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Executive summary

This is the Solvency and Financial Condition Report (SFCR) for National House-Building Council (NHBC) for
the year ended 31 March 2022. The purpose of the SFCR is to meet public disclosure requirements as
outlined in Chapter Xll of Commission Delegated Regulation (EU) 2015/35.

The report presents different aspects of NHBC’s solvency and financial condition. In particular it sets out
NHBC’s business and performance, risk profile, valuation methods used in preparation of its balance sheet
on a Solvency Il basis, and overview of its capital management.

The report should be read in conjunction with quantitative reporting templates presented in section F of this
report.

The table below shows NHBC’s Standard Formula solvency position as at 31 March 2022.

£m 2022 2021
Eligible own funds 666.7 587.7
Solvency capital requirement 364.6 381.1
Solvency Il surplus 302.1 206.6
Solvency ratio 183% 154%

Business and performance

NHBC is a provider of warranty and insurance for new homes. Its purpose is to work with its registered
housebuilders to help build confidence in the construction quality of new homes for the benefit of the industry
and its homeowners.

The second year of the pandemic saw NHBC facing the continued challenges of the shift to home and hybrid
working and dealing with intermittent lockdown restrictions. NHBC and its people adapted to this fluid
environment well, continuing to support registered customers, delivering for policyholders and helping the
business to successfully navigate the impacts of Covid-19.

After a welcome return to profit last year, the business has again delivered a strong financial performance,
reporting a profit for the year of £67.4m. NHBC has continued the essential work to strengthen its capital
position and maintain a solid financial platform. A profitable NHBC is essential to help drive quality standards
across the sector, protect homeowners and support registered builder customers as they adjust to the
regulatory changes flowing from the Building Safety Act 2022 and the Future Homes Standard.

System of governance

NHBC’s Board recognises the importance of strong corporate governance and has the responsibility of
ensuring NHBC’s long-term sustainability. The Board is comprised of the Chairman (a non-executive director
(NED)), Chief Executive Officer, Chief Financial Officer (CFO), Commercial Director, and seven further NEDs.
To ensure that the Board’'s responsibilities are met the Board has established a governance framework
overseen and supported by a series of Board and Executive Committees.

NHBC’s system of governance has not changed significantly during the reporting period.

Section B of the report presents further information about NHBC’s system of governance. The section
describes NHBC’s system of governance, risk management framework, approach to Own Risk and Solvency
Assessment (ORSA), and key control functions.
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Risk profile

Most of the risks that NHBC faces arise through the issue of insurance contracts through NHBC’s core
Buildmark product.

The primary basis used by NHBC to quantify the risks is the Solvency Capital Requirement (SCR) which is
calculated as Solvency Il Own Funds at risk in a 1-in-200-year loss event over a one-year time horizon.

The following table shows NHBC'’s diversified SCR by most significant components as at 31 March 2022.

£m 2022 2021
Non-life underwriting risk 283.3 296.2
Market risk 111.1 120.2
Other risks and adjustments 40.7 38.4
Diversification (70.5) (73.7)
SCR 364.6 381.1

Section C of the report describes NHBC'’s risk profile including how risks are assessed and mitigated, risk
concentrations and risk sensitivity.

Valuation for solvency purposes

Solvency Il requires an economic market consistent approach to the valuation of assets and liabilities.
NHBC'’s valuation of its assets and liabilities on a Solvency Il basis is broadly similar to valuations used in its
financial statements prepared under UK Generally Accepted Accounting Practice (UK GAAP) although there
are notable differences. As at 31 March 2022 the differences, summarised in the table below are:

£m 2022 2021

UK GAAP net assets 502.0 430.0

Valuation differences:

Net technical provisions’ 180.0 169.3
Deferred taxes (15.3) (11.6)
Solvency Il excess of assets over liabilities 666.7 587.7

Section D of the report describes the methods employed by NHBC in valuing assets and liabilities on a
Solvency |l basis, together with an explanation of differences arising between valuations performed on a UK
GAAP and Solvency Il basis, respectively.

Capital management

NHBC’s capital objectives are to maintain sufficient capital to safeguard its ability to continue as a going
concern, as well as to maintain financial strength to support new business growth and satisfy the
requirements of its policyholders and regulators.

NHBC aims to hold capital in excess of its regulatory capital requirement; the SCR. NHBC calculates its SCR
in accordance with the Standard Formula prescribed in the Solvency Il regulations and aims to maintain a
capital level above 160% (the solvency ratio). At 31 March 2022, under Solvency Il, NHBC’s solvency ratio
was 183% (2021: 154%).

' Including de-recognition of deferred acquisition costs (DAC)
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NHBC also undertakes an ongoing Own Risk and Solvency Assessment (ORSA) which provides for the
continual review of the business’ risks, capital requirements and strategic direction. This ongoing assessment
comprises a range of different activities, processes and reports, which the Board consider in addition to the
Standard Formula measure when assessing capital projections.

NHBC'’s capital position is kept under constant review by the Board through the Board Risk Committee.

Section E of the report provides further information on NHBC'’s capital management objectives and policies.
Additionally, Section E describes NHBC'’s structure of Own Funds and calculation of the SCR.
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Directors’ responsibility statement

We acknowledge our responsibility as directors of National House-Building Council (NHBC) for preparing the
Solvency and Financial Condition Report (SFCR) in all material aspects in accordance with the PRA Rules
and Solvency Il Regulations.

We are satisfied to the best of our knowledge and belief that:

(a) throughout the financial year to 31 March 2022, NHBC has complied in all material respects with
the requirements of the PRA Rules and Solvency Il Regulations as applicable to NHBC, and

(b) it is reasonable to believe that in respect of the period from 31 March 2022 to the date of the
publication of the SFCR, NHBC has continued so to comply, and will continue so to comply in
future.

Signed by and on behalf of the Board of Directors

%ﬁigned by:
25C090A137944C7 ..
Paul Hosking

Chief Financial Officer

4 July 2022
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Independent auditor’s opinion

Report of the external independent auditor to the directors of National House-
Building Council (‘the Company’) pursuant to rule 4.1 (2) of the External Audit
chapter of the PRA Rulebook applicable to Solvency Il firms

Report on the Audit of the relevant elements of the Solvency and Financial Condition
Report (“SFCR”)

Opinion

Except as stated below, we have audited the following documents prepared by the Company as at 31 March
2022:

¢ the ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the SFCR of the Company
as at 31 March 2022, (‘the Narrative Disclosures subject to audit’); and

¢ Company templates S.02.01.02, S.17.01.02, S.23.01.01, S.25.01.21, S.28.01.01 (‘the Templates
subject to audit’).

The Narrative Disclosures subject to audit and the Templates subject to audit are collectively referred to as
the ‘relevant elements of the SFCR'.

We are not required to audit, nor have we audited, and as a consequence do not express an opinion on the
Other Information which comprises:

e the ‘Executive summary’, ‘Business and performance’, ‘System of governance’ and ‘Risk profile’
elements of the SFCR;

¢ Company templates S.05.01.02, S.05.02.01, S.19.01.21;

¢ the written acknowledgement by management of their responsibilities, including for the preparation of
the SFCR (‘the Responsibility Statement’).

In our opinion, the information subject to audit in the relevant elements of the SFCR of the Company as at
31 March 2022 is prepared, in all material respects, in accordance with the financial reporting provisions of
the PRA Rules and Solvency Il regulations on which they are based, as modified by relevant supervisory
modifications, and as supplemented by supervisory approvals and determinations.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK), including
ISA (UK) 800 and ISA (UK) 805. Our responsibilities under those standards are further described in the
Auditor's Responsibilities for the Audit of the relevant elements of the Solvency and Financial Condition
Report section of our report. We are independent of the Company in accordance with the ethical requirements
that are relevant to our audit of the SFCR in the UK, including the Financial Reporting Council’s (the ‘FRC’s’)
Ethical Standard as applied to public interest entities, and we have fulfilled our other ethical responsibilities
in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Emphasis of Matter — Basis of Accounting

We draw attention to the ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the SFCR,
which describe the basis of accounting. The SFCR is prepared in compliance with the financial reporting
provisions of the PRA Rules and Solvency |l regulations, and therefore in accordance with a special purpose
financial reporting framework. The SFCR is required to be published, and intended users include but are not
limited to the PRA. As a result, the SFCR may not be suitable for another purpose. Our opinion is not modified
in respect of these matters.
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Conclusions relating to going concern

In auditing the SFCR, we have concluded that the Directors’ use of the going concern basis of accounting in
the preparation of the SFCR is appropriate.

Our evaluation of the directors’ assessment of the company’s ability to continue to adopt the going concern
basis of accounting included:

o We evaluated management’s method to assess going concern including an assessment of
managements forward looking business plan;

e We challenged future profit forecasts and assessed the reasonableness of assumptions used
including the sensitivity analysis of these assumptions;

o We assessed against economic conditions including builder behaviour, rising inflation and the
ongoing conflict in Ukraine;

¢ We evaluated the historical accuracy of forecasts prepared by management by comparing previous
forecasts against actual results achieved; and

o We assessed the appropriateness of going concern disclosures .

Based on the work we have performed, we have not identified any material uncertainties relating to events
or conditions that, individually or collectively, may cast significant doubt on the Company’s ability to continue
as a going concern for a period of at least twelve months from when the SFCR is authorised for issue.

Other Information
The Directors are responsible for the Other Information.

Our opinion on the relevant elements of the SFCR does not cover the Other Information and, we do not
express an audit opinion or any form of assurance conclusion thereon.

Our responsibility is to read the Other Information and, in doing so, consider whether the Other Information
is materially inconsistent with the relevant elements of the SFCR, or our knowledge obtained in the course
of the audit, or otherwise appears to be materially misstated. If we identify such material inconsistencies or
apparent material misstatements, we are required to determine whether there is a material misstatement in
the relevant elements of the SFCR themselves. If, based on the work we have performed, we conclude that
there is a material misstatement of this Other Information, we are required to report that fact.

We have nothing to report in this regard.

Responsibilities of Directors for the Solvency and Financial Condition Report

The Directors are responsible for the preparation of the SFCR in accordance with the financial reporting
provisions of the PRA rules and Solvency Il regulations which have been modified by the modifications, and
supplemented by the approvals and determinations made by the PRA under section 138A of FSMA, the PRA
Rules and Solvency Il regulations on which they are based.

The Directors are also responsible for such internal control as they determine is necessary to enable the
preparation of a SFCR that is free from material misstatement, whether due to fraud or error.

Auditor’s Responsibilities for the Audit of the relevant elements of the Solvency and
Financial Condition Report

It is our responsibility to form an independent opinion as to whether the relevant elements of the SFCR are
prepared, in all material respects, with financial reporting provisions of the PRA Rules and Solvency Il
regulations on which they are based.

Our objectives are to obtain reasonable assurance about whether the relevant elements of the SFCR are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance, but it is not a guarantee that an audit
conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the decision making or the judgement of the users taken on
the basis of the SFCR.
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A further description of our responsibilities for the audit of the financial statements is located on the FRC’s
website at: https://www.frc.org.uk/auditorsresponsibilities. The same responsibilities apply to the audit of the
SFCR.

Extent to which the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect material misstatements in respect of
irregularities, including fraud. The extent to which our procedures are capable of detecting irregularities,
including fraud, is detailed below.

We considered the nature of the company’s industry and its control environment, and reviewed the company’s
documentation of their policies and procedures relating to fraud and compliance with laws and regulations.
We also enquired of management about their own identification and assessment of the risks of irregularities.

We obtained an understanding of the legal and regulatory frameworks that the company operates in, and
identified the key laws and regulations that:

e had a direct effect on the determination of material amounts and disclosures in the SFCR. These
included Solvency Il as implemented in the UK; and

¢ do not have a direct effect on the SFCR but compliance with which may be fundamental to the
company’s ability to operate or to avoid a material penalty. These included Companies Act 2006 and
related Company Law.

We discussed among the audit engagement team regarding the opportunities and incentives that may exist
within the organisation for fraud and how and where fraud might occur in the financial statements.

As a result of performing the above, we identified the greatest potential for fraud in the following areas, and
our specific procedures performed to address them are described below:

1) The methodology and assumptions applied in determining the actuarial best estimate for Attritional,
Large and Exceptional Loss claims:

We have gained a detailed understanding of the end-to-end claims and reserving process and obtained an
understanding of these relevant controls. We have also tested relevant controls over actuarial data
reconciliations and claims controls. Additionally, we tied claims and policy data to source systems to assess
the completeness and accuracy of the underlying data used in the group’s actuarial calculation.

Having done this, we worked with our actuarial specialists to:

o Inspect NHBC’s documentation and key reserving files to conclude on reasonableness of
methodology applied;

e For methodology changes in the year, challenge management on the trigger for change in
methodology, including how the new methodology addresses that trigger and its impact on reserves;

e Assess and challenge the HRCI assumption used within the calculation, leveraging observable
market data to benchmark the assumption and assess reasonableness; and

¢ Assess and challenge the frequency and severity assumptions used for large and exceptional losses
by reviewing management’s analysis and expert judgements that support the selected assumptions,
and challenging the justification for those assumptions in light of alternative assumptions available.

2) The methodology and assumptions applied in valuing the IBNR provision for cladding claims.

We gained a detailed understanding of the process that management went through to determine the best
estimate liability and obtained an understanding of relevant controls within this process. We have tested
these relevant controls.

Having done this, we worked with our actuarial specialists to:

o Assess and challenge management’s assumptions used in determining the valuation of the IBNR
provision, specifically focusing on the frequency and severity assumptions applied in estimating the
number of tower blocks returning to NHBC as a claim;

o Considering any alternative assumptions which could reasonably be applied, including those
considered by management and the impact of those on the result;
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o Assess whether the methodology used is appropriate and whether it has been applied accurately in
the manual calculation process; and

e Recalculate Section 4 reserves to assess accuracy of the calculation.

Further to this on a sample basis, we tested the completeness and accuracy of the data underpinning the
calculation by inspecting evidence; and assessed and challenged the key assumptions determined by
management through benchmarking against third party evidence where available. Where third party
benchmarking evidence is not available, which was the case for one of the key assumptions regarding builder
self-repair only, we assessed the reasonableness of this assumption by reviewing the builder scorecards, as
well as assessing the solvency position of the builders, and where possible highlighted any press releases
from these developers on their responses to the cladding problem.

3) The methodology and assumptions applied in setting the booked margin.

We gained a detailed understanding of the process that management went through to determine the best
estimate liability and obtained an understanding of relevant controls within this process. We have tested
these relevant controls.

We have worked with our actuarial specialists to challenge management’s qualitative and quantitative
justifications for the margin held over the actuarial best estimate, including the scenarios selected, each
scenario’s respective weighting, and the key assumptions applied within each scenario.

Performed a ‘stand back’ test to challenge the level of prudence and consistency of the margin with previous
reporting periods in light of the level of uncertainties that existed at each respective reporting date.

In common with all audits under ISAs (UK), we are also required to perform specific procedures to respond
to the risk of management override. In addressing the risk of fraud through management override of controls,
testing the appropriateness of journal entries and other adjustments; assessing whether the judgements
made in making accounting estimates are indicative of a potential bias; and evaluating the business rationale
of any significant transactions that are unusual or outside the normal course of business.

In addition to the above, our procedures to respond to the risks identified included the following:

¢ reviewing the SFCR disclosures by testing to supporting documentation to assess compliance with
provisions of relevant laws and regulations described as having a direct effect on the financial
statements;

¢ performing analytical procedures to identify any unusual or unexpected relationships that may indicate
risks of material misstatement due to fraud;

e enquiring of management, in-house legal counsel concerning actual and potential litigation and
claims, and instances of non-compliance with laws and regulations; and

reading minutes of meetings of those charged with governance, and reviewing correspondence with the PRA
and FCA, reviewing internal audit reports.

Report on Other Legal and Regulatory Requirements.

In accordance with Rule 4.1 (3) of the External Audit Chapter of the PRA Rulebook for Solvency Il firms we
are required to consider whether the Other Information is materially inconsistent with our knowledge obtained
in the audit of National House-Building Council Limited’s statutory financial statements. If, based on the work
we have performed, we conclude that there is a material misstatement of this other information, we are
required to report that fact.

We have nothing to report in relation to this matter.
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Use of our Report

This report is made solely to the Directors in accordance with Rule 4.1 (2) of the External Audit Chapter of
the PRA Rulebook for Solvency Il firms. We acknowledge that our report will be provided to the PRA for the
use of the PRA solely for the purposes set down by statute and the PRA’s rules. Our audit work has been
undertaken so that we might state to the insurer’s Directors those matters we are required to state to them in
an auditor’s report on the relevant elements of the SFCR and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the Company and the PRA,
for our audit work, for this report or for the opinions we have formed.

DocuSigned by:

: s
9BE87AF331D64AE...

Claire Clough (Senior Statutory Auditor)
For and on behalf of Deloitte LLP
Statutory Auditor

London, United Kingdom

4 July 2022
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A. Business and Performance

This section of the report describes NHBC’s business structure, key operations, and financial performance
over the reporting period.

A.1 Business

Name and legal form of NHBC

The National House-Building Council (“NHBC”) is a company limited by guarantee. NHBC is incorporated
and domiciled in the United Kingdom. The address of NHBC'’s registered office is NHBC House, Davy
Avenue, Knowlhill, Milton Keynes, Bucks, MK5 8FP.

Name and contact details of the supervisory authority responsible for financial supervision
of NHBC

Prudential Regulation Authority.

Email: enquiries@bankofengland.co.uk

Phone: 020 7601 4878

Post: Bank of England, Threadneedle St, London, EC2R 8AH

Name and contact details of the external auditor
Claire Clough (Senior Statutory Auditor) for and on behalf of Deloitte LLP
Deloitte LLP, Hill House, 1 Little New Street, London EC4A 3TR

Description of the holders of qualifying holdings in NHBC

NHBC is a company limited by guarantee (a limited guarantee provided by its council members) and as such
it does not have share capital. Under the Articles of Association, the liability of each of the members is limited
by guarantee to a maximum of £1.

NHBC's position within the legal structure of the group

NHBC belongs to a group and is the ultimate parent undertaking of that group. Below is the structure of the
Group. All Group entities are registered in England and Wales.

National House-
Building Council

Co# 320784
/100%m1000/\
PRC Homes Limited Al BU||d!ng NHBC Services il Pe'ns!on Zero Carbon
Control Services L Trustee Limited .
(dormant) Limited Limited [ER——— Hub Limited
Cott: 1887906 Coff: 1952969 Cot#: 03067703 Coff- 02628063 Co#: 06677029

l

100%

v

NHBC Pension
Scheme
Reg#: 10174059
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NHBC’s activities

NHBC’s activities consist of two main segments within the United Kingdom: inspection activities primarily
relating to the construction of new build housing; and insurance activities. The direct underwriting operations
of NHBC consist primarily of two lines of business?: credit and suretyship insurance; and miscellaneous
financial loss insurance.

The inspection activities consist predominantly of establishing a quality control process designed to ensure
construction meets NHBC standards.

The table below shows the analysis of the turnover by segment.

Insurance activities 149.7 105.1
Inspection activities 59.5 47.5
Other 10.2 6.2

NHBC does not have operations outside of the United Kingdom.

NHBC’s Buildmark product

The maijority of the Group’s insurance liabilities arise as a result of the sale of the Buildmark and Buildmark
Choice products. The Buildmark product is NHBC’s warranty and insurance product for newly built or newly
converted homes. Buildmark Choice is specially designed to protect landlords of newly built or newly
converted homes which are built to be rented out or for shared ownership in the private, affordable or social
housing sectors. The Buildmark and Buildmark Choice products sold by NHBC, the Company, both protect
a homeowner in three separate ways which can be divided into three temporal periods.

Section 1

Prior to completion of the house purchase, Section 1 provides insurance to a homeowner that covers losses
caused by the builder, primarily insolvency of the builder, resulting in a loss of the homeowner’s deposit.

Section 2

Section 2 is concerned with the two-year period immediately following legal completion of the home, i.e.,
when the homeowner moves in. Firstly, Section 2 contains the Builder's Warranty period provided by the
builder to the homeowner. NHBC is not a party to that bilateral contract; however, we do provide an
independent resolution service should the builder not meet their obligations under Buildmark. Secondly,
Section 2 provides the NHBC Guarantee (a performance guarantee). This gives rise to a secondary liability
on the part of NHBC in the event (and only in the event) that the builder fails to honour the Builder’'s Warranty.

Sections 3,4 & 5

The policy periods for these Sections of Buildmark and Buildmark Choice begin after the end of Section 2 for
a period of eight years, i.e., years three to ten following legal completion. Like Section 1, these Sections are
exclusively concerned with obligations undertaken by NHBC to the homeowner to provide an indemnity in
the event of certain events.

From 1 October 2019, NHBC no longer provided Section 4 cover as part Buildmark or Buildmark Choice
products. Section 4 provided insurance for Health and Safety issues arising from a builder’s failure to meet
certain Building Regulations within years 3-10 of the policy.

Also from 1 October 2019, Section 5 of the Buildmark and Buildmark Choice products (cover for contaminated
land) was deleted and instead formed part of the Section 3.

Note that Section 1 of the Buildmark Choice cover is optional.

2 For regulatory purposes
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Road & Sewer Bonds

NHBC offers a service to act as surety for builders providing bonds in favour of local authorities, water
companies, urban development corporations and other public bodies in the United Kingdom and the Isle of
Man, in relation to commitments to construct roads, sewers and open space areas. Income collected in
relation to Road & Sewer Bonds is classed as a credit and suretyship line of business.

Significant events that occurred over and after the reporting period

The following section provides a description of events that occurred during and after the reporting period that
have had a material impact on NHBC and could have a material impact on NHBC’s future performance and
position.

Inflation

According to statistics published by the Dept for Business, Energy and Industrial Strategy, the material price
index for ‘All Work’ increased by 24.5% in March 2022 compared to the same month the previous year, with
particle boards, fabricated structural steel and concrete reinforcement bars seeing year-on-year price
increases in excess of 40%. This is expected to be exacerbated with a prolonged conflict in Ukraine which
could affect the supply chains for some materials.

Material cost inflation is already putting pressure on the bottom line of NHBC’s builder customers, and NHBC
remain vigilant to the effects of value engineering and the potential impact that it can have on build quality as
builders and developers look to remain profitable in a challenging environment. The cost of construction
materials also has an impact on the cost of remedial works, and NHBC continues to monitor this closely,
ensuring it has adequate funds to cover all future obligations to policyholders. Labour costs are also rising
across trades and professions which is adding to inflationary pressures.

In addition, whilst NHBC'’s builder customers continue to report strong order books and high demand for new
build homes, mortgage approvals were down by 18.3% year-on-year in February 2022. NHBC will continue
to assess the potential impact that the cost-of-living crisis and any future increases in interest rates might
have on the demand for new homes and will take proactive action to manage its cost base whilst ensuring
operational controls and service standards are sustained.

The chart below presents the Retail Price Index (RPI) and the ABI/BCIS House Rebuilding Cost Index (HRCI).
NHBC is of a view that HRCI is an appropriate measure of inflation to be applied to its technical provisions.

12.0%
10.0%
8.0%
6.0%
4.0%

2.0% /

0.0%
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Year at 31 March

e HRCI RPI
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Building Safety Bill

The Building Safety Act gained Royal Assent in Spring 2022, setting in law a comprehensive regulatory
structure for the house-building industry. NHBC has worked closely with Government and the Health and
Safety Executive to help the establishment of the new Building Safety Regulator, providing expertise and
experience in areas such as competence frameworks, so vital to ensuring an effective regime.

In the coming year, several pieces of secondary legislation are expected to be laid in Parliament to enforce
the Act’'s measures. One example is the requirement for all new-build developers to join a recognised New
Homes Ombudsman (NHO) scheme. NHBC has been a long-term supporter of a NHO, and NHBC’s Chief
Executive is a member of the New Homes Quality Board which is working to deliver the New Homes
Ombudsman Service (NHOS). This will provide a new route of redress for homeowners and ensure that all
builders take ownership of resolving consumer issues, leading to improvements in the finish quality of new-
build homes. NHBC will continue to provide resolution service as the new arrangements with the NHOS bed
in.

A.2 Underwriting performance

The table below shows an account of NHBC’s underwriting performance:

£m 2022 2021
Net written premiums 98.8 (156.0)
Net earned premiums 452 23.7
Net claims incurred (118.3) (43.5)
Changes in unexpired risk reserve 104.5 48.4
Other (12.6) (10.7)
Underwriting result 18.8 17.9

Premium income

Plot registration volume (registrations) is an important driver of NHBC’s premium and inspection income and
is a proxy of exposure on NHBC's insurance technical account. Registration volumes were 160,912 in 2022
(2021: 126,141). Registrations continued to rebound following the decline in the aftermath of the national
lockdown in 2020 due to Covid-19.

Gross written premium was £149.7m (2021: £105.1m) reflecting a combination of higher registration volumes
and higher average fees driven by the warranty price increase implemented in June 2021, as well as an
increase in road and sewer bond overrun fees.

Net written premiums were £98.8m (2021: £156.0m negative). Reinsurance costs increased year-on- year,
reflecting the higher gross premiums as well as a small increase in the ceding rate for the whole account
quota share treaty.

Net earned premiums increased to £45.2m (2021: £23.7m), reflecting the underlying gross written premium
increase, partially offset by the reinsurance premiums and a small increase in the earnings profile.

Claims incurred

Net claims incurred were £118.3m (2021: £43.5m). The higher claims incurred this year reflects the cost of
increasing claims reserves to provide for the higher than previously anticipated inflationary environment partly
offset by expected reinsurance recoveries.

Unexpired risk reserve

The unexpired risk reserve credit of £104.5m (2021: £48.4m) is primarily driven by the shift of reserves to
claims incurred. NHBC also anticipates improved margins within future earned premiums following the
warranty price increases implemented over the last two years.
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A.2.1 Underwriting performance by Solvency Il lines of business

The table below presents key performance measures by Solvency Il lines of business as at 31 March 2022.

Credit & Credit & Miscellaneous Miscellaneous

suretyship suretyship  financial loss financial loss

2022 2021 2022 2021

Net premiums written 18.1 14.1 80.7 (170.1)

Net premiums earned 13.9 13.3 31.3 10.4

Net claims incurred (1.9) (3.6) (116.4) (39.9)

Net ghanges in other technical 8.6 119 959 365
provisions

Expenses incurred 1.7) (1.1) (10.9) (9.6)

Underwriting performance 18.9 20.5 (0.1) (2.6)

Credit & suretyship

Credit & suretyship income improved following price increases as well as some updates to the pricing
strategy. The unexpired risk reserve has been reassessed downwards leading to a favourable profit and loss
movement, as likelihood of Covid-19 induced credit defaults in the construction sector continues to reduce,
evidenced by lower claims incurred relative to prior year. In the provisioning, higher inflation expectations
have been allowed for.

Miscellaneous financial loss

Miscellaneous financial loss forms the core of NHBC’s overall underwriting result. As such the commentary
on the performance is consistent with commentary on the total underwriting result presented in the above
section.

A.3 Investment Performance

The table below provides a summary of the investment result in the year.

Investment income 27.4 31.1
Realised gains 18.0 (0.5)

45.4 30.6
Unrealised (losses) / gains (19.7) 29.3
Investment expenses (2.7) (2.8)
Investment result 23.0 571

The total investment result was £23.0m (2021: 57.1m). The positive investment result reflects positive
investment performance of index-linked investments which increased in value as inflation expectations have
increased, but then was partly offset in the last quarter by adverse returns due to increase in both yields and
credit spreads.
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Other investment information

NHBC holds investments in its 100% owned subsidiary companies. £2.6m increase (2021: no change) in the
valuation of the subsidiaries has been recognised as a movement in other comprehensive income.

NHBC held £4.2m of collateralised securities at 31 March 2022 (2021: £5.3m).

A.4 Performance of other activities

Other income, which predominantly includes inspection and building control fees was £69.7m (2021:
£53.7m). Increase in volumes was the main driver of the increase in other income. However, general price
increase as well as higher house-price inflation (pricing is somewhat linked to house sales price) have also
contributed to the increase. Other charges were £60.6m (2021: £58.4m) representing expenditure relating to
NHBC'’s non-insurance operations.

NHBC has operating leases for its car fleet and one of its business premises. At 31 March 2022 NHBC had
leasing commitments totalling £5.1m (2021 £2.3m) under these operating leases. NHBC has no finance
leases.

A.5 Any other information

The information presented in section A of this report provides a true and fair reflection of NHBC’s business
performance during the reporting period.
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B. System of Governance

This section sets out information in relation to NHBC’s system of governance. Details of NHBC’s
administrative, management or supervisory bodies are outlined together with information on the remuneration
policy and practices regarding those bodies.

This section provides a description of NHBC’s key functions as defined by Solvency Il regulations (Risk
Management, Compliance, Internal Audit, and Actuarial functions).

This section also describes the components of the system of governance which include discussions of the
Risk Management Framework and an introduction to NHBC's internal control system which utilises the Three
Lines of Defence model. The system of governance is adequate given the nature, scale and complexity of
NHBC.

B.1 General information on the system of governance

The system of governance is detailed below. There have been no material changes to the system of
governance in the reporting period.

NHBC Council

NHBC is a private company limited by guarantee. Its governing body comprises individual members, known
collectively as the NHBC Council. Council members have each guaranteed the sum of £1.

Under the constitution, the duty and authority to run NHBC'’s affairs is vested in the Board of Directors. The
Council does not become involved in day-to-day decisions, but it does receive the Directors’ Report and
Audited Accounts, and, at the AGM, Council members may question and challenge the Board on its running
of the business.

The Council is also empowered to decide some matters which the directors may not. These include:
e Alterations to NHBC’s Constitution
e The appointment of the Auditors, and

e The appointment of Council members.

Board of Directors

The NHBC Board is the primary governance body for the company, with delegated authority to manage on
the NHBC Council’s behalf.

The Board’s principal role is to develop and implement NHBC’s strategy, to ensure that the necessary
resources are in place to enable it to meet its objectives and that the financial controls and risk management
procedures are suitably robust. The Board is also responsible for ensuring that NHBC maintains an
appropriate standard of governance having regard to the constitution, the UK Corporate Governance Code
and the regulatory framework in which the company operates.

Balance of executive and non-executive directors at 31 March 2022

Chairman (Non-Executive) 1
Senior Independent Director (SID) (Non-Executive) 1
Independent Non-Executive Directors 4
Other Non-Executive Directors 2
Executive Directors 3

Board committees

The Board has various committees reporting to it as outlined below.

Audit Committee

The key role of the Audit Committee is to review the system of internal control, as well as monitoring the
integrity of the financial statements and reviewing significant financial reporting issues. The committee
reviews and challenges the consistency of accounting policies, whether NHBC has followed appropriate
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accounting standards and made appropriate estimates and judgements, and the clarity of disclosures in
NHBC'’s financial reports.

The Audit Committee is also responsible for reviewing the adequacy of the whistleblowing and fraud systems,
approving the remit of the internal audit function, and making recommendations to the Board to be put to the
Council at the AGM in relation to the appointment, reappointment, and removal of external auditors.

The members of the Audit Committee are all independent Non-Executive Directors. In addition to the
members, the following routinely attend the Audit Committee meetings: The Chairman of the Board; Chief
Executive; Chief Financial Officer; Chief Risk Officer, Head of Finance; Head of Actuarial; internal auditors
BDO LLP; and external auditors Deloitte LLP.

Board Risk Committee (BRC)

The role of the BRC is to review and challenge NHBC’s approach to the overall management of risk, capital
and strategy through the Own Risk Solvency Assessment (ORSA).

The BRC considers and advises the Board on NHBC’s overall risk appetite, tolerance and strategy. It also
challenges the identification, assessment and mitigation of significant prudential and conduct risks as well as
advising the Board on the current risk exposure.

The members of the Board Risk Committee are all Non-Executive Directors, the majority of whom are
independent. In addition to the members, the following routinely attend the Board Risk Committee meetings:
The Chairman of the Board; Chief Executive; Chief Finance Officer; Chief Risk Officer; Head of Actuarial;
and internal auditors BDO LLP.

Nominations Committee

The role of the Nominations Committee is to review the size, structure and composition of the Board, to
consider the succession plans for the Board and senior Executives, to identify and recommend candidates
to the Board to fill vacancies as they arise, and to keep under review the leadership needs of NHBC, both
Executive and Non-Executive, with a view to ensuring the continued ability of NHBC to operate and compete
effectively in the marketplace.

The Committee makes recommendations to the Board in relation to the membership of its standing
committees of the Board, in consultation with the respective Chairman of those committees, and in relation
to the re-appointment of Non-Executive Directors at the conclusion of their specified term of office, having
regard to their performance and ability to contribute to the Board in light of the knowledge, skills and
experience required.

All members of the Committee are independent non-executive directors. The Chief Executive and the HR
Director also attend the meetings, where appropriate.

Remuneration Committee

The principal role of the Remuneration Committee is to establish the approach to remuneration across NHBC
and to review remuneration trends, agree the pay and benefits for employees, including any payments made
under bonus schemes and any changes to employee benefit structures, and agree the pay and benefits of
the Chief Executive and the other executive directors as well as the fee paid to the Chairman.

The majority of members of the Remuneration Committee are independent Non-Executive Directors. The
Chairman of the Board, Chief Executive, Head of HR, and other members of the management team also
attend the meeting where appropriate.

Material changes in the system of governance during the period

There were no material changes to the general system of governance during the period.

In the year a Board Consumer Committee was created to oversee NHBC’s approach, and the performance
delivered to homeowners. The first meeting was held on 28 April 2022.

At non-executive director level, Tesula Mohindra and Teresa Robson-Capps both joined NHBC on 23
September 2021 whilst Jean Park left on 9 December 2021.
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Remuneration policy

NHBC and the Remuneration Committee maintains a list of roles under the Solvency Il guidance and ensure
that the Committee has oversight of their remuneration and that their remuneration arrangements, within the
scope of this policy, are structured appropriately and include provision for:

e appropriate caps on variable pay
e deferral of variable pay

¢ due regard to all relevant regulatory guidance and the Group’s risk framework; alignment with Group’s
business strategy and key priorities

e ensuring total bonus pool does not undermine the Group’s capital base, and

e providing claw back facilities in bonus plans, operating a downward adjustment to bonus outcome in
the event of a managerial or leadership failing, such as inappropriate risk management behaviours.

Remuneration of Non-Executive Directors (NEDs) and the Chairman is based on fixed fees, with additional
fixed fees for the Senior Independent Director and Chairman of the Board Sub-Committees.

For all NHBC employees, excluding NEDs, there are four components of remuneration within NHBC, these
are:

¢ Fixed remuneration (typically base pay)

e Performance based remuneration (bonus)

e Pension, and

o Other benefits e.g., life cover, healthcare, accommodation and vehicles.

The proportion of fixed and variable pay is dependent on a bonus award. Progressing down the organisation,
from Executive Director level, the proportion of fixed remuneration increases, however, all employees have
an element of variable pay in their remuneration.

The variable components of remuneration are derived with reference to individual as well as company
performance.

The annual bonus for Executive Directors and most senior management is similar in construction to other
employees. However, for Executive Directors and senior management there is also a deferral element.

The accrued bonus bank for each of the Executive Directors who served the company before the 31 March
2022 will be paid out equally over the next three performance periods (July 2023, 2024 and 2025), removing
the bonus banking arrangement completely after this period. In its replacement NHBC will be introducing a
simplified deferral model from 1 April 2022 where the bonus award will operate a three-year deferral with a
third vesting in equal tranches at the end of each year.

The Remuneration Committee has approved the implementation of a new Long-Term Incentive Plan (LTIP)
for Executive Directors and Executive Committee members. This will strengthen the link between long-term
pay and long-term performance and will be assessed against key strategic financial and non-financial criteria.
As part of the introduction of the LTIP, the annual bonus opportunity for the Chief Executive has been reduced
from 100% to 80% of salary at maximum, which aligns with the other Executive Directors

Share options and shares are not available to employees at NHBC.

NHBC operates a defined contribution Group Personal Pension Plan (GPPP) for all employees via auto-
enrolment. Any employees who exceed the lifetime allowance or annual limits can opt to take the employer
contribution in cash. NHBC also operates a salary sacrifice scheme for pension contributions.

In addition, there is a closed defined benefit CARE pension scheme which some current employees are
members, managed directly through NHBC Pension Trustee Ltd.

There are no supplementary pension or early retirement schemes in place for the NHBC Board or NHBC
Council.

Although transactions exist between NHBC and an NHBC customer who has a Non-Executive Director
representation on the Board of NHBC, it is considered that they do not have un-due influence over NHBC.

NHBC is a PRA Category 2 firm and applies the Solvency Il regulations applicable to that Category.
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B.2 Fit and proper requirements

NHBC carries out assessments to establish whether Directors, Senior Managers and other roles as required,
satisfy the PRA and FCA'’s regulatory requirements.

As part of the recruitment process for Senior Managers and other roles as required by regulation, Human
Resources perform a fit and proper assessment and review the candidate’s skillset against those required by
the role. The candidate’s technical competence is assessed, and a development plan is put in place to ensure
candidates address gaps in their knowledge within a specific timeframe. This includes market knowledge;
business model and strategy; risk management framework; governance, oversight and controls; and
regulatory framework and requirements.

Application to PRA and FCA

Risk & Compliance team reviews all information provided to the PRA and FCA as part of the submission for
approval. This could include the responsibilities and competences required in the role; the method used by
the firm to select a candidate; the due diligence conducted on the candidate; and the rationale for the firm’s
conclusions that the candidate is the right person for the job.

Due diligence on a candidate includes credit checks, criminal records checks, disqualified director checks
and regulatory checks (checking PRA and FCA register for previous enforcement notices, disqualifications,
regulatory references, etc.). Executive search reports or other assessments are also obtained, where needed.
B.3 Risk management system including the own risk and solvency assessment

NHBC’s Risk Management Framework forms an integral part of management and Board processes and
decision-making framework across the organisation. This section of the report provides a description of
NHBC’s risk management objectives and its internal control system including the Risk Management
Framework and the Three Lines of Defence model.

Risk management system objective

The objective of the Risk Management Framework is to ensure risks are identified and managed which in
turn influences the design and implementation of NHBC corporate objectives.

Scope
The Risk Management Framework applies to:
o All legal entities, business units and functions within the NHBC, and

¢ All NHBC employees and workers as well as agency workers, consultants and contractors,
irrespective of their location, function, grade or standing.

External environment

The Risk Management Framework is designed to identify, evaluate and respond to external factors. These
could include changes in regulation, competition and wider economic circumstances. External factors could
impact NHBC business model, corporate strategy and risk profile.

Overview

The Risk Management Framework is a set of inter-related business activities undertaken to design,
implement, monitor, review and continually improve risk management throughout the organisation. These
activities take place in every business area.

The Risk Management Framework is:

¢ Implemented by the business who are responsible for achieving the company’s objectives, and

¢ Integral to and inseparable from the processes and controls performed to deliver these objectives.
Specifically, it records:

e The activities that NHBC undertakes to manage risk and the relationship between them

e The nature and frequency of the activities, and

e The responsibility for undertaking and overseeing the activities.
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Risk management system components

NHBC’s Risk Management Framework comprises the five inter-related Activities illustrated below.

N

o Board Oversight 0

Risk
Management

Policy
Framework

Activity

@ Independent Oversight /

[ n 1% Line of Defence n 2™ Line of Defence D 3" Line of Defence J

lllustration 1: Risk Management Framework Overview.

The following table provides a brief description of each Activity and its alignment with the Three Lines of
Defence model which NHBC has adopted to ensure independence and objectivity is maintained. The Three
Lines of Defence model is described in section B4 of this report.

Activity Overview |
Activities of the Board and committees including: the establishment of

A Board Oversight governance arrangements; the approval of risk strategy; and the
approval of strategic risk appetites and policies.

Business Processes and controls operated by front line business functions that
B Processes & . ) , o
Controls deliver and support the delivery of NHBC's objectives.

Policies confirming the minimum standards to which the management
team must operate.
Activities of the Risk Team in supporting and overseeing business

C Policy Framework

Risk Management

D Activit functions and providing insight to the Board, senior committees, business
y management and business areas.
E Independent Supervisory activities of the Internal Audit team, the Audit Committee,
Oversight and the Board Risk Committee.

NHBC’s Risk Management Framework and recognised international standards

A number of internationally recognised standards exist on which effective risk management regimes can be
built. NHBC risk framework was built based on ISO 31000: Risk Management — Guidelines (not accredited).
The requirements of the principles and guidelines are integrated into the Risk Management Framework.

The NHBC Risk Universe

NHBC’s Risk Universe is applied across the operation of the Risk Management Framework. The Universe
has been developed to:

e Support effective management of NHBC'’s risk profile; and

o Ensure NHBC can monitor and report to stakeholders using recognised risk categories, including
those stated within Solvency Il requirements.

Capital modelling

The annual capital requirement (SCR) calculation is carried out every quarter on the Standard Formula (SF)
basis. In addition, NHBC is in the process of developing its Economic Capital (EC) model which will be used
to support capital management decisions where an analysis on a to-Ultimate time horizon basis is more
appropriate.
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Own risk and solvency assessment (ORSA)

The ORSA process is a set of processes which are undertaken by NHBC to assess its risk, capital and
solvency position.

NHBC produces the ORSA report on an annual basis, however, the ORSA process is continuous, forward
looking and the different assessments are carried out during the year. Ad-hoc assessments may be required
in the event of a material change in NHBC risk profile.

In addition, capital adequacy is assessed on a quarterly basis to allow the Board and BRC to monitor NHBC
solvency on an on-going basis.

ORSA reporting

Internal reporting

The results and conclusions of the annual ORSA are challenged by both the ERC and the BRC before Board
sign-off. Once the process and the results have been approved by the Board, the results and conclusions of
the ORSA are communicated to all relevant staff and the PRA.

The information communicated to the Board is sufficiently detailed to enable its use in the strategic decision-
making process and the information communicated to relevant staff will be sufficiently detailed to enable staff
to take any necessary follow-up actions.

Ad-hoc risk assessments and internal risk reports are reviewed by the ERC and BRC.

Reporting to the supervisor

The ORSA report is submitted to the PRA and may be provided to other regulators and supervisory authorities
upon request.

Determining NHBC’s solvency needs

NHBC'’s regulatory solvency is determined using the Solvency Il Standard Formula.

NHBC produces forward-looking capital projections on the Standard Formula over a three-year time horizon.
This allows the business to monitor its solvency position against its agreed capital risk appetite, and to
consider capital management actions as required.

As part of the risk management framework, several economic and business-related scenarios are modelled
to establish the impact on NHBC’s solvency projections. These are assessed as part of NHBC’s ORSA
process and capital management actions are considered accordingly.

Whilst the EC model is still in development, it has been used to complement the other tools available to
support of business decision.
B.4 Internal control system
The NHBC Internal Control System is defined by the arrangements designed to assist NHBC to:
e achieve its business objectives;
e conduct well-ordered and efficient operations;
e mitigate incidents; and
e conduct business in compliance with applicable laws, regulations, and rules.

NHBC internal control system comprises the risk management processes and procedures, and are organised
across the 3 key main stages of risk management:

¢ |dentify and Assess: Which includes the Risk Universe. Risk Appetites, Key Risk Indicators,
Regulatory Horizon Scanning, Emerging Risk Monitoring, Risk & Control Self-Assessment (RCSA)
and Incident Monitoring, and identification & Root Cause Analysis.

e Manage: Which includes the Three Lines of Defence, Second Line Assurance Framework, Recovery
& Resolution Plan, Data Protection / GDPR Compliance, Conduct Compliance, and Financial Crime
Regulation Compliance.
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e Governance and Reporting: Which includes the Risk Policy Framework and existing Policies, the
Senior Managers and Certification Regime (“SMCR”), the Executive Risk Committee, Conduct Risk
Committee, Quality Assurance Reviews; and the annual ‘Own Risk & Solvency Assessment’ (ORSA)
and its component parts.

To promote understanding of responsibilities for internal controls across the organisation, NHBC uses a
Three Lines of Defence model. This combines three separate but integrated elements which allow it to
manage risk effectively and to support the achievement of its strategic objectives. These are described briefly
below.

First line: Business units and operations

Operational staff have primary responsibility for the risks they take. Risk management practices and
processes in place at this level constitute the ‘first line of defence’.

Second line: Management assurance

The ‘second line of defence’ encompasses the Risk Management and Compliance functions. Their role is to
design and oversee a consistent framework for managing risks.

Third line: Independent assurance

Regular, independent, risk-based audits performed by the internal audit function provide reasonable
assurance as to the relevance and correct operation of the system. This is the ‘third line of defence’.

Compliance

NHBC operates a robust policy framework to ensure policies are aligned to key business risks. Their objective
is to assist in the mitigation of those risks.

NHBC’s Compliance team is part of the Risk & Compliance Function, within the Chief Risk Officer Directorate.
Its responsibilities include:

e Assisting the business in the identification and management of risks

¢ Ensuring that NHBC meets the requirements of financial regulators and Information Commissioners
Office

¢ Managing NHBC’s regulatory relationships, and
¢ Identifying new regulatory requirements and ensuring they are effectively implemented.

The Compliance Function has an annual risk-based Compliance Monitoring Plan, which focusses on areas
of the business that could pose the highest regulatory risk including consumer detriment. Findings from these
compliance monitoring reviews are reported to the Executive Risk and Board Risk Committees.

B.5 Internal audit function

The role of Internal Audit is to assist the Board and executive management to protect the assets, reputation
and sustainability of the organisation. Internal Audit provides independent and objective assurance over
management’s ability to implement and operate internal controls that mitigate material risks across NHBC. It
helps the organisation accomplish its objectives by bringing a systematic, disciplined approach to evaluate
and improve the effectiveness of risk management, control, and governance processes.

Internal Audit, in the discharge of its duties, is accountable to the Chief Executive and the Board via the Audit
Committee, providing:

¢ Anannual assessment on the adequacy and overall effectiveness of governance, risk and the control
framework of the organisation through the operating of an annual Internal Audit plan

¢ An analysis of themes and trends within the organisation and their impact on risk profile
e Periodic information on the status and results of the Internal Audit plan, and

e Co-ordination with other control and monitoring functions (specifically the Executive Risk Committee,
the Board Risk Committee, the Risk & Compliance Function and External Audit).

Internal Audit have unrestricted access to all functions, records, property, and personnel; full and free access
to the Board and other key decision-making forums; freedom to allocate resources, set frequencies, select
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subjects, determine scopes of work, and apply the techniques required to accomplish audit objectives; and
the ability to obtain the necessary assistance of personnel where they perform audits, as well as other
specialised services from within or outside the organisation.

As defined in the Internal Audit Charter, Internal Audit reports as a function to the Audit Committee Chair (an
independent Non-Executive Director) and administratively to the Chief Executive. This dual reporting line
ensures that Internal Audit operates with independence and objectivity at all times.

B.6 Actuarial function

Within NHBC, the activities of the Actuarial Function are the responsibility of the Chief Actuary, who is an
experienced General Insurance actuary. Activities of the Actuarial Function include work on reserving and
pricing. The sections below provide further descriptions of some of the key responsibilities of the Actuarial
Function.

Reserving and technical provisions

The calculation of the Solvency Il (Sll) Best Estimate provisions at 31 March 2022, compliant with SlI
standards, was undertaken by the actuarial function. Itis subject to an external review by actuarial consultants
Willis Towers Watson LLP (WTW). The SlI best estimates were audited by Deloitte LLP.

The UK GAAP Technical Provisions are based on the Solvency Il Technical Provisions with a specific
adjustment for non-UK GAAP items; a UK GAAP margin is then added informed by the consideration of
specific scenarios affecting such provisions. The UK GAAP Technical Provisions are subject to peer review
by WTW.

NHBC has changed two aspects of the reserving methodology:

1. The provisions for Section 4 cladding and firestopping related claims used to be based on exposures
for claims on high-rise buildings and on standard projection methods for low- to mid-rise buildings. As
experience with actual claims has been gained for mid- to high-rise buildings this has been changed
to a single claims projection model.

2. The methodology for claims handling expenses has been reviewed and as a result the allowance for
Allocated Loss Adjustment Expenses (ALAE) has been moved from the general claims management
expenses into the claims indemnity spend. This is in line with industry practice.

Reporting

A process is in place for regular regulatory reporting, including quantitative reporting templates (QRTs) and
other reports. The actuarial team also provide reports on ad hoc and thematic reviews by the PRA, most
recently, the developments regarding cladding and fire stopping related claims.

Pricing

Actuarial function’s pricing and profitability projections for the financial year ending 31 March 2022 were
presented and discussed with the Technical Pricing Committee over the period of September 2021 to
February 2022. A number of pricing actions were recommended and accepted by the Commercial Pricing
Committee and were incorporated into the Group Business Plan, which the NHBC Board approved on 31
March 2022.

Reinsurance

The primary insurance risk mitigating action is the placement of reinsurance. The actuarial team contribute
to the reinsurance process in a number of different ways, including:

e Providing various reports to reinsurers including quota share bordereau, reserving updates and
recovery calculations

¢ Producing information for reinsurance renewal packs
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B.7 Outsourcing

NHBC has a documented procurement and supplier governance policy owned by the Chief Financial Officer.
This policy establishes a set of requirements for NHBC to meet its regulatory obligations and effectively
manage the risks associated with outsourcing critical, important or key functions, services and activities, as
per Article 49 of the Solvency Il Directive.

The Policy takes into account the different types of outsourcing arrangements within NHBC, and outlines
NHBC’s responsibilities and actions that must be followed when entering into an outsourcing arrangement
from both a Regulatory and best practice perspective.

NHBC has adopted the definition of the Solvency Il Directive for key functions as those included in the
systems of governance. Currently, the only key function that NHBC outsources is Internal Audit. Over the
financial year the Internal Audit function was performed by BDO LLP. BDO LLP operate within the United
Kingdom.

B.8 Other information

The information presented in section B of this report provides a true and fair reflection of NHBC’s system of
governance during the reporting period. No other material information to report.
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C. Risk Profile

Overview

NHBC'’s risk profile is assessed through a combination of measures including company and department
specific risk registers, a risk appetite framework, the Solvency |l Standard Formula Model and various
economic and business-related scenarios.

NHBC is exposed to material underwriting and market risk (both directly and through its defined benefit
pension scheme). A description of these risks, as well as other less material risks that NHBC is exposed to,
is set out in the sub-sections below.

NHBC'’s assets are invested in both listed instruments (that are standard in nature) with an observable daily
pricing source and unlisted instruments. Based on the existing strategy the NHBC portfolio contains a
significant proportion of high quality and liquid assets.

NHBC employs an external manager to perform continuous asset-liability management. NHBC performs
monitoring on a quarterly basis to review the appropriateness of the liability benchmarks used by the external
manager. The assets held against the liabilities are predominately index-linked and nominal gilts, corporate
bonds and cash, and are considered appropriate in both nature and duration with respect to the company’s
liabilities.

The bond portfolio is invested in funds run exclusively for NHBC (segregated mandates) which account for
the majority of NHBC’s investments. The illiquid and dynamic asset allocation overlay funds are invested in
pooled funds.

The non-gilt fixed income holdings have limits embedded in the guidelines to control the duration, the credit
quality of the portfolio and the maximum exposure to any one issuer. There are also asset allocation limits
monitored against the strategic benchmark set by the Board. The use of derivatives is permitted for the
purpose of hedging interest rate, inflation and currency exposures within the segregated bond mandates.
Listed equity futures and options are also permitted for equity risk hedging purposes only.

Some of NHBC'’s investments are subject to foreign exchange risk. The bond related currency exposure
within segregated mandates is hedged using derivatives. There may be currency exposures within the multi
asset, multi region dynamic allocation fund.

NHBC limits its market risk exposures to modest levels in terms of both complexity and capital volatility of the
instruments held. All NHBC investments map to an appropriate Standard Formula market risk module, with
a solvency capital requirement calculated for these risks.

In helping to assess and better understand the market risk exposures on the balance sheet, investment
reporting and analysis is supplied by all external managers on a look-through basis and metrics such as
tracking error and performance attribution is also available.

The nature of NHBC’s business model means it is subject to a concentration of insurance risk. The UK house
building industry is dominated by a relatively small number of large builders and this means that NHBC not
only has a concentration of risk to the building industry, but also a concentration of risk with a small number
of builders too. Further information is provided in section C6 below.

NHBC uses reinsurance to transfer some of its underwriting risk to a panel of reinsurers. This includes:

e Primarily an excess of loss reinsurance cover taken out to insure against unusually high losses arising
for properties registered in a given underwriting year, however in recent underwriting years this has
been replaced by a quota share reinsurance (on an underwriting year basis)

o Cross-generational excess of loss policy that spanning several of these historic underwriting years.
e Loss portfolio transfer spanning several other historical underwriting years

e There are other less significant reinsurance arrangements in place, including quota share reinsurance
on certain lines of business. NHBC’s reinsurance arrangements are assessed annually by its
Underwriting function and presented to the Board Risk Committee for approval.

Sensitivity analysis

NHBC performs sensitivity analysis alongside its business planning activities and related stress and scenario
testing in order to understand the impact of significant assumptions on NHBC's profitability and Solvency Il
solvency ratio.
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The following table demonstrates the effect of a change in a key assumption while other assumptions remain
unchanged. In reality, there is a correlation between the assumptions and other factors. The sensitivities are
non-linear, and the reader should not interpolate / extrapolate smaller or larger impacts from results below.

The table below shows the change in solvency ratio under each sensitivity at the end of NHBC'’s three-year
group business plan. For example, a +1% change represents a change from 159% to 160% solvency ratio.

Assumption Change in Impact on solvency

assumption ratio
Changg in House Price Inflation (HPI) in each year of +1% +0.26%
the business plan
Change_ in House Price Inflation (HPI) in each year of 1% -0.25%
the business plan
bChapge in business volumes in each year of the +10,000 units -2.84%

usiness plan

Change in business volumes in each year of the -10,000 units +2.98%

business plan

Change in the view of the long term ABI/BCIS House
Rebuilding Cost Index (HRCI) differential versus RPI +0.5% -3.75%
over the life of the plan

Change in the view of the long term ABI/BCIS House
Rebuilding Cost Index (HRCI) differential versus RPI -0.5% 3.68%
over the life of the plan

Stress and scenario testing

NHBC'’s business plan has been produced using a number of assumptions. The most significant are judged
to be a worsening claims experience, a fall in the expected return on the surplus asset portfolio, a fall in house
price inflation, a fall in volumes and an increasing divergence between RPI and HRCI measures of inflation.

As part of NHBC’s most recent ORSA a range of economic and business-related scenarios have been
modelled. NHBC selected a number of these scenarios and modelled their impact to its Solvency |l solvency
ratio over a three-year horizon, including:

e The impact of two recession scenarios (Minor recession and Severe recession) on NHBC’s Profit,
Own Funds, SF SCR, and SF Solvency Ratio. These scenarios reflect the uncertainty in the UK’s
economic recovery following Covid-19 and its potential impact on NHBC

¢ The impact of three business scenarios (‘Major builder insolvency’, ‘Unintended consequences of
TRM’, ‘Claims deterioration due to an MMC system failure’, ‘Changes in Building Control’ and ‘Cyber
event’) on profit and Standard Formula Solvency Ratio, where material

The results of stress and scenario testing demonstrate that through use of management actions, NHBC can
maintain sufficient own funds over SCR to withstand the severe scenarios and stresses outlined above.
C.1 Underwriting risk

Underwriting risk refers to the potential cost of deviations in the expected timing, frequency and severity of
insured events relative to expectations at the time of underwriting (premium risk) and deviations in the timing
and cost of settling existing insurance liabilities (reserve risk). This may also include the cost of administering
insurance policies and claims.

NHBC underwrites insurance in two Solvency |l classes of business — Credit and Suretyship and
Miscellaneous Financial Loss.

Credit and Suretyship is:
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o Cover that provides protection to potential homeowners for loss of deposit when purchasing a
property, and

e Cover that provides a guarantee for builders where NHBC stands as surety on road and sewer bonds.
Miscellaneous Financial Loss is all remaining cover, i.e., the building defect cover.

Underwriting is NHBC’s largest area of risk exposure. This is an area in which NHBC actively takes risk in
the belief it is suitably rewarded by its managed use, aligned to the strategy of raising standards for new build
homes. NHBC believes that by taking underwriting risks, and therefore paying to remedy building defect
claims, it will increase its understanding in this area and be able to further raise standards for future builds.

Some underlying risks contributing to the overall underwriting risk include:

¢ Failure to identify and manage significant changes in the propensity for builders to self-repair building
defects.

o Failure to identify significant issues with a building system or widely used building component,
resulting in significant consumer dissatisfaction and claims costs.

¢ Failure to adequately monitor and manage exposure to the insolvency of one or more large builder
clients, resulting in significant claims costs.

o Failure to price risks accordingly, taking into consideration experience and potential future risk trends.

NHBC manages its underwriting risk by requiring all builders offering its warranty products to register with
the company and to build to its standards. NHBC monitors the quality of builders’ work and adjusts the
premium it charges accordingly. This ensures that builders are financially incentivised to build quality homes.

NHBC also purchases various reinsurance treaties to transfer some of the underwriting risk to other parties.
Whilst this reduces NHBC'’s underwriting risk it creates a credit risk which is considered further in the credit
risk section below.

NHBC holds capital to absorb unexpected insurance losses and the amount of capital held against
underwriting risk as at 31 March 2022 on a Standard Formula measure was £283.3m (2021: £296.2m).

C.2 Market risk

Market risk refers to changes in the value of NHBC’s assets and liabilities as a result of fluctuations in their
market value.

NHBC has approximately £1.5 billion of assets under management and approximately £0.7 billion of net
Solvency Il liabilities, meaning the business’s exposure to market risk is material. NHBC’s investment portfolio
consists largely of government and investment grade corporate bonds. Its liabilities are predominately
insurance-related, although it is also liable for meeting the obligations of its defined benefit pension scheme
(closed to new members and future accrual of benefits).

NHBC manages its investments by outsourcing it to specialist fund and portfolio managers and ensuring that
there are mandates, guidelines and policies in place to control what action the fund managers can take.
NHBC'’s investment related policies embed controls and management consistent with the Prudent Person
Principle directive. They ensure that sufficiently diversified appropriate assets, traded on regulated markets
are held and all derivative exposures are held for risk reduction and efficient portfolio management purposes.
Fund managers must be authorised by the regulator and their performance is reviewed regularly.

NHBC is exposed to the risk that changes in interest rates and / or inflation adversely affect the value of its
investments and liabilities. The company seeks to minimise this risk by trying to select investments that match
the characteristics of its liabilities.

NHBC is also indirectly exposed to market risk on the pension scheme’s assets and liabilities. The pension
scheme’s investments also consist mainly of equities, government bonds and corporate bonds. The scheme
also tries to minimise its market risk by selecting investments that match the characteristics of its liabilities.

NHBC holds capital to absorb market value fluctuations in its assets and liabilities and the amount of capital
held against market risk as at 31 March 2022 on a Standard Formula measure was £111.1m (2021: £120.2m).

NHBC has an internal Investment Function in order to deliver a better understanding and ownership of market
risk internally.
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C.3 Credit risk
Credit risk refers to losses arising from a counterparty failing to meet its financial obligations when due.

NHBC is exposed to credit risk from a variety of different sources, with the main source being the risk of
reinsurer default. NHBC manages reinsurance credit risk by ensuring its reinsurers are financially robust with
a minimum credit rating of A-. In addition, NHBC spreads its reinsurance between a number of counterparties,
although the unique nature of its insurance means some counterparties have a relatively large proportions of
its insurance risks.

NHBC is also exposed to credit risk through its cash on deposit and through its trade debtors, both of which
are deemed to be a relatively immaterial credit risk to the company as they are reasonably diversified, and
the amount of exposure is relatively small.

Although linked to credit risk, the risk of default on government and corporate bond holdings is considered
within market risk, and the provision of insurance cover for deposit guarantee or suretyship is considered
within underwriting risk.

NHBC holds capital to absorb losses arising from counterparty defaults and the amount of capital held against
credit risk as at 31 March 2022 on a Standard Formula measure was £10.9m (2021: £7.6m).

C.4 Liquidity risk

Liquidity risk refers to the risk that NHBC, whilst remaining solvent, does not have sufficiently liquid resources
available to meet its financial obligations as they fall due, or it can only secure such resources at an excessive
cost.

NHBC manages its liquidity risk by investing in a range of cash and cash equivalents, as well as highly liquid
government bonds and to a lesser degree, corporate bonds. The company, as with most insurers, generally
receives premium income in advance of having to pay out for claims and therefore providing this is invested
in relatively liquid funds the exposure to liquidity risk is relatively immaterial.

The nature of the insurance business underwritten by NHBC also contributes to low liquidity risk as building
defect claims can take several months to settle, giving advanced notice of impending cash out-flows should
they arise.

NHBC does not hold capital specifically to absorb losses arising from liquidity risk as the risk is considered
immaterial. It does, however, consider liquidity as part of its risk management and reporting framework and
cash management process.

NHBC anticipates around £0.4m (2021: £0.4m) in expected profit included within future premiums, which
principally relates to premiums charged for providing cover for longer durations under Section 1 of the
Buildmark product.

NHBC has a Board approved Liquidity Risk Policy in place with risk appetite metrics monitored through
appropriate governance committees on a quarterly basis.

C.5 Operational risk

Operational risk refers to the risk of losses arising as a result of failures in systems, people, processes used
to manage the business or external events.

The company employs a risk management framework?®, supported by a number of qualified risk professionals
to assist the business in managing these risks. The business makes use of a number of risk management
techniques including the on-going assessment of risks through department specific risk registers and
scenario modelling.

NHBC undertakes an ongoing assessment of its important business services including identifying that it has
sufficient resources to ensure these are delivered consistently. To support the assessment NHBC has defined
a number of tolerances around the ability to deliver continuity of services in the face of potential business
disruption. Where gaps are identified because of these assessments, actions are put in place to address
these. As the approach to assessing operational resilience develops greater use of scenario testing will be
introduced such that consideration can be given to the effectiveness of existing responses in a range of

3 As outline in section B of this report.
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circumstances. This will subsequently inform the development and updating of existing operational processes
and controls.

NHBC holds capital to absorb losses arising from operational risks and the amount of capital held against
this risk as at 31 March 2022 on a Standard Formula measure was £29.8m (2021: £30.8m).

C.6 Other material risks

Concentration risk

The nature of NHBC’s business model means it is subject to a concentration of insurance risk. It is
predominately focused on providing warranty cover for building defects and, cover that provides protection
to potential homeowners for loss of deposit when purchasing a property, and to local authorities where NHBC
stands as surety on road and sewer bonds. This means that the company does not benefit from a
diversification of insurance risks, but it does, however, mean that it is able to become highly specialised which
brings many other benefits.

The UK house building industry is dominated by a relatively small number of large builders and this means
that NHBC not only has a concentration of risk in the building industry, but also a concentration of risk with a
small number of builders too.

These are risks that NHBC chooses to underwrite in order to fulfil its objective of raising the standard of new
build homes. The capital that NHBC holds to cover losses arising from these risks is taken account of within
its underwriting risk capital.

Pension risk

NHBC is liable for meeting the obligations of its defined benefit pension scheme, although the scheme is now
closed to new members and future accrual of benefits. This exposes NHBC to additional market risk, as
discussed in C.2 but also longevity risk and operational risk.

Longevity risk refers to the risk of losses arising as a result of scheme members and beneficiaries living
longer than expected, and therefore NHBC having to make benefit payments for longer than expected.

NHBC accepts longevity risk as part of its pension scheme obligations and, whilst it is not required to hold
capital against this risk under the Solvency Il Standard Formula, holds capital under its Own Risk & Solvency
Assessment.

NHBC has a Board approved Pension Risk Policy in place.

Strategic risk

Strategic risk refers to the risk arising from NHBC failing to adapt to changes which in turn undermine its
ability to deliver its business objectives.

The company manages this risk by carrying out strategic reviews and engaging external management
consultants, when needed, to challenge and help develop the business’s strategic plans. Where necessary
the business’s strategic plans will be reviewed and changed in response to unexpected market conditions.

NHBC is also exposed to risks from its subsidiary companies and these risks are managed by ensuring
directors from the parent company are present on the boards of subsidiary companies, and that there is a
robust governance framework in place.

Whilst NHBC is not required to hold capital against this risk under the Solvency Il Standard Formula, it holds
capital under its Own Risk & Solvency Assessment within its operational risk capital.
C.7 Any other information

The information presented in section C of this report provides a true and fair reflection of NHBC's risk profile
during the reporting period.

NHBC has no material exposure to off-balance sheet positions and does make use of, or transfer risk to, any
special purpose vehicles.

No other material information to report.
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D. Valuation for Solvency Purposes

This section of the report provides a description of the bases, methods and main assumptions employed in
the valuation of NHBC’s assets and liabilities. This section also provides an explanation of material
differences between valuations presented in NHBC financial statements under UK Generally Accepted
Accounting Practice (UK GAAP) and Solvency Il valuations.

D.1 Assets

NHBC'’s Solvency Il assets are valued in accordance with Article 75 of Directive 2009/138/EC, it assumes
NHBC is a going concern and are valued independently of the liabilities.

NHBC prepares its financial statements under UK GAAP on a going concern basis under the historical cost
convention, as modified by the revaluation of certain tangible fixed assets, in accordance with the Companies
Act 2006 and provision of The Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 (“SI 2008/410”) relating to insurance groups. Financial statements and Solvency Il basis
of preparation produce consistent valuations for the majority of assets.

The Solvency Il balance sheet uses the NHBC Company balance sheet prepared for the Annual Report and
Accounts under the UK GAAP framework as its basis of preparation.

The following table presents NHBC'’s valuation of assets at 31 March 2022 on a Solvency Il basis.

Assets £m 2022 2021
Pension benefit surplus 0.1 -
Property, plant & equipment for own use 15.3 13.4
Investments 1,478.7 1,666.3
Reinsurance recoverable from non-life excluding health 359.4 122.9
Insurance and intermediaries receivable 2.7 23
Receivables (trade, not insurance) 8.8 5.1
Cash & cash equivalents 25.6 24.1
Any other assets not elsewhere shown 4.3 6.2
Total assets 1,894.9 1,840.3

Material classes of assets

Land & buildings included in property, plant & equipment for own use

The valuation approach is consistent between the basis of preparation of the financial statements and
Solvency Il resulting in equal valuations.

In the absence of quoted market prices in active markets for NHBC’s land and buildings the default valuation
method set out in Article 10(2) is not possible.

Following the hierarchy of valuation methods in accordance with Article 10 NHBC’s land and buildings are
valued individually.

NHBC values its land and buildings using a market approach as outlined in Article 10(7).

NHBC includes the value of right of use asset associated with property occupied under operating leases.
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Investments

The valuation approach is consistent between basis of preparation of the financial statements and Solvency
Il resulting in equal valuations.

Under Solvency | NHBC applies the default valuation method as per Article 10(2). NHBC values its financial
investments using quoted market prices in active markets for the same assets.

Investments are considered to be in active markets where they are actively traded with live prices available.

Related undertakings

NHBC holds investments in 100% owned subsidiaries which qualify as related undertakings under Article 13.
There is no material difference in the valuations under Solvency Il and UK GAAP.

In the absence of quoted market prices in active markets the related undertakings are valued using the
adjusted equity method, as per Article 13(3), under Solvency Il.

Deferred tax assets

The method for calculation of the deferred tax asset is consistent between financial statements and Solvency
Il basis of preparation. NHBC’s deferred tax asset is primarily driven by the trading losses carried forward. A
deferred tax asset is recognised when its recoverability is likely. Deferred tax assets are offset against
deferred tax liabilities where right of offset exists.

Any additional deferred tax liability arising from differences between assets or liabilities that would result in
tax timing differences under UK GAAP and Solvency Il balance sheets follow the provisions of Article 15.
Reinsurance

The reinsurance balance is discussed in section D2 of this report.

Receivables and cash & cash equivalents included within reinsurance recoverable from non-
life excluding health, insurance and intermediaries receivable, and Cash & cash equivalents
Article 16 specifically prohibits valuation of assets at cost or amortised cost.

NHBC is of the opinion that the carrying value of debtors, cash and deposits with credit institutions in the
financial statements is equal to the valuation achieved through application of valuation techniques as
prescribed in Articles 9 and 10.

The valuation of these assets is not above cost. NHBC carries out regular impairment reviews on all the asset
classes. Using past historic information over recoverability of the assets and credit rating information NHBC
is able to accurately measure the realisable value of the assets which results in assets valued at the amount
for which they could be exchanged between knowledgeable willing parties in an arm’s length transaction.

In accordance with the guidelines, current insurance debt (debt that falls within agreed credit terms) is
reclassified as part of technical provisions.
Other assets

NHBC has operating leases for one property and various motor vehicles. These assets, and the
corresponding liabilities, are included on the SlI balance sheet. At 31 March 2022 NHBC had leasing
commitments of £5.1m (2021: £4.9m) recognised on the Sl balance sheet.

NHBC does not consider plant & equipment for own use or any other assets not elsewhere shown (typically
prepayments) to be material classes of assets.
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Reconciliation of UK GAAP and Solvency Il assets

The balance sheet valuation under UK GAAP is, in many cases the same as that required for Solvency II.
Where the Solvency Il requirements and basis of valuation differ from the accounting basis, adjustments are
made to reflect the Solvency Il requirements. The main areas of balance sheet valuation differences between
UK GAAP and Solvency Il for NHBC are listed below; the two main material items are the valuation of the
Technical Provisions and the resulting Deferred Tax Liability:

¢ Technical provisions — Under UK GAAP the Technical Provisions are valued in line with FRS 103 —
Insurance Contracts. The amounts involved are material to NHBC’s balance sheet. Under Solvency
Il the valuation of Technical Provisions is calculated on a best estimate plus a risk margin basis. Note
that under Solvency Il, NHBC also applies the volatility adjustment

o Deferred tax — Deferred tax results from the difference between net assets (primarily Technical
provisions) between the UK GAAP and Solvency Il balance sheets multiplied by the applicable rate
of tax

o Deferred acquisition costs (DAC) — NHBC recognises DAC under UK GAAP. Under Solvency I
DAC is not recognised, and

¢ Reclassification of balance sheet items — For Solvency Il purposes certain balance sheet items
have been reclassified and now form part of technical provisions.
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The table below provides reconciliation between assets as disclosed in UK GAAP financial statements and Solvency Il as at 31 March 2022.

Adjustment Investment

UK GAAP to technical Reversal Right of use Deferred tax balance Balance Solvency i
Assets (£m) value provisions of DAC  adjustment adjustment reclassification reclassification value
Deferred acquisition costs 15.7 - (15.7) - - - - -
Deferred tax assets 15.3 - - - (15.3) - - -
Pension benefit surplus 0.1 - - - - - - 0.1
Property, plant & equipment ) ) ) ) )
for own use 10.2 5.1 15.3
Investments 1,468.6 - - - - 101 - 1,478.7
Reinsurance recoverable from
non-life excluding health 609.9 (236.0) - - - - (14.5) 359.4
Insurance and intermediaries 10.6 ) ) ) ) (7.9) 27
receivable : . .
Receivables (trade, not
insurance) 8.8 ) ) } ) } ) 8.8
Cash & cash equivalents 35.7 - - - - (10.1) - 25.6
Any other assets not
elsewhere shown 8.0 ) ) } ) } (3.7) 4.3
Total Assets 2,182.9 (236.0) (15.7) 5.1 (15.3) - (26.1) 1,894.9
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D.2 Technical provisions

The following table presents NHBC’s valuation of net technical provisions at 31 March 2022 on a Solvency Il

basis.

Credit and

suretyship Miscellaneous Total Non - Life
Technical provisions (Em) insurance* financial loss obligation
Gross best estimate (79.1) 1,071.8 992.7
Risk margin 13.7 79.8 93.5
Technical provisions (65.4) 1,151.6 1,086.2
Reinsurance recoverable (0.8) (358.6) (359.4)
Technical provisions less (66.2) 793.0 726.8
recoverable from reinsurance

Technical provisions basis and methodology

Solvency Il Technical Provisions are made up of the sum of a best estimate and a risk margin calculated in
accordance with the requirements of the Solvency Il Directive (Directive 2009/138/EC).

The best estimate corresponds to the probability-weighted average of future cash flows, taking account of
the time value of money (expected present value of future cash flows), using the Bank of England volatility
adjusted risk-free interest rate term structure at 31 March 2022.

The cash flow projection used in the calculation of the best estimate takes into account all the cash inflows
and outflows required to settle the insurance and reinsurance obligations over the lifetime of the liabilities.
These are subdivided into claim and premium provision components.

The Solvency Il Technical Provisions are calculated directly for the claims and premium provisions and
incorporate a mixture of deterministic and stochastic methodologies as identified below.

The Solvency Il Technical Provisions are used to inform the UK GAAP Technical Provisions.

Risk groups

For the home warranty product (the Buildmark Product) NHBC broadly applies risk groupings aligned to the
sections of coverage as outlined in section A1.

Claims provisions

The claims provision represents the estimated cost of claims incurred but not settled as at the balance sheet
date. The provision includes an allowance for claims management and claims handling expenses.

The claims provision for the majority of the reserves (Sections 1 to 4 of Buildmark Product, excluding Section
4 claims relating to high-rise flats post Grenfell Tower Fire) are estimated using triangulation methods and
consider inflated incurred and paid claim development tables. The claims provision for Section 4 high-rise
flats claims are based on claims notified to date. Road and Sewer Bonds are based on an assessment of the
level of individual outstanding bonds should a particular builder become insolvent.

Premium provisions

The premium provision represents the estimated cost of future claims and expenses arising from the current
and incepted insurance contracts, net of future premium receipts. The premium provision is the expected
present value of all future cash flows relating to risk exposure after the valuation date.

The premium provision relating to the Buildmark Product, excluding Section 4 claims relating to high-rise flats
post Grenfell Tower Fire are calculated by Underwriting Year, based on the estimated cost per home, the

4 The gross best estimate for credit and surety insurance line of business includes future road and sewer bond fees.
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number of policies and the percentage unearned of those policies. The premium provision for Section 4 high-
rise flats claims post Grenfell Tower Fire is calculated as an uplift of the claims’ provisions, split by
underwriting year. The premium provision for Road and Sewer Bonds utilises a mixture of deterministic and
stochastic methodology based on the probability of builder insolvency.

Events Not In Data

Events not in data are a category of potential losses that need to be considered within the Solvency I
Technical Provisions and which, by their nature are sparsely represented within the experience data and
typically represent low-frequency, high severity events.

Reinsurance

For the 2019/20 & prior underwriting years, NHBC’s primary reinsurance cover is an aggregate excess of
loss cover, protecting against total losses per underwriting year. In addition, there is a cross-generational
cover providing protection against the aggregate retained losses on the combined 2005/06 to 2014/15
underwriting years.

The underwriting years from 2015/16 to 2018/19 are subject to a Loss Portfolio Transfer (LPT), i.e. a back-
book quota share with a 75% cession.

The underwriting year 2020/21 and 2021/22 are protected by Whole Account Quota Share treaties with
cessions of 31% and 36% respectively.

NHBC has bought quota share reinsurance for major projects from the 2017/18 underwriting year. This inures
to the LPT. There is also quota share cover for additional S1 cover exposures and an excess of loss treaty
providing protection for the road and sewer bonds.

The reinsurance recoveries are estimated deterministically by directly calculating the recoveries due on the
gross best estimate losses for each reinsurance programme. Reinsurance bad debt provisions are also
included.

Contract boundaries

Solvency Il requires that the Technical Provisions include the best estimate of all future insurance cash flows
associated with committed insurance obligations. This should allow for expected policyholder actions. The
regulations are concerned with business known as Bound But Not Incepted (BBNI) where an obligation exists
but the contract has not yet incepted and hence may not be present within data records used for the technical
provision calculations. Solvency |l regulations requires that such contracts are included within the valuation.

For NHBC, however, the registration of a policy is triggered by the builder's payment of the fees. The
Customer Service representative registers the policy in Fusion (NHBC’s policy administration system). NHBC
are not obligated to provide cover until a policy number is created (registered) in Fusion. Even if the quote
was accepted by the builder and the fees were paid, NHBC can still change its mind and is not obligated to
register the policy. Even after plot registration process, NHBC can choose to decline the risk at any time if
the building does not meet NHBC’s standards.

For some major developments, while there is normally more discussion over terms, again the risk is not
bound until the registration details have been provided.

There are no renewals; cover is provided from inception mainly for 10 years after completion.

No allowance for bound but not incepted (BBNI) premiums or claims is required as only business registered
and hence incepted is within scope of the valuation for technical provisions.

Future premium income and outgoings

Many Road and Sewer Bonds are kept in place beyond the original term and NHBC charges ‘overrun fees’
for them. These form the bulk of NHBC'’s future premium income.

A small number of major builder customers do have modest credit terms. These (UK GAAP) balance sheet
accruals are included within Solvency Il technical provisions and classified as premium provisions, since the
earned exposure (which only relates to Section 1 cover) is de-minimis.

In addition to these, there are instances where additional premium might be receivable. These may include
additional Section 1 premiums, premium adjustments and income generated by future policy holder
behaviour.
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Expenses

There are three categories of expenses which are included in the calculation of the cash flows for Technical
Provisions:

e Allocated Loss Adjustment Expenses (ALAE): these include the cost of technical investigations to
arrive at validity decisions, legal expenses and ex-gratia payments. Note that ALAE is also allowed
as part of claims indemnity spend.

¢ Claims Management Expenses which include the costs of the claims handling department and the
associated overhead costs as well as an allocation of general overheads.

¢ Investment Management Expenses are those incurred in the management of NHBC’s investment
portfolio of assets which are held to support the insurance liabilities

A number of expense items (e.g., IPT accrual, VAT accruals relating to insurance business) which are
included in the UK GAAP balance sheet are explicitly transferred to the Solvency Il Technical Provisions.

Uncertainty

The key uncertainty in estimating NHBC’s technical provisions relates to the long-tailed nature of the
Buildmark policy. This means that a significant portion of the reserve relates to future ‘unearned’ exposures
which will be affected by many uncertain factors including general economic conditions, the state of the
construction industry in the UK and individual builder behaviours.

Data relating to what are potentially the largest risks faced by NHBC - exceptional losses, changes in builder
behaviour towards voluntarily undertaking their own Section 3 repairs or major builder insolvency - is very
limited. This increases the reliance on expert judgement and the uncertainty within the estimates.

As at 31 March 2022, it appears that the coronavirus pandemic will have less of an impact on the construction
industry and on future claims to NHBC than initially anticipated. At this stage the main impact seems to be a
surge in inflation. The extent of any recession, impact on the housing market and subsequent knock-on
effects on builder insolvency and self-repair rates are difficult to predict.

The technical provisions also include an allowance for Section 4 claims relating to combustible cladding and
other fire safety issues, following the Grenfell tragedy in June 2017. Latest developments, such as
government action designed to make the major UK builders carry the cost of cladding remediation, increases
the uncertainty of this technical provision component and of the technical provisions overall.

No other extraordinary changes to the legal, social or economic environment that might affect the cost,
frequency or future reporting of claims are anticipated. In addition, other than in the Events Not in Data (ENID)
provision, NHBC has made no allowance for potential future claims arising from loss causes or types of
coverage that are not represented in the historical data.
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Reconciliation of UK GAAP and Solvency Il net technical provisions

The table below provides reconciliation between net technical provisions as disclosed in UK GAAP financial
statements and Solvency Il as at 31 March 2022.

Credit and
Technical provisions net of suretyship Miscellaneous
reinsurance (£m) insurance financial loss
Solvenpy II_technlca)I provisions (79.9) 713.2 633.3
excluding risk margin
Solvency Il elements not applicable
for UK GAAP 124.0 (21.1) 102.9
Discounting basis difference (1.0) 6.4 5.4
UK GAAP margin 10.1 156.2 166.3
UK GAAP adjustments (1.8) (15.4) (17.2)
UK GAAP technical provisions 51.4 839.3 890.7

The UK GAAP Technical Provisions are calculated by adding a UK GAAP margin (to allow for the concept of
being reasonably foreseeable) to the best estimate provisions derived as part of the Solvency Il technical
provisions. Elements of the technical provisions which are specific to Solvency Il are removed from the
calculation. This includes balance sheet adjustments, investment and administration expenses as well as
future premiums.

The UK GAAP margin is selected by Management and is informed by a suite of scenarios which estimate
additional provisions that would be required to be added to the Solvency Il best estimates (after UK GAAP
adjustments) to reflect reasonably foreseeable events.

The UK GAAP adjustments primarily relate to the service potential of reinsurance assets and the deferred
acquisition costs. Due to the nature of certain reinsurance policies held by NHBC a service potential is
recognised above the estimated recoveries under UK GAAP. This represents the amortised cost, in excess
of expected recoveries, of reinsurance policies which have been obtained to create additional capacity within
NHBC'’s risk appetite, or to protect the capital position against tail events outside the UK GAAP margin.

Other information

NHBC does not apply counter-cyclical premiums or matching premiums. NHBC is not using the transitional
provisions.
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D.3 Other liabilities

NHBC'’s Solvency Il liabilities are valued in accordance with Article 75, assuming NHBC is a going concern,
and are valued independently of the assets.

NHBC prepares its financial statements under UK GAAP on a going concern basis under the historical cost
convention, as modified by the revaluation of certain tangible fixed assets, in accordance with the Companies
Act 2006 and provision of The Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 (“S12008/410”) relating to insurance groups. Financial statements and Solvency Il basis of
preparation produce consistent valuations for majority of liabilities.

The Solvency |l balance sheet uses the NHBC Company balance sheet prepared for the Annual Report and
Accounts under the UK Generally Accepted Accounting Practice (UK GAAP) framework as its basis of
preparation.

The table below highlights the valuation of the liabilities in the preparation of the Solvency Il balance sheet.

Liabilities (Em)

Technical provisions — non-life calculated as a whole 1,086.2 1,114.4
Provisions other than technical provisions 64.0 63.1
Pension benefit obligations - 21.7
Derivatives 8.1 2.2
Debts owed to credit institutions 10.3 -
Insurance & intermediaries payable 29.2 26.0
Payables (trade, not insurance) 30.4 25.2
Total Liabilities 1,228.2 1,252.6

Material classes of liability

Technical provisions — non-life calculated as a whole
Technical provisions are discussed in section D2 above.

Provisions other than technical provisions

Provisions such as accruals (and contingent liabilities) are recognised on NHBC'’s balance sheet where it is
probable that any future economic benefit associated with the item will flow from NHBC and the item has a
cost or value that can be measured reliably.

There are no differences between measurement and recognition between UK GAAP and Solvency Il
Provisions for cash flows that can be directly attributed to insurance activities are reallocated to the technical
provisions.

Pension benefit obligations
Any pension benefit obligation is recognised net of pension scheme assets and liabilities.
The defined pension benefit pension scheme assets are measured at fair value.

The defined benefit pension scheme liability is calculated using the projected unit credit method. On an
annual basis, NHBC engages independent actuaries to assist in calculating the obligation. The present value
is determined by discounting the estimated future payments using market yields on high quality corporate
bonds that are denominated in sterling and that have terms approximating the estimated period of the future
payments.
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Where the assets of the scheme are greater than the liabilities, a surplus is recognised. The rules of the
scheme allow NHBC, as a sole sponsoring employer, to recover surplus assets following winding up of the
scheme.

The basis of preparation of financial statements and Solvency |l produce equal valuations.

Deferred tax liabilities
A Deferred tax liability is recognised in respect of all timing differences at the reporting date.

A Deferred tax liability is calculated using the tax rates and laws that that have been enacted or substantively
enacted by the reporting date that are expected to apply to the reversal of the timing difference.

The method for calculation of deferred tax liability is consistent between financial statements and Solvency |l
basis of preparation.

As per the accounting basis, Solvency Il recognises the deferred tax liability arising from the difference
between the values ascribed to assets and liabilities recognised and valued in accordance with Articles 75 to
86 of Directive 2009/138/EC and the values ascribed to assets and liabilities as recognised and valued for
tax purposes. Deferred tax assets are offset against deferred tax liabilities where right of offset exists.

Any additional deferred tax liability arising from differences between assets or liabilities which would result in
tax timing differences under UK GAAP and Solvency Il balance sheets follow the provisions of Article 15.

Insurance & intermediaries payable and payables (trade, not insurance)

Basic financial liabilities, including trade and other payables are initially recognised at transaction price,
unless the arrangement constitutes a financing transaction, where the debt instrument is measured at the
present value of the future receipts discounted at a market rate of interest.

Under UK GAAP debt instruments are subsequently carried at amortised cost, using the effective interest
rate method. However, NHBC'’s payables are current and are not carried at amortised cost. Due to the current
nature of the payabiles, it is considered that the initially recognised value is an appropriate measurement of
their fair value.

As such there are no differences between measurement and recognition between UK GAAP and Solvency
Il. Provisions for cash flows that can be directly attributed to insurance activities are reallocated to the
technical provisions.
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Reconciliation of UK GAAP and Solvency Il liabilities
Please refer to section D1 of this report for description of material differences between UK GAAP and Solvency Il liabilities.

The table below provides reconciliation between liabilities as disclosed in UK GAAP financial statements and Solvency Il as at 31 March 2022.

Deferred Adjustment to
acquisition technical Right of use Balance
Liabilities (Em) UK GAAP value income provisions adjustment reclassification Solvency Il value
Technical provisions 1,500.6 - (419.9) - 5.5 1,086.2
Provisions other than technical provisions 95.5 (11.8) - - (19.7) 64.0
Derivatives 8.1 - - - - 8.1
Debts owed to credit institutions 10.3 - - - - 10.3
Insurance & intermediaries payable 36.4 - - - (7.2) 29.2
Payables (trade, not insurance) 30.0 - - 5.1 (4.7) 30.4
Total Liabilities 1,680.9 (11.8) (419.9) 5.1 (26.1) 1,228.2
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D.4 Alternative methods for valuation

Following the hierarchy of valuation methods in accordance with Article 10, NHBC’s land and buildings are
valued individually.

NHBC values its land and buildings using quoted market prices in active markets for similar assets with
adjustments to reflect differences as per Article 10(3) or one of the alternative valuation methods as outlined
in Article 10(7).

The value of each of the properties is assessed in accordance with the relevant parts of RICS Valuation —
Professional Standards 2014. In particular, Fair Value of each of the properties has been determined in
accordance with UKVS 1.1. Under these provisions, the term "Fair Value" means "The amount for which an
asset could be exchanged, a liability settled, or an equity instrument granted between knowledgeable, willing
parties in an arm's length transaction".

D.5 Other information

The information presented in section D of this report provides a true and fair reflection of NHBC’s valuation
methods employed for its solvency purposes during the reporting period. No other material information to
report.
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E. Capital Management

This section of the report provides information on NHBC’s own funds and Solvency Capital Requirement
(SCR).

E.1 Own funds

Capital management objectives, policies and processes

NHBC is exclusively funded through retained earnings and maintains a capital structure consistent with the
NHBC'’s risk profile and the regulatory requirements of its business.

The NHBC'’s objectives in managing its capital are:
e to match the profile of its assets and liabilities, taking account of the risks inherent in the business
¢ to maintain financial strength to support new business growth
e to satisfy the requirements of its policyholders and regulators
¢ to retain financial flexibility by maintaining strong liquidity, and
¢ to allocate capital efficiently to support growth.

NHBC considers not only the traditional sources of capital funding but also alternative sources of capital,
including reinsurance, when assessing its deployment and usage of capital. NHBC manages as capital all
items that are eligible to be treated as capital for regulatory purposes.

Capital management is embedded with the risk management framework outlined in the earlier sections of
this document (please section B3 for further information on NHBC risk management processes).

The Capital Modelling & Reporting Committee is responsible for day-to-day monitoring of NHBC capital
position. The Capital Modelling & Reporting Committee ultimately feeds into Executive Risk Committee,
Board Risk Committee and the Board.

NHBC’s capital and finance teams prepare quarterly capital positions and long-term projections for
consideration of various committees as well as feeding into core processes such as business planning.

Own funds

As at 31 March 2022 all NHBC’s own funds consist of items that are available to fully absorb losses on a
going-concern basis, as well as in the case of winding-up, meeting all criteria of Article 94 of Directive
2009/138/EC to be classified as Tier 1 own funds. All NHBC’s Tier 1 funds are unrestricted.

When NHBC recognises a deferred tax asset on its Solvency Il balance sheet it classifies it as Tier 3 own
funds in accordance with Article 76 of Solvency Il Directive (Directive 2009/138/EC).

At 31 March 2022 NHBC'’s Tier 1 and total own funds were £666.7m (2021: £605.2m), comprised entirely of
the reconciliation reserve. The own funds supported the Solvency Capital Requirement of £364.6m (2021:
£381.1m) resulting in a solvency ratio of 183% (2021: 154%). The Minimum Capital Requirement (MCR), a
minimum level below which the amount of financial resources should not fall, was £144.5m (2021: £171.5m)
providing a ratio to eligible own funds to meet the MCR of 461% (2021: 353%).

The reconciliation reserve is comprised of the Company’s retained earnings on a UK GAAP basis, adjusted
for the asset and liabilities differences under Solvency Il.
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The table below presents how funds are allocated to support SCR and MCR respectively as at 31 March
2022.

Tier 1 Tier 1

unrestricted restricted Tier 2 Tier 3

Total eligible own

funds to meet the 666.7 - - - 666.7
SCR

Total eligible own

funds to meet the 666.7 - - - 666.7
MCR

The Solvency Il balance sheet uses the NHBC Company balance sheet prepared for the Annual Report and
Accounts under the UK Generally Accepted Accounting Practice (UK GAAP) framework as its basis of
preparation.

Please refer to sections D1 and D3 of this report for description of material differences between UK GAAP
and Solvency |l assets and liabilities that ultimately drive the excess of assets over liabilities as calculated
for solvency purposes.

The following table provides reconciliation between UK GAAP and Solvency Il excess of assets over

liabilities.

L
Solvency |l excess of assets over liabilities 666.7
Asset valuation differences 276.4
Liability valuation differences (441.1)
UK GAAP excess of assets over liabilities 502.0

Movement in own funds

The movement in own funds during the financial year ended 31 March 2022 is analysed below:

Eligible own funds £m

As at 1 April 2021 587.7

UK GAAP result for the year

- Profit after tax 58.0
- Other comprehensive income 14.0
Movement in valuation differences 7.0
As at 31 March 2022 666.7

The £79.0m increase in own funds is driven by the UK GAAP financial results in the year, adjusted for Sli
valuation differences. There were no distributions or capital instruments issued or redeemed in the year.

Other information about own funds

NHBC have not made use of transitional arrangements with respect to its basic own funds as referred to in
Articles 308b(9) and 308b(10) of Directive 2009/138/EC.
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NHBC does not have ancillary own funds.

NHBC has not made any deductions from its own funds. There are no restrictions affecting the availability
and transferability of own funds.

E.2 Solvency Capital Requirement and Minimum Capital Requirement

NHBC uses the Standard Formula to calculate its regulatory capital requirements. The following table shows
the Standard Formula capital requirement, which is still subject to regulatory review, at 31 March 2022.

Market risk 111.1 120.2
Counterparty default risk (credit risk) 10.9 7.6
Non-life underwriting risk 283.3 296.2
Diversification (70.5) (73.7)
Base Solvency Capital Requirement 334.8 350.3
Operational risk 29.8 30.8
Total Solvency Capital Requirement 364.6 381.1

The Solvency Capital Requirement (SCR) has decreased since last year by £16.5m. This is mainly driven by
a £12.9m decrease in non-life underwriting risk and £9.1m decrease in market risk.

Non-life underwriting risk has reduced by £12.9m primarily following settlement of a significant premium on
placement of back-book quota share reinsurance cover that was placed in last financial year.

Market risk has reduced by £9.1m over the year. This was due to reduction in value of NHBC’s investment,
in part due to the settlement of the reinsurance premium sighted above (with transfer of investments being
used to fund the settlement) and in part also due to adverse market volatility in the last quarter of the financial
year.

The MCR at 31 March 2022 was £144.5m (2021: £171.5m).

The MCR is based on applying the appropriate factors to the Technical Provisions (excluding risk margin)
and net written premium for the two Solvency Il classes of business written by NHBC, being Miscellaneous
Financial Loss and Credit and Surety.

E.3 Use of the duration-based equity risk sub-module in the calculation of the
Solvency Capital Requirement

NHBC is a General Insurer and thus the duration-based equity risk sub-module is not applicable. NHBC does
not make use of any equity transitional measures.

E.4 Differences between the standard formula and any internal model used

NHBC is using the Standard Formula approach to capital adequacy.

E.5 Non-compliance with the Minimum Capital Requirement and non-compliance with
the Solvency Capital Requirement

NHBC had no non-compliance with either the MCR or the SCR during the reporting period.

E.6 Other information

The information presented in section E of this report provides a true and fair reflection of NHBC’s capital
management during the reporting period. No other material information to report.
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F. Quantitative reporting templates

The following quantitative reporting templates are included in this section:

S.02.01.02  Balance sheet

S.05.01.02  Premiums, claims and expenses by line of business

S.05.02.01 Premiums, claims and expenses by country

S.17.01.02  Non-Life Technical Provisions

S.19.01.21 Non-Life insurance claims

S.22.01.21 Impact of long term guarantees measures and transitionals

S.23.01.01  Own Funds

S.25.01.21 Solvency Capital Requirement - for undertakings on Standard Formula

S.28.01.01 Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity

Monetary amounts are in GBP thousands
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R0030
R0040
R0050
R0060
R0070
R0080
R0090
RO100
RO110
RO120
RO130
RO140
RO150
RO160
RO170
RO180
RO190
R0200
R0O210
R0220
R0230
R0240
R0250
R0260
R0270
R0280
R0290
RO300
R0O310
R0320
RO330
R0340
R0350
RO360
RO370
R0380
R0390

R0400

R0410
R0420
R0500

$.02.01.02
Balance sheet

Assets
Intangible assets
Deferred tax assets
Pension benefit surplus
Property, plant & equipment held for own use
Investments (other than assets held for index-linked and unit-linked contracts)
Property (other than for own use)
Holdings in related undertakings, including participations
Equities
Equities - listed
Equities - unlisted
Bonds
Government Bonds
Corporate Bonds
Structured notes
Collateralised securities
Collective Investments Undertakings
Derivatives
Deposits other than cash equivalents
Other investments
Assets held for index-linked and unit-linked contracts
Loans and mortgages
Loans on policies
Loans and mortgages to individuals
Other loans and mortgages
Reinsurance recoverables from:
Non-life and health similar to non-life
Non-life excluding health
Health similar to non-life
Life and health similar to life, excluding index-linked and unit-linked
Health similar to life
Life excluding health and index-linked and unit-linked
Life index-linked and unit-linked
Deposits to cedants
Insurance and intermediaries receivables
Reinsurance receivables
Receivables (trade, not insurance)
Own shares (held directly)

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

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

Solvency I
value

Coo10

74

15,277

1,478,667

0

8,987

0

1,230,629

553,726

631,954

40,760

4,190

208,531

29,035

0

1,485

359,437

359,437

359,437

0

0

2,653

8,785

0

25,620

4,377

1,894,889
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$.02.01.02
Balance sheet

Solvency I
value

Liabilities Coo10

RO510 Technical provisions - non-life 1,086,204

R0520 Technical provisions - non-life (excluding health) 1,086,204

R0530 TP calculated as a whole 0

R0540 Best Estimate 992,720

R0550 Risk margin 93,484

R0O560 Technical provisions - health (similar to non-life)

R0570 TP calculated as a whole

R0580 Best Estimate

R0590 Risk margin

RO600 Technical provisions - life (excluding index-linked and unit-linked)

=l k=2k=1k=1K=2K=]

R0610 Technical provisions - health (similar to life)

R0620 TP calculated as a whole

R0630 Best Estimate

R0640 Risk margin

R0650 Technical provisions - life (excluding health and index-linked and unit-linked) 0

R0660 TP calculated as a whole

R0670 Best Estimate

R0680 Risk margin

R0690 Technical provisions - index-linked and unit-linked 0

R0700 TP calculated as a whole

R0O710 Best Estimate

R0720 Risk margin

RO740 Contingent liabilities

RO750 Provisions other than technical provisions 63,987

RO760 Pension benefit obligations

RO770 Deposits from reinsurers

RO780 Deferred tax liabilities

RO790 Derivatives 8,140

RO800 Debts owed to credit institutions 10,271

RO810 Financial liabilities other than debts owed to credit institutions

R0O820 Insurance & intermediaries payables 29,189

R0O830 Reinsurance payables

R0O840 Payables (trade, not insurance) 30,436

R0O850 Subordinated liabilities 0

R0860 Subordinated liabilities not in BOF

R0870 Subordinated liabilities in BOF 0

RO880 Any other liabilities, not elsewhere shown

R0O900 Total liabilities 1,228,226

R1000 Excess of assets over liabilities 666,663
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RO110
RO120
RO130
RO140
R0200

R0210
R0220
R0230
R0240
RO300

R0310
R0320
R0330
R0340
R0400

R0410
R0420
R0430
R0440
R0500

R0550
R1200
R1300

$.05.01.02

Premiums, claims and expenses by line of business

Non-life

Premiums written

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Premiums earned

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Claims incurred

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Changes in other technical provisions

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Expenses incurred
Other expenses
Total expenses

Line of Business for: non-life insurance and reinsurance obligations (direct business and accepted proportional reinsurance)

Line of business for: accepted non-proportional

20,364

2,288

reinsurance
Marine Fire and Total
Medical Income Workers' | Motor vehicle ’ other General Credit and Legal Marine,
: . o Other motor | aviation and o . . Misc. .
expense protection | compensation liability . damage to liability suretyship expenses Assistance | . . Health Casualty aviation and Property
insurance transport financial loss
insurance insurance insurance insurance insurance property insurance insurance insurance transport
insurance
C0010 €0020 C0030 C0040 C0050 C0060 C0070 €0080 C0090 C0100 C0110 C0120 C0130 C0140 C0150 C0160 0200

149,705

0

48,580

50,867

18,076

80,762

98,838

16,287

51,958

2,317

20,692

23,008

13,971

31,267

45,237

2,899

218,008

220,906

0

150 88,270 88,419
2,749 129,738 132,487
168,120 176,877

0

-694 66,995 66,302
9,452 101,124 110,576
1,867 3,741 5,608

5,608
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RO010

RO110
R0120
RO130
R0140
R0200

R0210
R0220
R0230
R0240
RO300

RO310
R0320
RO330
R0340
R0400

R0410
R0420
R0430
R0440
R0500

R0550
R1200
R1300

$.05.02.01

Premiums, claims and expenses by country

Non-life

Premiums written

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Premiums earned

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Claims incurred

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Changes in other technical provisions

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Expenses incurred
Other expenses
Total expenses

C0010

C0020

C0030

C0040

C0050

C0060

C0070

Home Country

Top 5 countries (by amount of gross premiums written)

non-life obligations

Top 5 countries (by amount of gross
premiums written) - non-life

obligations

Total Top 5 and
home country

C0080 C0090 C0100 co110 C0120 C0130 C0140
149,705 149,705
0
0
50,867 50,867
98,838 98,838
68,245 68,245
0
0
23,008 23,008
45,237 45,237
220,906 220,906
0
0
88,419 88,419
132,487 132,487
176,877 176,877
0
0
66,302 66,302
110,576 110,576
5,608 5,608
5,608
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R0010

R0050

R0060

RO140

RO150

RO160

R0240

R0250

R0260
R0270

R0280

R0290
R0300
RO310

R0320

R0330

R0340

5.17.01.02
Non-Life Technical Provisions

Technical provisions calculated as a whole

Total Recoverables from reinsurance/SPV and Finite Re after
the adjustment for expected losses due to counterparty
default associated to TP calculated as a whole

Technical provisions calculated as a sum of BE and RM
Best estimate
Premium provisions
Gross
Total recoverable from reinsurance/SPV and
Finite Re after the adjustment for expected
losses due to counterparty default
Net Best Estimate of Premium Provisions

Claims provisions
Gross
Total recoverable from reinsurance/SPV and
Finite Re after the adjustment for expected
losses due to counterparty default

Net Best Estimate of Claims Provisions

Total best estimate - gross
Total best estimate - net

Risk margin

Amount of the transitional on Technical Provisions
Technical Provisions calculated as a whole

Best estimate

Risk margin

Technical provisions - total

Recoverable from reinsurance contract/SPV and
Finite Re after the adjustment for expected losses due to
counterparty default - total

Technical provisions minus recoverables from
reinsurance/SPV and Finite Re - total

Direct business and accepted proportional reinsurance

Accepted non-proportional reinsurance

Non-
i i - - i - Total Non-Life
Medical Income Workers' Motor vehicle Man e, Fire and other General Credit and Legal Nun. Non' propor'tlonal Non' bligati
. oo Other motor | aviationand | damage to L . R proportional | proportional marine, proportional obligation
expense protection | compensation liability N liability suretyship ) . .
. N . insurance transport property . . . financial loss health casualty aviation and property
insurance insurance insurance insurance . . insurance insurance insurance . ) .
insurance insurance reinsurance | reinsurance transport reinsurance
reinsurance
C0020 C0030 C0040 C0050 C0060 C0070 C0080 C0090 C0100 C0110 C0120 C0130 C0140 C0150 C0160 C0170 C0180

0 0 0
0
-87,464 662,169 574,705
656 212,615 213,271
-88,120 449,554 361,434
8,391 409,624 418,015
166 146,000 146,165
8,225 263,624 271,850
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R0230
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R0260

S.19.01.21

Non-Life insurance claims

Total Non-life business

Accident year / underwriting year |Underwriting Year

Gross Claims Paid (non-cumulative)
(absolute amount)

Year

Prior
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
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Gross Undiscounted Best Estimate Claims Provisions
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S.22.01.21

Impact of long term guarantees measures and transitionals

Technical provisions

Basic own funds

Eligible own funds to meet Solvency Capital Requirement
Solvency Capital Requirement

Eligible own funds to meet Minimum Capital Requirement
Minimum Capital Requirement

Amount with
Long Term
Guarantee

measures and

transitionals

1,086,204
666,663
666,663
364,644
666,663
144,547

Impact of

transitional on

technical
provisions

==l k=l i=R =R =]

Impact of

transitional on

interest rate

O 0O/ O0jlO0|O|O

Impact of
volatility
adjustment
set to zero

9,172
-5,770
-5,770

1,478
-5,770

1,189

Impact of
matching
adjustment
set to zero

=R i=l k== =R =]
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RO010
R0030
R0040
R0050
R0070
R0090
RO110
RO130
RO140
RO160
RO180

R0220
R0230
R0290

RO300
RO310
R0320
RO330
R0340
R0350
RO360
RO370
R0390
R0400

R0500
R0510
R0540
R0550

R0580
R0600
R0620
R0640

R0700
RO710
R0720
RO730
R0740
RO760

RO770
RO780
R0790

5.23.01.01
Own Funds

Basic own funds before deduction for participations in other financial sector as foreseen in article 68 of Delegated Regulation 2015/35

Ordinary share capital (gross of own shares)

Share premium account related to ordinary share capital

Initial funds, members' contributions or the equivalent basic own-fund item for mutual and mutual-type undertakings
Subordinated mutual member accounts

Surplus funds

Preference shares

Share premium account related to preference shares

Reconciliation reserve

Subordinated liabilities

An amount equal to the value of net deferred tax assets

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

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

Ancillary own funds

Unpaid and uncalled ordinary share capital callable on demand

Unpaid and uncalled initial funds, members’ contributions or the equivalent basic own fund item for mutual and mutual - type undertakings, callable on demand
Unpaid and uncalled preference shares callable on demand

A legally binding commitment to subscribe and pay for subordinated liabilities on demand

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

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

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

Total ancillary own funds

Available and eligible own funds

Total available own funds to meet the SCR
Total available own funds to meet the MCR
Total eligible own funds to meet the SCR
Total eligible own funds to meet the MCR

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

Reconcilliation reserve

Excess of assets over liabilities

Own shares (held directly and indirectly)

Foreseeable dividends, distributions and charges

Other basic own fund items

Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced funds
Reconciliation reserve

Expected profits

Expected profits included in future premiums (EPIFP) - Life business
Expected profits included in future premiums (EPIFP) - Non- life business
Total Expected profits included in future premiums (EPIFP)

Tier 1 Tier 1 . .
Total unrestricted restricted Tier 2 Tier 3
C0010 0020 C0030 C0040 C0050

666,66.

666,663

666,663

0
0
0
0
0
0
0
0
0
0

666,663

666,663

666,663

666,663

666,663

666,663

666,663

666,663

ol o|o|o

ol o|o|o

364,644

144,547

182.83%

461.21%

C0060

666,663

0

666,663

364

364
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R0010
R0020
R0030
R0040
R0050
R0060

R0070

RO100

RO130
RO140
RO150
RO160
R0200
R0210
R0220

R0400
R0410
R0420
R0430
R0440

R0590

R0640
R0650
R0660
R0670
R0680
R0690

S.25.01.21
Solvency Capital Requirement - for undertakings on Standard Formula

Market risk

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

Intangible asset risk
Basic Solvency Capital Requirement

Calculation of Solvency Capital Requirement

Operational risk

Loss-absorbing capacity of technical provisions

Loss-absorbing capacity of deferred taxes

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

Capital add-ons already set

Solvency capital requirement

Other information on SCR

Capital requirement for duration-based equity risk sub-module

Total amount of Notional Solvency Capital Requirements for remaining part

Total amount of Notional Solvency Capital Requirements for ring fenced funds

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

Approach to tax rate
Approach based on average tax rate

Calculation of loss absorbing capacity of deferred taxes

LAC DT

LAC DT justified by reversion of deferred tax liabilities

LAC DT justified by reference to probable future taxable economic profit
LAC DT justified by carry back, current year

LAC DT justified by carry back, future years

Maximum LAC DT

Gross solvency
capital requirement

Usp Simplifications

o110
111,142
10,857

C00%90 C0120

L 1

0

0

283,271

70,406
I
| 334,862

C0100

29,782
0

0
364,644
0
364,644

ol OO

C0109

| Not applicable

LAC DT

C0130

[=li=RE=R=R) =]

USP Key

For life underwriting risk:

1 - Increase in the amount of annuity
benefits

9 - None

For health underwriting risk:

1 - Increase in the amount of annuity
benefits

2 - Standard deviation for NSLT health
premium risk

3 - Standard deviation for NSLT health

gross
premium risk

4 - Adjustment factor for non-

proportional
reinsurance

5 - Standard deviation for NSLT health
reserve risk

9 - None

For non-life underwriting risk:

4 - Adjustment factor for non-

proportional
reinsurance

6 - Standard deviation for non-life
premium risk

7 - Standard deviation for non-life gross
premium risk

8 - Standard deviation for non-life
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R0O010

R0020
R0030
R0040
R0050
R0060
R0070
R0080
R0090
R0O100
R0O110
RO120
R0130
RO140
R0150
RO160
RO170

R0200

R0210
R0220
R0230
R0240
R0250

R0300
RO310
R0320
RO330
RO340
RO350

R0400

S.28.01.01

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

Linear formula component for non-life insurance and reinsurance obligations

MCRy Result

Medical expense insurance and proportional reinsurance

Income protection insurance and proportional reinsurance

Workers' compensation insurance and proportional reinsurance

Motor vehicle liability insurance and proportional reinsurance

Other motor insurance and proportional reinsurance

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

Credit and suretyship insurance and proportional reinsurance

Legal expenses insurance and proportional reinsurance

Assistance and proportional reinsurance

Miscellaneous financial loss insurance and proportional reinsurance
Non-proportional health reinsurance

Non-proportional casualty reinsurance

Non-proportional marine, aviation and transport reinsurance
Non-proportional property reinsurance

Linear formula component for life insurance and reinsurance obligations
MCR_ Result

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

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

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

Overall MCR calculation
Linear MCR

SCR

MCR cap

MCR floor

Combined MCR

Absolute floor of the MCR

Minimum Capital Requirement

C0010
144,547
Net (of
reinsurance(/SPV) best Ne_t (of reinsu-ranc?)
estimate and TP written premiums in
calculated as a whole the last 12 months
0020 C0030
0
0
0
0
0
0
0
0
0 18,076
0
0
713,179 80,762
0
0
0
0
C0040
0
reinsur:necte(/:fl"V) best . Net (of
estimate and TP relnsura'nce/SP\./) total
calculated as a whole capital at risk
C0050 C0060
€0070
144,547
364,644
164,090
91,161
144,547
3,126
144,547




		2022-07-04T14:11:26-0700
	Digitally verifiable PDF exported from www.docusign.com




