items
There are no off-balance sheet liabilities.

HrzALs MAcea

D.3 Valuation of Other Liabilities

D.3.1 Other Liabilities excluding Technical Provisions
The other liabilities of the Company other than technical provisions consist of the following items:
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Deferred Tax Liability

The deferred tax liability in the Solvency II Balance Sheet arises on the conversion of the Balance Sheet
from IFRS basis to Solvency II. Valuation differentials occurring from re-valuing the assets and liabilities
from the IFRS valuation basis to their SII equivalents results in a change in the own funds of the
Company under Solvency II. The deferred tax liability under Solvency II is calculated as follows: IFRS
Deferred Tax Liability + (Tax Rate * [Own Funds under SII — Own Funds under IFRS]).

Payables

Payables are classified with liabilities and are stated at their nominal value unless the effect of
discounting is material, in which case payables are measured at amortised cost using the effective
interest method. The payables comprise the following items:

(a) Insurance and intermediary payables;
(b) Payables (trade, not insurance); and
(c) Debts owed to credit institutions

Bank overdraft
Subsequent to initial recognition, interest-bearing bank overdrafts are carried at face value in view of
their short-term maturities.

There are no differences between the recognition and valuation basis for the other liabilities and there
have been no changes to the recognition and valuation bases for the other liabilities over the reporting
period.

No estimations, assumptions and judgements were made over the reporting period.

D.3.2 Material differences between Solvency II and IFRS Valuations
The material differences between the Solvency II and IFRS balance sheet with regards to the other
liabilities excluding technical provisions are summarized in the table below:

Other Liahilities Solvancy I IFRS Difference
Deferred tax liabilities 1,189,190 1,156,285 32,905
Dabts owed to credit institutions 1,024,354 1,024,354

insurance & intermediaries payables 2,813,806 3,296,421 {482,614)
Payables (trade, not insurance) 735,282 735,282

Subordinated liabilities in basic own funds 1,366,546 1,366,546 -
Total labilities other than technical provisions 2128177 7,578,8%7 (449,709)
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The deferred tax liability in the Solvency II balance sheet arises on the conversion of the balance sheet from
IFRS to Solvency II basis. Any adjustments made to the IFRS balance sheet for the purpose of Solvency II
reporting should be considered for related deferred tax adjustments. These adjustments represent valuation
changes between the IFRS and Solvency 11 basis, which will ultimately result in an impact on the Company’s
profit or loss account.

D.4 Other Material Information

There is no other material information that has not been disclosed in Section D.1 to D.4 above.

HATa by
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E. Capital Management

This section provides an analysis of the Company’s capital management in relation to own funds and
the various capital requirements as prescribed by Solvency I1.

E.1 Own Funds

E.1.1 Obijectives of capital management

Citadel’s fundamental objective is to manage and maintain a sound capital base to support business
risk profile to preserve shareholder value, customer trust and loyalty. In particular, Citadel ensures that
it manages its capital within the regulatory requirements of Solvency II.

The Company has established a Capital Management Policy together with a Liquidity/Funding
Contingency Plan to achieve its objectives over its business-planning period. The Board is responsible
to ensure that solvency is maintained at all times.

Each year the Company performs an ORSA exercise wherein it projects and calculates its SCR across
the lifetime of its business planning horizon to ensure availability and eligibility of capital within the risk
policy threshold and regulatory requirements over its business plan period.

The Company has adopted the Standard Formula approach for the calculation of the SCR and the MCR.
The following sections of this report show that the Company will have sufficient capital throughout the
business-planning period.

Citadel monitors its capital management framework on an on-going basis. In this way, it is able to
monitor any potential deviations of its risk profile from its risk tolerances. The SCR is reviewed regularly
to ensure that the Company remains comfortably above its solvency capital requirement targets.

There have been no material changes to the objectives, policies and processes for managing the own
funds of the Company during the reporting period.

E.1.2 Structure of Own Funds
The own funds of the Company are made up of the excess assets over liabilities as shown on the

Balance Sheet in Section E.1.4.

Under the previous regulatory requirements, the Company was obliged to take out sub-ordinate loan
to cover the high value of reinsurance assets not allowable under Solvency I requirement calculation.
Under Solvency II the Company is no longer required to hold “Tier 2” subordinate capital (below).

The Own Funds of the Company as at the end of December 2021 comprise Tier 1 Basic Own Funds and
Tier 2 Own Funds.
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Basic Own Funds (€} Classification 2021 2020 Difference
Paid Up Ordinary Share Capital | ﬂnm;t&ded Tierl | S.@AOD 5,000,400 -
Reconciliaton Reserve Unrestricted Tier 1 4,536,714 3,093,656 1,443,058
Subordinated Loans Tier2 1,366,546 1,366,546

Total 10,903,660 9,450,601 1,443,058

The Company has an authorized share capital of €7,200,000, of which €5,000,400 has been issued and
fully paid up.

E.1.2.1 Analysis of Tier 1
The Tier 1 Own Funds are unrestricted and eligible to meet both the SCR and the MCR. A minimum of
80% of the MCR and 50% of the SCR needs to be met by means of Tier I Capital.

The Company’s ordinary share capital is classified as Tier 1 Basic Own Funds under Solvency II. Since
the last reporting year there were no changes in the paid-up ordinary share capital.

The reconciliation reserves are made up of the excess of assets over liabilities less the ordinary share
capital and can be recognised as Tier 1 Basic Own Funds under the Solvency II Directive.

The components that make up the reconciliation reserves as at 31 December 2021 and 2020 are
presented in the table below:

Reconciliation Reserve (&) 2021 2020 Difference
Excess of assets over liabiiities 8,537,114 8,094,056 1,443,058
Ordinary Share Capital 5,000,400 5,000,400 -
Total 4,536,714 3,093,656 1,443,058
E.1.2.2 Analysis of Tier 2

The subordinated loans of the Company form part of the Tier 2 Basic Own Funds and meet the
requirements of the CDR.

Tier 2 capital of up to 50% of the SCR is eligible to meet the SCR and up to 20% of the absolute MCR
is eligible to meet the MCR.

The subordinated loans amount to €1,366,546 (2020 €1,366,546) and are split between shareholders’
subordinated loans and bank subordinated loans as indicated in the table under section E.1.3 below.

Hozhos mpcTh
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E.1.3 Eligible amount of Own Funds to cover the SCR and MCR
The tables below represent the Company’s Eligible Own Funds that are used to cover the SCR and MCR
as at 31 December 2021

Eligible Own Funds Classification Company
Paid Up Share Capital Unrestricted Tier 1 5,000,400
Reconciiiation Reserve Unrestricted Tier 1 4,536,714
Subordinated Loans Tier2 1,366,546
Minority Interest Unrestricted Tier 1 -
Total 10,903,660
SCR 5,536,411
MCR 7,400,000
Total Eligible to meet the SCR 10,903,660
Total Eligible to meet the MCR 10,903,660
Ratio of Eligible Own Funds to cover SCR 197%
Ratio of Eligible Own Funds to cover MCR 147%

E.1.4 Material differences between Equity as shown under the Financial Statements

and Excess of Assets over Liabilities under Solvency II
The table below provides the breakdown of the total equity in the IFRS Annual Financial Statements
and the excess of assets over liabilities under Solvency II:

2021 2020
€ £
Total Equity under IFRS 9,476,005 8,115,103
Adjustments arising from Solvency Ii 61,108 (21,047)
Excess of Assets over Liabilities under Solvency Il 9,537,114 8,084,056

The differences between the IFRS and Solvency II balance sheet are explained in Section D.

E.1.5 Transitional Arrangements
The Company have not applied any transitional arrangements.

E.1.6 Ancillary Own funds
The Company do not currently have any ancillary own fund items.

E.1.7 Restrictions affecting the availability and transferability of Own Funds
The Company does not deduct any items from its own funds and has no restrictions on the availability

A"

and transferability of its own funds.
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E.1.8 Principal Loss Absorbency Mechanism
Article 71 (1) (e) of the CDR states that the Principal Loss Absorbency Mechanism and trigger points
should apply to the following own fund items:

M Paid-in subordinated mutual member accounts;
(ii) Paid-in preference shares and the related share premium account; and
(iii) Paid-in subordinated liabilities.

Since the Company do not have any of the own funds mentioned in the list above, the Principle Loss
Absorbency Mechanism and trigger points, do not apply to the Company.

E.1.8.1 Loss Absorbing Capacity of Deferred Taxes

An adjustment pertaining to the tax-effect of the 1/200-year Solvency II stresses on the balance sheet
of EUR 2,456,532 has been taken into account in deriving the company’s solvency capital requirement.
In the event of the realisation of the losses resulting from the SII shocks, the company would be able
to offset these tax losses, against future tax liabilities arising from both the temporary differences
currently recognised by way of deferred tax liabilities and also from future taxation on probable
economic profits, expected over the foreseeable planning horizon.

In deriving this adjustment the entity has assessed that the EUR 1,156,285 is justified by reversion of
deferred tax liabilities and the residual EUR 1,641,245 is justified by reference to probable future taxable
economic profits.

E.2 Solvency Capital Requirement and Minimum Capital Requirement

E.2.1 Amounts of SCR and MCR at the end of the reporting period
The Company’s SCR and MCR as at 31 December 2021 is presented in the following table:

SCR & MCR at 31 December 2021 (€)

Company
SCR 5,536,411
MCR 7,400,000

No balances relating to the final amount of the SCR and MCR are currently under supervisory
assessment. The final amount of the SCR remains subject to supervisory assessment.
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E.2.2 Solvency Capital Requirement split by risk modules

The Company makes use of the Standard Formula when calculating its solvency capital requirements.
The formula takes a modular approach, meaning that individual exposure to each risk category is
assessed and then aggregated together.

The table below represents a breakdown of the SCR as at 31 December 2021:

Risk Charge (€)

Risk Type 2021
Company

Non-Life Underwriting Risk 3,028,835
Health Underwriting Risk 112,035
Life Underwriting Risk 1,226,531
Counterparty Risk 1,342,753
Market Risk 4,939,572
Diversification Benefit (3,164,387)
Basic SCR 7,485,344
Operational Risk 507,600
SCR before the loss-absorbing capacity of deferred taxes 7,992,943
Loss-absorbing capacity of deferred taxes (2,456,532}
SCR after the loss-absorbing capacity of deferred taxes 5,536,411

E.2.3 Minimum Capital Requirement

The MCR is calculated using the method prescribed by the CDR. The calculation of the MCR combines
a linear formula with a floor of 25% and a cap of 45% of the SCR calculated using the Standard
Formula. The inputs used in this calculation are detailed below:

Non-life business component:

a) Net technical provisions, excluding the risk margin, for each line of business;
b) Net premium written in the last 12 months, for each line of business; and

c) SCR.
Long term business component:

a) With-profit obligations relating to the guaranteed benefits;

b) Index and unit-linked obligations;

c) Obligations relating to other long-term business;

d) Total capital at risk for all life insurance obligations, after allowing for reinsurance; and

e) SCR.

The Best Estimate Liability for non-linked products is set to a minimum of zero to avoid reducing the
MCR, in line with the CDR.

Citadel is a composite insurer selling both life and non-life products; therefore, the Absolute Minimum
Capital Requirement is €7,400,000, consisting of €3,700,000 covering the non-life business and
€3,700,000 covering the long-term business.

At 31 December 2021, the Company had a surplus amounting to €3,503,660 over the MCR.
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E.2.4 Changes to the SCR and MCR during the reporting period
The table below summarises the SCR and MCR as at December 2020 and December 2021:

2021 2020
€ €
SCR 5,536,411 4,689,642
MCR 7,400,000 7,400,000

The table above shows that there has been no material change to the SCR and MCR over the reporting
period.

E.2.5 Other Relevant Information

The Company does not make use of an internal model, of undertaking specific parameters or simplified
calculations to calculate the SCR. No matching adjustment is applied to the relevant risk-free interest
term structure.

Aside from the SCR and MCR ratios presented in S.23.01.01, the Company does not disclose any other
ratios.

The Company is not required to hold any regulatory capital add-ons. It does not make use of the
duration-based equity risk sub-module in the calculation of the SCR as set out in Article 304 of the
Solvency II Directive.

E.3 Other Material Information

There is no other material information regarding capital management that has not already been
disclosed in Sections E.1 to E.2 above.

2
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Annual Quantitative Reporting Templates
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$.02.01.02
Balance Sheet

Assets

Goodwill

Deferred acquisition costs

Intangible assets

Deferred tax assets

Pension benefit surplus

Property, plant & equipment held for own use

Investments (other than assets held forindex-linked and unit-linked contracts)

Property (other than for own use)
Holdings in related undertakings, including participations
Equities
Equities - listed
Equities - unlisted
Bonds
Government Bonds
Corporate Bonds
Structured notes
Collateralised securities
Collective Investments Undertakings
Derivatives
Deposits other than cash equivalents
Other investments
Assets held for index-linked and unit-linked contracts
Loans and mortgages
Loans on policies
Loans and mortgages to individuals
Other loans and mortgages
Reinsurance recoverables from:
Non-life and health similar to non-life
Non-life excluding health
Health similar to non-life

Life and health similar to life, excluding health and index-linked and unit-linked

Health similar to life
Life excluding health and index-linked and unit-linked
Life index-linked and unit-linked
Deposits to cedants
Insurance and intermediaries receivables
Reinsurance receivables
Receivables (trade, not insurance)
Own shares (held directly)

Amounts due in respect of own fund items or initial fund called up but not yet paid in

Cash and cash equivalents
Any other assets, not elsewhere shown
Total assets

€000s
Solvency Il value
€0010

R0010
R0020
R0030 -
R0040 -
RO050 -
R0060 5,817
R0O070 15,549
RO080 2,710
R00S0 95
R0100 1,404
R0110 1,404
RO120 -
RO130 6,293
R0140 2,621
RO150 3,672
RO160 -
R0O170 -
R0180 4,047
R0O190 -
R0O200 1,000
R0210 -
R0220 1,126
R0230 =
R0240 -
R0250 -
RO260 -
R0270 (3,670)
R0280 674
R0290 412
R0O300 262
R0310 (4,344)
R0320 -
R0330 (4,344)
R0340 -
R0350 -
R0360 897
R0370 393
R0380 203
R0390 -
R0400 -
R0410 6,419
R0420 162
RO500 26,896

Wzaps HA o

51



Citadel Insurance p.l.c.

Solvency & Financial Condition Report 2021

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

€000s

Solvency H value

C0010
R0510 8,549
R0520 8,165
R0530 -
R0540 7,715
ROS50 450
RO560 384
R0570 -
RO530 382
RO590 2
RO600 651
R0610 ”
R0620 -
R0630 -
RO640 -
RO650 651
RO660 -
RO670 (877)
RO680 1,528
R0690 1,029
RO700 -
R0710 1,018
R0720 11
RO730 -
RO740 -
RO750 -
RO760 -
RO770 -
RO780 1,189
R0790 -
R0S00 1,024
R0810 -
R0820 2,814
R0830 -
R0840 735
RO850 1,367
R0860 -
R0870 1,367
RO8S0 ]
R0900 17,359
R1000 9,537
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5.23.01.01
Own Funds
Totl Tier 1 Tiefl- Tier2 Ter3
unrestricted | restricted
€0010 0020 C0030 00040 0050
£000s £000s £000s €000 €000s
Basic own funds before deduction for participations in other financial sector
Ordinary share capital {gross of own shares) RO010 5000 5,000
Share premium account related to ordinary share capital ROO30 -
Initial funds, members' contributions or the equivalent basicown - fund item for mutual and mutual-type undertakings R0040 -
Subordinated mutual member accounts RO050 - s - -
Surplus funds ROO70
Non-available surplus funds at group level RO0B0
Preference shares RO0%0 - - - -
Share premjum acoount related to preference shares RO110 = - - -
Reconciliation reserve ROL30 4,537 4,537
Subordinated liabilities RO140 1367 - 1,367 -
Anamount equal to the value of net deferred tax assets ROL60 - -
Cther items approved by supervisory authority as basic own funds not specified above RO180 = - - - -

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

il

Deductions
Deductions for participations in other financial undertakings, induding gulated undertakings camying out finandial activities | RO23D [ - I - | - -
Total basic own funds after deductions [ rmoo [ 1004  os37] . 1,387
Arcillary own funds
Unpaid and uncalled ordinary share capital caflable on demand RO300 = -
Unpaid and uncalled initial funds, members* contributions or the equivalent basic own fund item for mutual and mutual - type undertakings, —_—
callable on demand - -
Unpaid and uncalled preference shares caflable on demand RO320 - -
Alegally binding commitment to subscribe and pay for subordinated liabilities cn demand RO330 - -
Letters of credit and guarantees under Article 96{2) of the Directive 2009/138/EC RO340 - -
Letters of credit and guarantees other than under Article 96(2) of the Directive 2009/138/EC RO350 - - -
Suppl y members calls under first sub h of Article 96(3) of the Directive 2009/138/EC R0360 - -
Supplementary members alls - other than under first subparagraph of Artidle 96(3} of the Directive 2009/138/EC RO370 . - -
Other andillary own funds RO3%0 ’ - -
Tota! ancillary own funds RO40D0 = - -
Available and eligible own funds
Total available own funds to meet the SCR RO500 10,904 9,537 > 1,367 -
Total available own funds to meet the MCR RO510 10504 9,537 - 137
Total eligible own funds to meet the SCR RO540 10,904 9,537 - 1,367
Total eligible own funds to meet the MCR RO550 10,904 9537 - 1,367
SCR RO580 5,536
MCR R0B00 7,400
Ratio of Bigible own funds to SCR R0620 19%%
Ratio of Higible own funds to MCR R0640 147%|
Recondiliation reserve 0060
Excess of assets over liabilities RO700 9,537
Qwn shares (held directly and indirectly} RO710 *
F ble dividends, distributions and charges RO720
Other basic own fund items RO730 5000
Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced funds RO740
Reconciliation reserve RO760 457
Expected profits
Expected profits induded in future premiums (EPIFP) - Life business | _RO770 2206
Expected profits induded in future premiums (EPIFP) - Non-life business RO780 -
Total Expected profits incduded in future premiums (EPIFP) |_RO790 1106
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$.25.01.21
SCR for undertakings using the Standard Formula

Gross solvency capital
requirement
C0110
€000s
Market risk R0O010 4,940
Counterparty default risk R0020 1,343
Life underwriting risk RO030 1,227
Health underwriting risk R0O040 112
Non-life underwriting risk R0O050 3,029
Diversification R0O060 (3,164)
intangible asset risk R0O070 -
Basic Solvency Capital Requirement R0O100 7,485
C0100
Adjustment due to RFF/MAP nSCR aggregation R0120 -
Operational risk RO130 508
Loss-absorbing capacity of technical provisions R0140 -
Loss-absorbing capacity of deferred taxes RO150 (2,457)
Capital requirement for business operated in accordance with Art. 4 of Directive RO160
2003/41/EC -
Solvency Capital Requirement excluding capital add-on RO200 5,536
Capital add-ons already set R0O210 -
Solvency capital requirement for undertakings under consolidated method R0220 5,536
Other information on SCR
Capital requirement for duration-based equity risk sub-module R0400 -
Total amount of Notional Solvency Capital Requirements for remaining part R0O410 -
Total amount of Notional Solvency Capital Requirements for ring fenced funds R0420 -
Total amount of Notional Solvency Capital Requirements for matching adjustment
. R0430
portfolios -
Diversification effects due to RFF nSCR aggregation for article 304 R0440 -
Method used to calculate the adjustment due to RFF/MAP nSCR aggregation R0450 -
Net future discretionary benefits R0460 -
Loss - absorbing capacity of deferred taxes
LAC DT
C0130
€000s
LACDT RO640 {2,457)
LAC DT justified by reversion of deferred tax liabilities RO650 {1,156)
LAC DT justified by reference to probable future taxable economic profit R0660 {1,300)
LAC DT justified by carry back, current year R0O670 -
LAC DT justified by carry back, future years R0680 -
Maximum LAC DT R0690 (2,798)
]
_,'I,_~——* [ —
(_ HA2ze s HALTA
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5.28.02.01

Minimum Capital Requirement - Both life and non-life insurance activity

MCR components

Linear formula component for non-life insurance and reinsurance obligations

Background information

Medical expense insurance and proportional reinsurance

Income protection insurance and proportional reinsurance

Motor vehicle liability insurance and proportional reinsurance

Other motor insurance and proportional reinsurance

Marine, aviation and transport insurance and propartional reinsurance
Fire and other damage to property insurance and proportional reinsurance
General liability insurance and proportional reinsurance

Assistance and proportional reinsurance

Miscellaneous financial loss insurance and proportional reinsurance

Linear formula component for life insurance and reinsurance obligations

Linear formula component for life insurance and reinsurance obligations

Total capital at risk for all life (re}insurance obligations

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

Other life (re)insurance and health (re)insurance obligations

Total capital at risk for atl life (re)insurance obligations

Overall MCR calculation

Linear MCR

SCR

MCR cap

MCR floor

Combined MCR

Absolute floor of the MCR
Minimum Capital Requirement

Notional non-life and life MCR calculation

Notional linear MCR
Notional SCR excluding add-on {annual or latest calculation)
Notional MCR cap

Notional MCR floor

Notional Combined MCR

Absolute floor of the notional MCR -
Notional MCR

Non-life activities

MCR(NL, NL) Result

C0010
€000s
| _rooio | 1,384 |
Non-life activities
Net {of reinsurance/ Net (of reinsurance)
SPV) best estimate and | written premiums in the
TP calculated asawhole |  last 12 months
C0030 €0040
£000s €000s
R0020 104 372
RO030 16 116
R0O050 5,067 3,411
ROOE0 996 3,871
RO0D70 78 73
ROOE0 563 472
RO0S0 581 463
RO120 6 12
RO130 10 15

Life activities

MCR(L, L) Result
€0080

€000s

[ Rroz00 ]|

3]

Life activities
Net (of rel_nsurance/SPV) Net (of reinsurance /SPV)
best estimate and TP b r
calculated as a whole total capital at risk
co110 c€o120
£000s €000s
R0O210 5,648
R0220 -
R0230 1,018
R0O240 -
R0250 254,691
[ co130 ]
€000s
RO300 1,778
R0O310 5,536
R0O320 2,491
R0O330 1.384
R0340 1,778
RO350 7.400
RO400 7,400
Non-life activities Life activities
€0140 €0150
£000s €000s
R0500 1,384 394
RO510 4,308 1.228
RO520 1,938 553
RO530 1,077 307
R0O540 1,384 354
ROSS50 3,700 3,700
ROS60 3,700 3,700
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Report of the approved auditor of Citadel Insurance PLC (“the Undertaking”) pursuant to
paragraph 8.10.2 and Annex V of Chapter 8 of the Insurance Rules issued under the Act:
Report on the Audit of the relevant information and relevant templates of the Solvency and
Financial Condition Report (“SFCR”)

We have audited the following quantitative reporting templates prepared by the Undertaking:
e S$.02.01.02, S.17.01.02, S$.23.01.01, S.25.01.21, 5.28.01.01 as at 31 December 2021

(the “relevant templates of the SFCR")

The relevant templates of the SFCR have been prepared by the Undertaking in accordance with the
Insurance Business Act (Cap. 403), regulations and Insurance Rules issued thereunder, the
Commission Delegated Regulation and the European Commission Implementing Regulation (EU)
2015/2452, (hereafter referred to as “the relevant legislation”).

Respective responsibilities of Directors and Auditors

The Board of Directors shall be responsible for the preparation of the SFCR in accordance with the
financial reporting provisions contained in the relevant legislation referred to above. In terms of
section 8.9 of Chapter 8 of the Insurance Rules, the Board of Directors are responsible for having in
place appropriate systems and structures to meet the Undertaking’s public disclosure requirements
in relation to the SFCR and for the approval of the SFCR.

The Board of Directors are also responsible to have the necessary internal control to enable the
preparation of the SFCR which is free from material misstatement, whether due to fraud or error.
The Board of Directors are responsible for overseeing the Undertaking’s financial reporting process.

The Board of Directors shall be satisfied that, throughout the financial year in question, the
Undertaking has complied in all material respects with the requirements of the relevant legislation as
applicable to the Undertaking. The Board of Directors shall be required to sign a Declaration Form,
in accordance with paragraph 8.6.2 of Chapter 8 of the Insurance Rules and Annex IV to the said
Chapter, for submission with the SFCR to the competent authority.

Our responsibility as approved auditors is to audit and express an opinion on the information that an
authorised undertaking shall disclose pursuant to Article 296 and 297 of the Commission Delegated
Regulation (hereafter referred to as the “relevant information”) and on the relevant templates of the
SFCR, in terms of paragraphs 8.10.2 of Chapter 8 of the Insurance Rules and Annex V to the said
Chapter, confirming that the said information and templates, which are subject to the audit, have
been prepared in all material respects in accordance with the relevant legislation. Such audit is to be
made in accordance with the paragraph 810.2 and Annex V of Chapter 8 of the Insurance Rules and
with International Standards on Auditing.

Mazars Malta
Certified Public Accountants
VAT Reg No, MT15286002
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Report of the approved auditor of Citadel Insurance PLC (“the Undertaking”) pursuant to
paragraph 8.10.2 and Annex V of Chapter 8 of the Insurance Rules issued under the Act:
Report on the Audit of the relevant information and relevant templates of the Solvency and
Financial Condition Report (“SFCR?”) (continued)

Scope of the SFCR Audit

An audit involves obtaining evidence about the amounts and disclosures in the relevant information
and relevant templates of the SFCR, sufficient {o give reasonable assurance that the relevant
information and templates are free from material misstatement, whether caused by fraud or error.
This includes an assessment of. whether the accounting policies are appropriate to the
Undertaking’s circumstances and have been consistently applied and adequately disclosed; the
reasonableness of significant accounting estimates made by the Board of Directors; and the overall
presentation of the relevant information and templates of the SFCR.

If we become aware of any apparent material misstatements or inconsistencies in the information,
we consider the implications for our report.

Opinion

In our opinion, the information in the relevant information and the relevant templates of the Solvency
and Financial Condition Report of the Undertaking for the year ended 31 December 2021 is properly
prepared, in all material respects, in accordance with the relevant legislation.
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Paul Giglio (Partner) for and on behalf of

Mazars Malta
Certified Public Accountants
Birkirkara

Malta

8 April 2022

Mazars Malta
Certified Public Accountants
VAT Reg No, MT15286002






