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REPORT OF THE DIRECTORS OF THE MANAGING AGENT

The directors of the Managing Agent present their report for the year ended 31 December 2019,

This anmual report is prepared using the annual basis of accounting as required by Statutory Instrument No 1950
of 2008, the Insurance Accounts Directive (Lloyd’s Syndicate and Aggregate Accounts) Regulations 2008 (*the
2008 Regulations’).

RESULTS

The profit for calendar year 2019 is £33m (2018: profit of £35m). Profits will continue to be distributed by
reference to the results of individual underwriting years,

PRINCIPAL ACTIVITY AND REVIEW OF THE BUSINESS

During 2019 the Syndicate’s principal activity remained the transaction of general insurance and reinsurance
business, with a particular focus on the Marine, Energy and Specialty sectors.

The Syndicate’s key financial indicators are as follows:

2019 2018
Gross Written Premium £569m £523m
Profit for the financial year £33m £35m
Combined Ratio 97% 92%

Puring 2018, the Syndicate continued to embed the structural and strategic changes which were developed from
Munich Re’s (Miinchener Riickversicherungs-Geselischafl Aktiengeselischaft in Miinchen) fong term strategy for
the Syndicate, known as MRSG 25, This initiative is for the Syndicate to be Munich Re’s primary operation for
direct (including some Facultative Reinsurance) Marine, Energy and Specialty business. For the 2019 account,
the Syndicate developed, as planned, writing Marine Reinsurance and Trade Credit business whilst embedding
into the Syndicate those other classes of business that had been introduced over the previous three years. During
2019 the Syndicate expanded the new Property class of business with a focus on writing UK and Irish packaged
insurance risks which mainly comprised of a private client book. During 2019 this book diversified into UK and
overseas home and commercial property insurance as opportunities arose which were business complimentary to
the existing Syndicate portfolio. Given the current indications of an improving market for property business we
believe that the Syndicate is now in a strong position to write good, profitable business.

The Syndicate has a strategy of developing a more balanced portfolio, of which the network of the International
Distribution Companies (IDCs) (being fellow subsidiaries owned by the Company’s parent, Munich Re Specialty
Group Limited (‘MRSG)) is a vital part; the Syndicate has been closely invelved in assisting several of the IDCs,
notably Groves, John & Westrup Limited (“GIW”) and the Asia based IDCs, in restructuring their underwriting
strategy in order to achieve a stronger and more sustainable platform for profit. This approach reflects the desire
to write business that would not ordinarily reach the London market. This philesophy avoids some of the more
extreme competition that has been scen in recent years and the idea of being embedded as a part of regional market
activities continues to provide access to a broad spread of less volatile business helping to balance the overall
portfolio.

MRSL has also actively participated in establishing a new IDC in Dublin in response to Brexit, Munich Re Risk
Solutions Ireland Limited (“MRRSI”) will have a binding authority with Lloyd’s Brussels in order to access
European business post-Brexit.

In 2019, tropical cyclones dominated the natural catastrophes of the year. As in 2018, Japan was again struck by
very severe typhoons, Hagibis and Faxai were two equally severe tropical cyclones which hit the Tokyo area. The
cyclones were the two costliest natural catastrophes of the year in terms of both overall losses and insured losses.

Natural catastrophes caused overall losses of US$150bn, with insured losses of about US$52bn, in line with the
long-term average. However, the effect of this was not material for the Syndicate,

Hurricane Dorian, the strongest hurricane of the Atlantic season, devastated the Bahamas. After the record losses
of previous years, the wildfire season in California was less severe. However, the bushfire season in Australia has
already been very severe. High temperatures and dry air, in combination with a great deal of flammable fuel due
to a lack of precipitation during the cooler season, led to a very early start to the bushfire season in September in
Queensland, and since affecting New South Wales, Victoria, South and Western Australia and Tasmania,
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REPORT OF THE DIRECTORS OF THE MANAGING AGENT (continued)

The Syndicate supports the first Future at Lloyd’s blueprint which marks an exciting new chapter for Lloyd’s by
combining data, technology and new ways of working with Lloyd’s existing strengths to transform Lloyd’s culture
in all arcas from placing risks to paying claims and developing new products.

The IDC network remains important and has a strong influence on the overall portfolio accounting for
approximately 28% (2018: 29%) of the estimated earned premium (gross of reinsurance) of the Syndicate.

The management of aggregate exposures remains fundamental to the creation and maintenance of a balanced and
sustainable portfolio and therefore it continues to be a focus of the Syndicate’s underwriting and the Syndicate
invested in allocating more internal resources to this area. Management pays close attention to ensuring that such
exposures, particularly in the Energy, Cyber, Cargo and Political Violence accounts, are tightly controlled.

The following table provides a breakdown of gross written premiums by regulatory class categories:

2019 2018
% %

Direct insurance
Marine, Aviation and Transport 47 47
Fire and Other Damage to Property i5 10
Other 5 8
Reinsurance 33 35
Taotak 100 100

The Syndicate continues to buy an extensive reinsurance programme that is designed to protect the Syndicate’s
largest anticipated exposure from a single risk or a multiple loss events.

The structure of the Syndicate’s reinsurance programme varies from year to year depending on the exposures that
the Syndicate writes. The programine is subject to market forces with regard to market capacity, reinsurance terms
and conditions; however, as always the reinsurance is placed with the best quality security that is available. The
Syndicate continues to utilise a mixture of Lloyd’s syndicates, UK authorised reinsurance companies and
international reinsurance companies to ensure comprehensive reinsurance cover is in place. Some of the
international companies are EU authorised insurers.

The following table provides an analysis of paid reinsurance premiums for 2019 and 2018:

2019 2018

% %

Lloyd's Syndicates 15 15
UK Authorised Companies 4 14
EU Companies (other than UK} 40 35
Other Insurance Companies 31 36
100 100
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REPORT OF THE DIRECTORS OF THE MANAGING AGENT (continued)

PRINCIPAL RISKS AND UNCERTAINTIES

The Board of MRSL (‘the Board®) sets risk appetite annually as part of the Syndicate’s business planning and
Solvency Capital Requirement process. Adherence to risk appetite is reviewed by the Board on a periodic basis.

Insurance Risk

Insurance risk, comprising underwriting risk and reserving risk, is the risk of loss arising from the inherent
uncertainties about the occurrence, amount and timing of insurance premiums and liabilities. The Board manages
insurance risk by agreeing its appetite for those risks annually through the business plan which sets out targets for
volumes, pricing, line sizes and retention by class of business. The Board monitors performance against the
business plan on a regular basis. The agency uses catastrophe modelling software to model maximum probable
losses from catastrophe exposed business. The Group Actuary monitors reserve adequacy. Detailed independent
reviews of underwriting areas are conducted on a quarterly basis.

Credit Risk

Credit risk relates to the risk of loss if another party fails to perform its financial obligations or fails to perform
them in a timely fashion. Key counter-parties include reinsurers, brokers, insureds, reinsureds, coverholders, IDCs
and investment counter-parties. The Board’s policy is that the Syndicate will only reinsure with businesses that
have been approved for that purpose. An additional policy of the Board is that all brokers and coverholders have
to be approved in advance of being permitted to produce business for the Syndicate. Certain Fxecutive Direclors
of the Board assess and approve all new reinsurers before business is placed with them and are also responsible
for approval and monitoring of the financial strength of brokers who remain on a risk transfer basis. Credit risk
on Syndicate investments is managed by a policy of investing mainly in highly rated securities. At the year-end
76% of the Syndicate’s “Financial Investments”™ was rated AA or higher or represented by Sovereign and
Government Agency debt, The lowest rated security permitted, BBB- rated per S&P, accounted for just 5% of the
Syndicate’s “Financial Investments”.

Group Risk

Group risk is the potential of risk events, of any nature, arising in or from membership of a corporate group.
Munich Re is both the owner of the Managing Agent and the provider of underwriting capacity to the Syndicate,
Munich Re provides reinsurance capacity for a number of classes. Close dialogue exists with the Integrated Risk
Management (‘'IRM’) division of Munich Re to discuss any necessary issues. MEAG is an asset management
company, owned by Munich Re, which manages the Syndicate investments, There is a regular flow of information
between the Syndicate and Munich Re,

Liquidity Risk

Liquidity risk is the risk that sufficient financial resources are not maintained to meet liabilities as they fall due.
The Finance Sub-Committee monitors liquidity on a regular basis and has an agreed minimum limit of readily
realisable assets. Liquidity risk is further controlled by permitting investment only in assets that are highly liquid
and marketable.

Market Risk

Market risk is the risk that arises from fluctuations in values of or income from assets, in interest rates or in
exchange rates. The Syndicate settles 82.6% of its insurance business in United States dollars, Euros and Canadian
dollars, which gives rise to a potential exposure to cuerency risk while a substantial proportion of administrative
and personal expenses are incurred in Sterling. The Syndicate mitigates this by adopting a policy of controlled
matching of assets and liabilities in both currency and duration. The fixed interest investment portfolio and returns
are regularly reviewed and reported to the Board,
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REPORT OF THE DIRECTORS OF THE MANAGING AGENT (continued)

Operational Risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems, or
from external factors such as those arising from legal and regulatory requirements and generally accepted
standards of corporate behaviour. The Syndicate’s objective is to manage operational risks so as o halance the
avoidance of financial losses and damage to the Syndicate’s reputation with overall cost effectiveness and to avoid
control procedures that restrict initiative and creativity. Risks are managed through the use of detailed procedures
manuals and a structured programme of testing of processes and systems by internal audit.

Environmental Risk

On 31 January 2020, the UK officially left the European Union (EU) and entered into a transition period lasting
until 31 December 2020. During the transition period, the UK and the EU will negotiate terms of their future
relationship and EU law will continue to apply to the UK. In addition, the UK remains in the EU customs union
and the freedom of movement continues to apply. In the event that a trade agreement cannot be reached, the UK
will exit without a trade deal. Whilst there is a legal mechanism to extend the transition period by a further two
years, a request to do so would need to be made by the UK by 30 June 2020, and this has already been ruled out
by the current Government,

The Syndicate continues to work closely with the Corporation of Lloyd’s to ensure that the impact to the market
during the transition period continues to be managed. Lloyd's has issued guidance that during the transition period,
passporting rights continue to apply, allowing the Syndicate to continue to service existing EEA policies and pay
valid insurance claims.

Lioyd's Insurance Company S.A. (Lloyd's Brussels)

Lloyd’s established Lloyd’s Insurance Company S.A., a subsidiary in Brussels (Lloyd’s Brussels) to enable
syndicates, including Syndicate 457, to continue to conduct cross border business throughout the European
Economic Area (EEA) and to allow policyholders within the EEA to access Lioyd’s. Lloyd’s Brussels is an
insurance company authorised and regulated by the National Bank of Belgium and regulated by the Financial
Services and Markets Authority. The subsidiary is fully capitalised and assigned the equivalent financial ratings
as Lloyd’s from A.M Best (A), Fitch (AA-) and Standard & Poors (A+).

Since 1 January 2019, all new non-life EEA direct insurance policies are written by Lioyd’s Brussels and all
renewing EEA non-life direct insurance policies are transferred to Lloyd’s Brussels on their renewal,

Pari VII transfer

Lloyd’s are in progress with a Part VII transfer of all EEA business to Lloyd’s Brussels before the end of 2020.
Under the transition period, Lloyd’s have advised underwriters to continue to honour their contractual
commitments including the payment of valid claims. Lloyd’s expects that this will have the support of all
European regulators as it goes to the heart of treating customers fairly. In the event that it does not, Lloyd’s has
directed its underwriters, or will take such other steps, to ensure that contractual commitments are met in full
whilst the transfer is being completed. Lioyd’s approach has the fuil support of the UK’s Financial Conduct
Authority.

Whilst there is still some uncertainty as to the terms of final trade deal and the consequences that may subsequently
arise, Syndicate 457 and its managing agent, Munich Re Syndicate Ltd, have sought to mitigate the volatility of
the resultant uncertainties where known. The Board is confident that Syndicate 457’s future performance should
not be materially impacted by Brexit.
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REPORT OF THE MRECTORS OF THE MANAGING AGENT (continued)

Climate change related Risk

In April 2019, the PRA issued and effected two statements with respect to the PRA’s expectations for UK
insurance firms (including Lloyd’s of London and its managing agents) to identify and manage financial risks
from climate change comprising physical, transitional and liability risks. Specifically, PRA Supervisory Statement
3/19 sets out expectations with respect to considerations of a strategic approach to managing financiaj risks from
climate change, including governance, risk management, scenario analysis and disclosures. MRSL has risk
management programme to monitor and manage some clements of climate change related risks including
aggregate exposure management, and will be further enhancing this programme. The CUQ as the senior
management function holder is deemed responsible for this programme with the support from the risk function.
The Board is appraised of developments,

DIRECTORS
The Directors of the Managing Agent who held office during the year ended 31 December 2019 were as follows:

L F Allen (Non-executive)

E I Andrewartha (Non-executive Chair)
T E Artmann

T I Carroll (Non-executive)

T Coskun

G Guelfand

S H Herrmann (Non-executive)

M C Hewett (Non-executive)

D J R Hoare

A C Maxwell

E N Noble (Non-executive resigned 31 March 2019)
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REPORT OF THE DIRECTORS OF THE MANAGING AGENT (continued)

INVESTMENTS

Investment Policy and Managers

The Syndicates assets are managed against a “liability driven” investment approach.

MEAG, the group asset manager of Munich Re, is mandated by the Managing Agent to manage all of the
Syndicate funds. MEAG manages Syndicate funds against benchmarks, approved by the Board, which have been
generated from examination of the underlying profile of the underwriting liabilities and applying an Asset-
Liability Matching model.

The Lioyd’s Dollar Trust Fund, which comprises the largest proportion of funds, is managed against a composite
of Barclays indices for US Treasuries {(62%), US Credit 1-5 years excluding financials (28%) and US Agencies
(10%). The US situs funds and Singapore funds are managed jointly against a US Treasury 1-3 years benchmark.

The Canadian dollar trust funds were invested to replicate liabilities with no active benchmark.

The Euros trust fund was managed against a benchmark comprising 50% money market and 50% government
index with maturities 1-3 years.

The Sterling trust fund was managed against a benchmark comprising 30% money market, 43% government index
with maturities 1-3 years and 27% government index with maturities 3-5 years.

Overalt the duration of the portfolio at the year-end was 1.70 years which is in line with the benchmark duration.
The mandate permits flexibility in duration around the benchmark of +1/-1 year.

For each of the managed funds the Board has set certain restrictions in terms of sector limits and individual issuer
limit. In addition each portfolio is subject to a minimum average credit rating. '

Investment Performance

The 2019 calendar year investment performance is as foilows:

Currency Fund Benchmark
Return Return

D/IJ 0

US dollars 4.6 4.3
Canadian dollars 2.2 -
Sterling 1.4 0.9
Eures 0.7 {(14)

The combined 2019 calendar year investment performance of the actively managed portfolio is 3.8% compared
to a benchmark of 3.5%.

Most of the outperformance is coming from the EUR portfolio via the Euro Trust Fund (ETF) portfolio, driven
by the decision on rates positioning and security selection.

FUTURE DEVELOPMENTS

The number of Lloyd’s syndicates trading reduced by three from 1 January 2020 as a long-term trend of
persistent weak underwriting results continued, leading to the withdrawal of capital. These closures reflect the
direct and indirect impact of the Lloyd’s need to close the performance gap, to ensure the market is capable of
delivering sustainable profit. It is pleasing to report that for 2020, Syndicate 457 is categorised as Light Touch
and as such its business plan for 2020 was approved without any major alterations to that submitted.
Notwithstanding the Light Touch status, MRSL continues to work closely with Lloyd’s to ensure alignment in
meeting Lloyd’s wider market objectives and to ensure it remains responsive to new initiatives stemming from
the new Future at Lloyd’s blueprint,
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REPORT OF THE DIRECTORS OF THE MANAGING AGENT (continued)

SYNDICATE ALLOCATED CAPACITY AND MEMBLERSHIP OF THE SYNDICATE

The capacity of the Syndicate is based on Gross Net premiums and increased for the 2020 account to £525m (2019
account: £425m), All of the capacity of the Syndicate is provided by Munich Re Capital Limited ("MRCL"), an
indirect subsidiary of Munich Re.

DISCLOSURE OF INFORMATION TO THE AUDPITORS

The directors of the Managing Agent who held office at the date of approval of this Managing Agent’s report
confirm that, so far as they are each aware, there is no relevant audit information of which the Syndicate’s auditor
is unaware; and each director has taken all the steps that they ought to have taken as a director to make themselves
aware of any relevant audit information and to establish that the Syndicate’s auditor is aware of that information.

AUDITORS

KPMG LLP will be subject to mandatory rotation after the 2019 year end and therefore the Munich Re Group decided
to conduct a tender for the audit services for the whole group, including its managed syndicates. Following a rigorous
process, the managing agent is pleased to announce that it will appoint Ernst & Young LLP as its auditor for financial
periods incepting on or after January 2020. KPMG LLP will resign as auditor following completion of the 31
Decemtber 2019 audit.

Approved by a resclution of the Board of Directors of Munich Re Syndicate Limited and signed on its behalf.

N
L

E J Andrewartha * D JR Hoare, ACII
Non-Executive Chair Chief Underwriting Officer
4 March 2020 4 March 2020
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STATEMENT OF MANAGING AGENT’S DIRECTORS’ RESPONSIBILITIES

The directors of the managing agent are responsible for preparing the Syndicate annual accounts in accordance
with applicable law and regulations.

The Insurance Accounts Directive (Lloyds’s Syndicate and Aggregate Accounts) Regulations 2008 requires the
directors of the managing agent to prepare their Syndicate’s annual accounts for each financial year, Under that
faw they have elected to prepare the annual accounts in accordance with UK Accounting Standards and applicable
law (UK Generally Accepted Accounting Practice), including FRS 102 The Financial Reporting Standard
applicable in the UK and Republic of Ireland.

Under Insurance Accounts Directive (Lioyds’s Syndicate and Aggregate Accounts) Regulations 2008 the directors
of the managing agent must not approve the annual accounts unless they are satisfied that they give a true and fair
view of the state of affairs of the Syndicate and of the profit or loss of the Syndicate for that period. In preparing
these annual accounts, the directors of the managing agent are required to:

o Select suitable accounting policies and then apply them consistently;

¢ Make judgements and estimates that are reasonable and prudent;

¢  State whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the annual accounts; and

¢ Assess the syndicate’s ability to continue as a going concern, disclosing, as applicable, matters related
fo going concern; and

e Use the going concern basis of accounting unless they either intend to cease trading, or have no realistic
alternative but to do so.

The directors of the managing agent are responsible for keeping adequate accounting records that are sufficient to
show and explain the Syndicate’s transactions and disclose with reasonable accuracy at any time the financial
position of the Syndicate and enable them to ensure that the Syndicate annual accounts comply with the Insurance
Accounts Directive (Lloyds’s Syndicate and Aggregate Accounts) Regulations 2008. They are responsible for
such internal control as they determine is necessary to enable the preparation of Syndicate annual accounts that
are free from material misstatement, whether due to fraud or error, and have general responsibility for taking such
steps as are reasonably open to them to safeguard the assets of the Syndicate and to prevent and detect fraud and
other irregularities,

The directors of the managing agent are responsible for the maintenance and integrity of the Syndicate and
financial information included on the Syndicate’s website. Legislation in the UK governing the preparation and
dissemination of Syndicate annual accounts may differ from legislation in other jurisdictions.

E
—— g
On behalf of the board
I J Andrewartha

Non-Executive Chair

4 March 2020
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF SYNDICATE 457

Opinion

We have audited the Syndicate annual accounts of Syndicate 457 for the year ended 31 December 2019 which
comprise the Statement of Profit or Loss: Technical account, Statement of Profit or Loss: non-technical account,
Balance Sheet — Assets, Balance Sheet — Liabilities, Statement of Changes in Members’ Balances, Statement of
Cash Flows, and related notes, including the accounting policies in note 3.

In our opinion the Syndicate annual accounts:

« give a true and fair view of the state of the Syndicate’s affairs as at 31 December 2019 and of its profit for
the year then ended;

s have been properly prepared in accordance with UK accounting standards, including FRS 102 The Financial
Reporting Standard applicable in the UK and Republic of Ireland;, and

» have been prepared in accordance with the requirements of the Insurance Accounts Directive (Lloyd’s
Syndicate and Aggregate Accounts) Regulations 2008,

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and
applicable law. Qur responsibilities are described below. We have fulfilled our ethical responsibilities under, and
are independent of the syndicate in accordance with, UK ethical requirements including the Financial Reporting
Couneil (“FRC”) Ethical Standard. We believe that the audit evidence we have obiained is a sufficient and
appropriate basis for our opinion.

Going concern

The directors of the Managing Agent have prepared the Syndicate annual accounts on the going concern basis as
they do not intend to cease underwriting or to cease its operations, and as they have concluded that the
syndicate’s financial position means that this is realistic. They have also concluded that there are no material
uncertainties that could have cast significant doubt over its ability to continue as a going concern for at least a
year from the date of approval of the Syndicate annual accounts (“the going concern period™),

We are required to report to you if we have concluded that the use of the going concern basis of accounting is
inappropriate or there is an undisclosed material uncertainty that may cast significant doubt over the use of that
basis for a period of at least a year from the date of approval of the Syndicate annual accounts, In our evaluation
of the directars’ conclusions, we considered the inherent risks to the syndicate’s business model, including the
impact of Brexit, and analysed how those risks might affect the syndicate’s financial resources or ability to
continue operations over the going concern period. We have nothing to report in these respects.

However, as we cannot predict all future events or conditions and as subsequent events may result in outcomes
that are inconsistent with judgements that were reasonable at the time they were made, the absence of reference
to a material uncertainty in this auditor's report is not a guarantee that the syndicate will continue in operation.

Report of the directors of the Managing Agent

The directors are responsible for the Report of the directors of the Managing Agent. Our opinion on the Syndicate
annual accounts does not cover that report and we do not express an audit opinion or, except as explicitly stated
below, any form of assurance conclusion thereon,

Our responsibility is to read the Report of the directors of the Managing Agent and, in doing so, consider whether,
based on our Syndicate annual accounts audit work, the information therein is materially misstated or inconsistent
with the Syndicate annual accounts or our audit knowledge. Based solely on that work we have not identified
material misstatements in that report.

In our opinion the information given in the Report of the Directors of the Managing Agent is consistent with the
Syndicate annual accounts,
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF SYNDICATE 457 (continued)

Matters on which we are required to report by exception

Under the Insurance Accounts Directive (Lloyd’s Syndicate and Aggregate Accounts) Regulations 2008, we are
required to report to you if, in our opinion:

e adequate accounting records have not been kept, or returns adequate for our audit have not been received
from branches not visited by us; or

e the Syndicate annual accounts are not in agreement with the accounting records and returns; or
e certain disclosures of directors’ remuneration specified by law are not made; or

e we have not received all the information and explanations we require for our audit.

We have nothing to report in these respects.

Responsibilities of the directors of the Managing Agent

As explained more fully in their statement set out on page 10, the directors of the Managing Agent are responsible
for: the preparation of the Syndicate annual accounts and for being satisfied that they give a true and fair view;
such internal control as they determine is necessary to enable the preparation of Syndicate annual accounts that
are fiee from material misstatement, whether due to fraud or error; assessing the syndicate’s ability to continue as
a going concern, disclosing, as applicable, matters related to going concern; and using the going concern basis of
accounting unless they either intend to cease trading, or have no realistic alternative but to do so.

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the Syndicate annual accounts as a whole are
free from material misstatement, whether due to fraud or error, and to issue our opinion in an auditor’s report.
Reasonable assurance is a high level of assurance, but does not 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 aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of the Syndicate annual accounts.

A fuller description of our responsibilities is provided on the FRC’s website at
www.frc.org.uk/auditorsresponsibilities.

The purpose of our audit work and to whom we owe our responsibilities

This report is made solely to the syndicate’s members, as a body, in accordance with the Insurance Accounts
Directive (Lloyd’s Syndicate and Aggregate Accounts) Regulations 2008. Our audit work has been undertaken so
that we might state to the syndicate’s members those matters we are required to state to them in an auditor’s report
and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the syndicate and the syndicate’s members, as a body, for our audit work, for this report, or for
the opinions we have formed.

David Maddams (Senior Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

15 Canada Square

London

El14 5GL

4 March 2020
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STATEMENT OF PROFIT OR LOSS: TECHNICAL ACCOUNT

FOR THE YEAR ENDED 31 DECEMBER 2019

Earned premiums, net of reinsurance

Gross premiums written

Outward reinsurance premiums

Net premiums written

Change in the provision for unearned premiurns

Gross amount
Reinsurers’ share

Change in the net provision for unearned premiums

Earned premiums, net of reinsurance

Allocated investment return transferred from the non-
technical account

Claims incurred, net of reinsurance

Claims paid
(Gross amount
Reinsurers’ share

Net claims paid

Change in the provision for claims
Gross amount
Reinsurers’ share

Change in the net provision for claims

Claims incurred, net of reinsurance

Net operating expenses

Balance on the technical account - general business

All operations relate to continuing activities.

The notes on pages 19 to 46 form an integral part of these annual accounts.

Notes

16
16

16
16

16

2019 2018
£000 £000
568,615 523,224
(117,502) (113,354
451,113 409,870
(22,484) (38,277)
(2,803) 2,640
(25,287) (35,637)
425,826 374,233
15,006 4,968
(249,330) (234,920
55,711 80,552
(193,619 (154,368)
{28,926) 19,770
8,622 (34,431)
{20,304) (14,661)
(213,923) {(169,029)
(197,501) (173,711)
29,408 36,461
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STATEMENT OF PROFIT OR LOSS: NON-TECHNICAL ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2019

2019 2018
Notes £000 £000
Balance on the technical account — general business 29,408 36,461
Investment income 9 9,959 8,643
Investment expenses and charges 9 (471) (590)
Realised and unrealised gains on investments 9 6,747 1,595
Realised and unrealised losses on investments 9 (1,229) (4,680)
Allocated investment return transferred to general business (15,006) {4,968)
technical account 9
Non-technical account income 10 3,594 1,270
(Loss} on foreign exchange (366} (3,202)
Profit for the financial year 32,636 34,529

All operations relate to continuing activities.

There were no recognised gains and losses in the year other than those reported in the Statement of Profit and
Loss and hence no Statement of Other Comprehensive Income has been presented.

The notes on pages 19 to 46 form an integral part of these annual accounts.
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BAEANCE SHEET ~ ASSETS AT 31 DECEMBER 2019

Investments
Other financial investments
Deposits with ceding undertakings
Other loans

Reinsurers’ share of techinical provisions
Provision for unearned premiums
Claims outstanding

Debtors
Debtors arising out of direct insurance operations
Debtors arising out of reinsurance operations
Other debtors

Other assets
Cash at bank and in hand

Prepayments and acerued income
Deferred acquisition costs

Total assets

The notes on pages 19 to 46 form an integral part of these annual accounts.

Notes

11

16
16

12

13

14

2019 2018
£000 £000
591,489 527,497
170 112
1,645 0
593,304 527,609
30,375 32,805
229,346 227,938
259,721 260,743
138,126 144,238
104,885 92,648
7,528 8,550
250,539 245,436
39,896 23,514
85,039 88,477
1,228,499 1,145,779

31 December 2019
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BALANCE SHEET — LIABILITIES AT 31 DECEMBER 2019

2019 2018
Notes £000 £000

Capital and reserves
Members’ balances 101,099 68,093

Fechnical provisions
Provision for unearned premiums 16 273,730 259,336
Claims outstanding 16 687,047 680,942
Provision for other risks and charges 872 871
961,649 941,149

Creditors

Creditors arising out of direct insurance operations 18,19 16,152 34,059
Creditors arising out of reinsurance operations 18,20 80,921 77,568
Other creditors 18,21 68,295 24,721
165,368 130,348
Accruals and Deferred income 383 189
Total liahilities and equity 1,228,499 1,145,779

The notes on pages 19 to 46 form an integral part of these annual accounts.

The Syndicate annual accounts on pages 19 to 46 were approved by the Board of Munich Re Syndicate Limited
on 4 March 2020 and were signed on its behalf by

5 -?@Q

E J Andrewartha
Non-Executive Chair

4 March 2020
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STATEMENT OF CHANGES IN MEMBERS®’ BALANCES
FOR THE YEAR ENDED 31 DECEMBER 2019

Notes 2019 2018

£000 £000

Members® balance brought forward at 1 January 68,093 88,894
Profit for the financial year 32,636 34,529
Net transfer to members’ personal reserve funds 22 370 (55,332)
Members’ balance carried forward at 31 December 101,099 68,093

Members participate on Syndicates by reference to years of account and their ultimate result, assets and liabilities
ate assessed with reference to policies incepting in that year of account in respect of their membership of a
particular year,

The notes on pages 19 to 46 form an integral part of these annual accounts,
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STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2019

2019 2018
Notes £000 £000
Cash Flow from operating activities
Operating result 32,636 34,529
Adjustments:
Increase/(Decrease) in gross technical provisions 51,366 59,184
 (Increase)/Decrease in reinsurers' share of gross technical provisions (5,819) 17,352
(Increase)/Decrease in debtors {12,971) {91,429
Increase/{Decrease) in creditors 32,547 25,863
Investment return (18,600) {6,238)
Other (2,454) -
Net cash flow from operating aciivities 76,705 39,261
Cash flow from investing activitics
Purchase of equity and debt instruments {564,138) (554,196)
Sale of equity and debt instruments 487,967 395,358
Investment income received 13,219 8,019
Foreign exchange - (18,236)
Other (2,289 (3,056)
Net cash flow from investing activities (65,241) 27,889
Cash flow from financing activities
Distribution profit (37,106) (52,971
Profits etc added to FIS 41,600 20,335
FIS released to member - (36,000)
Net cash flow from financing activities 4,494 (59,642)
Net increase/(decrease) in eash and cash equivalents 15,958 7,508
Cash and cash equivalents at beginning of the year 29,266 21,758
Foreign exchange on cash and cash equivalents (792) -
Cash and cash eguivalents at end of year 44,432 29,266
Cash at bank and in hand 39,896 23,514
Short term deposits with credit institutions 4,536 5,752
Cash and cash equivalents at end of year 23 44,432 29,266

The notes on pages 19 to 46 form an integral part of these annual accounts.
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019

BASIS OF PREPARATION

The Syndicate comprises a single corporate member of Lloyd’s, Munich Re Capital Limited, that
underwrifes insurance business in the London Market.

The financial statements have been prepared in accordance with the Insurance Accounts Directive
{Lloyd’s Syndicate and Aggregate Accounts) Regulations 2008 and Financial Reporting Standard 102
The Financial Reporting Standard applicable in the UK and Republic of Treland (‘FRS 102") as issued
in August 2014, and Financial Reporting Standard 103 Insurance Contracts (‘FRS 103°) as issued in
March 2014,

The financial statements have been prepared on the historical cost basis, except for financial assets
categorised as fair value through profit or loss that are measured at fair value,

The financial statements are presented in Pound Sterling (‘GBP'}, which is the syndicate’s functional
currency. All amounts have been rounded to the nearest thousand, unless otherwise indicated.

USE OF JUDGEMENTS AND ESTIMATES

In preparing these financial statements, the directors of the Managing Agent have made judgements,
estimates and assumptions that affect the application of the Syndicate’s accounting policies and the
reported amounts of assets, liabilities, income and expenses. Actual results will differ from these
estimates, and estimates along with the underlying assumptions are reviewed on an ongoing basis,
Revisions to estimates are recognised prospectively.

{a) Claims Reserving

The measurement of the provision for claims outstanding involves judgments and assumptions about
the future that have a very significant effect on the amounts recognised in the financial statements.

The provision for claims outstanding comprises the estimated cost of settling all claims incurred but
unpaid at the balance sheet date, whether reported or not, This is a judgemental and complex area
due to the subjectivity inherent in estimating the impact of claims events that have occurred but for
which the eventual cutcome remains uncertain. In particular, judgment is applied when estimating
the value of amounts that should be provided for claims that have been incurred at the reporting date
but have not yet been reported (‘TBNR) to the Syndicate,

The amount included in respect of IBNR is based on statistical techniques of estimation applied by
the Syndicate Managing Agent’s in house actuaries and reviewed by external consulting actuaries.
The techniques used generally involve projecting the development of claims over time from past
experience, with adjustment for more recent underwriting, having regard to variations in business
accepted and the underlying terms and conditions. The provision for claims also includes amounts
in respect of internal and external claims handling costs. For the most recent years, where a high
degree of volatility arises from projections, estimates may be based in part on output from rating
and other models of business accepted and assessments of underwriting conditions,

In arriving at the level of claims provisions a margin is applied over and above the actuarial best
estimate so no adverse run-off deviation is envisaged.

(b} Premium Estimates
The amount included in respect of premium is based on statistical techniques of estimation applied

by the Syndicate Managing Agent’s in house actuaries and reviewed by external consulting
actuaries.
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 {continued)

3.

SIGNIFICANT ACCOUNTING POLICIES

The following principal accounting policies have been applied consistently in dealing with items which are
considered material in relation to the Syndicate’s annual accounts.

(a)

(b)

©

(d)

Gross Premiums Written

Gross Premiums Written comprise premiums on contracts incepted during the 12 months to 31
December, together with any adjustments made in the year to premiums relating to prior accounting
periods. Premiums are shown gross of commission payable and exclude taxes and duties levied on them.
Estimates are made for pipeline premiums, representing amounts due to the Syndicate not yet notified.

Unearned Premiums

Written premiums are recognised as earned according fo the risk profile of the policy. Unearned
premiums represent the proportion of premiums written in the year that relate to unexpired terms of
policies in force at the balance sheet date, calculated on the basis of established earnings patterns or time
apportionment as appropriate.

Reinsurance Premium Ceded

Outwards reinsurance premiums are accounted for in the same accounting period as the premiums for
the related direct or inwards business being reinsured.

Claims Provisions and Related Recoveries

Gross claims incurred comprise the estimated cost of all claims occurring during the year, whether
reported or not, including related direct and indirect claims handling costs and adjustments to claims
outstanding from previous years.

The provision for claims outstanding is assessed on an individual case basis and is based on the estimated
ultimate cost of all claims notified but not settled by the batance sheet date, together with the provision
for related claims handling costs, The provision also includes the estimated cost of claims IBNR at the
balance sheet date based on statistical methods.

These methods generally involve projecting from past experience of the development of claims over time
to form a view of the likely ultimate claims to be experienced for more recent underwriting, having regard
to variations in the business accepted and the underlying terms and conditions. For the most recent years,
wherte a high degree of volatility arises from projections, estimates may be based in part on output from
rating and other models of the business accepted and assessments of underwriting conditions. The
amount of salvage and subrogation recoveries is separately identified and, where material, reported as an
asset.

The reinsurers’ share of provisions for claims is based on the amounts of outstanding claims and
projections for IBNR, net of estimated irrecoverable amounts, having regard to the reinsurance
programme in place for the class of business, the claims experience for the year and the current security
rating of the reinsurance companies involved. A number of statistical methods are used to assist in
making these estimates.

The two most critical assumptions with regards to claims provisions are that the past is a reasonable
predictor of the likely level of claims development and that the rating and other models used for current
business are fair reflections of the likely level of ultimate claims to be incurred.

The directors of the Managing Agent consider that the provisions for gross claims and related reinsurance
recoverics are fairly stated on the basis of the information currently available to them. However, the
ultimate liability will vary as a result of subsequent information and events and this may result in
significant adjustments to the amounts provided. Adjustments to the amounts of claims provisions
established in prior years are reflected in the financial statements for the period in which the adjustments
are made. The methods used, and the estimates made, are reviewed regularly.
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(e)

(0

(2

()

Unexpired Risks Provision

A provision for unexpired risks is made where claims and related expenses arising after the end of the
financial period in respect of contracts concluded before that date, are expected to exceed the unearned
premiums and premiums receivable under these contracts, after the deduction of any acquisition cosis
deferred.

Unexpired risk surplus and deficits are offset where in the opinion of the directors the business classes
concerned are managed together and in such cases a provision for unexpired risks is made only where
there is an aggregate deficit,

Acquisition Costs

Acquisition costs, which represent commission and other expenses related to the acquisition of new
insurance contracts, are deferred to the extent that they are attributable to premiums unearned at the
balance sheet date. In addition to third party brokerage, acquisition costs include TDC costs and a
proportion of Syndicate costs including all box rent, underwriters” employment costs and an allocation
of accommodation and IT costs,

Foreign Currencies

Transactions in foreign currencies are translated to the functional currency using the exchange rates at
the date of the transactions. The Syndicate’s monetary assets and liabilities denominated in foreign
currencies are translated into the functional currency at the rates of exchange at the balance sheet date.
Non-monetary assets and liabilities denominated in foreign currencies that are measured at fair value are
retranslated to the functional currency at the exchange rate at the date that the fair value was determined.
Non-monetary items denominated in foreign currencies that are measured at historic cost are translated
to the functional currency using the exchange rate at the date of the transaction. For the purposes of
foreign currency translation, uncarned premiums and deferred acquisition costs are treated as if they are
monetary items.

Differences arising on translation of foreign currency amounts relating to the insurance operations of the
Syndicate are included in the non-technical account,

Financial assets and liabilities

In applying FRS 102, the Syndicate has chosen to apply the recognition and measurement provisions of
IAS 29 Financial Instruments: Recognition and Measurement (as adopted for use in the EU).

Classification

The accounting classification of financial assets and liabilities determines the way in which they are
measured and changes in those values are presented in the Statement of Profit and Loss. Financial assets
and liabilities are classified on their initial recognition. Subsequent reclassifications are permitted only
in restricted circumstances.

Financial assets and financial liabilities at fair value through profit and loss comprise financial assets and
financial liabilities held for trading and those designated as such on initial recognition. Investments in
shares and other variable yield securities, units in unit trusts, and debt and other fixed income securities
are designated as at fair value through profit or loss on initial recognition, as they are managed on a fair
value basis in accordance with the Syndicate’s investment strategy,

Deposits with credit institutions, debtors, and accrued interest are classified as loans and receivables.

Recognition

Financial instruments are recognised when the Syndicate becomes a party to the contractual provisions
of the instrument. Financial assets are derecognised if the Syndicate’s contractual rights to the cash flows
from the financial assets expire or if the Syndicate transfers the financial asset to another party without
retaining control of substantially all risks and rewards of the asset. A financial liability is derecognised
when its contractual obligations are discharged, cancelled, or expire,
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

3. SIGNIFICANT ACCOUNTING POLICIES (continued)

(h) Financial assets and liabilities (continued)

Purchases and sales of financial assets are recognised and derecognised, as applicable, on the trade date,
i.e. the date that the Syndicate commits itself to purchase or sell the asset.

Measurement

A financial asset or financial liability is measured initially at fair value plus, for a financial asset or
financial liability not at fair value through profit and loss, transaction costs that are directly attributable
to its acquisition or issue.

Financial assets at fair value through profit or loss are measured at fair value with fair value changes
recognised immediately in profit or loss. Net gains or net losses on financial assets measured at fair value
through profit or foss includes foreign exchange gains/losses arising on their translation to the functional
currency, but excludes interest and dividend income,

Loans and receivables and non-derivative financial liabilities are measured at amortised cost using the
effective interest method.

Identification and measurement of impairment

At each reporting date the Syndicate assesses whether there is objective evidence that financial assets
not at fair value through profit or loss are impaired. Financial assets are impaired when objective evidence
demonstrates that a foss event has oceurred after the initial recognition of an asset, and that the loss event
has an impact on the future cash flows on the asset that can be estimated reliably.

Objective evidence that financial assets are impaired includes observable data that comes to the attention
of the Syndicate about any significant financial difficulty of the issuer, or significant changes in the
technological, market, economic or legal environment in which the issuer operates,

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the
difference between its carrying amount, and the present value of the estimated future cash flows
discounted at the asset’s original effective interest rate. Individually significant financial assets are tested
for impairment on an individual basis. The remaining financial assets are assessed collectively in groups
that share similar credit risk characteristics.

An impairment loss recognised reduces directly the carrying amount of the impaired asset. All
impairment losses are recognised in profit or loss. An impairment loss is reversed if the reversal can be
related objectively to an event occurring after the impairment loss was recognised. For financial assets
measured at amortised cost the reversal is recognised in profit or loss,

Off-seiting

Financial assets and financial liabilities are set off and the net amount presented in the balance sheet
when, and only when, the Syndicate cutrently has a legal right to set off the amounts and intends either
to setile on a net basis or to realise the asset and seitle the liability simultanecusly.

Investiment Return
Investment return comprises all investment income, realised investment gains and losses and movements
in unrealised gains and [osses, net of investment expenses, charges and interest.

Realised gains and losses on investments cartied at fair value are calculated as the difference between
sale proceeds and purchase price. Unrealised gains and losses on investments represent the difference
between the valuation at the balance sheet date and their valuation at the previous balance sheet date, or
purchase price, if acquired during the year, together with the reversal of unrealised gains and losses
recognised in earlier accounting periods in respect of investment disposals in the current period.

Investment return is initially recorded in the non-technical account. A transfer is made from the non-
technical account to the general business technical account to reflect the investment return on funds
supporting underwriting business.
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(h)

Financial assets and labilities (continued)

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with maturities of three months or
less from the acquisition date that are subject to an insignificant risk of changes in fair value, and are
used by the Syndicafe in the management of its short-term commitments.

Cash and cash equivalents are carried at amortised cost in the Balance Sheet.

(i) Taxation

1)

(k)

Under Schedule 19 of the Finance Act 1993 Managing Agents are not required to deduct basic rate
income tax from trading income. In addition, all UK basic rate income tax deducted from syndicate
investment income is recoverable by Managing Agents and consequently the distribution made to
members or their members’ agents is gross of tax. Capital appreciation falls within trading income and
is also distributed gross of tax.

No provision has been made for any United States Federal Income Tax payable on underwriting results
or investment earnings. Any payments on account made by the syndicate during the year are included in
the balance sheet under the heading ‘other debtors’,

No provision has been made for any overseas tax payable by the member on underwriting results.
Pension Costs

The Managing Agent operates in conjunction with other Group companies, a funded contributory defined
benefit scheme. This scheme was closed for new members in 2000. The assets of the scheme are held
separately from those of the Managing Agent, being invested with Barclays Stockbrokers. Contributions
to the scheme are charged to the Statement of Profit and Loss so as to spread the cost of pensions over
employees working lives with the Managing Agent and are included in net operating costs, The scheme
was closed for future accruals on 31 December 2009, All active members transferred to the defined
contribution scheme from 1 January 2010. During 2014 and as an alternative choice to the defined
contribution scheme the Managing Apent offered a Group Self Invested Pension Scheme. Pension
contributions relating to Syndicate staff are charged to the Syndicate and included within net operating
expenses.

The most recent triennial valuation showed that there was a surplus of 12% in the scheme which was
equivalent to £18.4m. Factors which have contributed to the improvement include the impact of deaths,
retirements and transfers out; good investment returns; and updates to the mortality assumptions.

Profit Commission

The Managing Agent does not charge any profit commission.

RISK AND CAPITAL MANAGEMENT

Framework

This note presents information about the nature and extent of insurance and financial risks to which the
Syndicate is exposed, the Managing Agent’s objectives, policies and processes for measuring and managing
insurance and financial risks, and for managing the Syndicate’s capital,

Munich Re Syndicate Limited’s Board (“the Managing Agent) sets risk appetite annually as part of the
Syndicate’s business planning and Solvency Capital Requirement process, Risk appetite is subsequently
reviewed by the Managing Agent on a periodic basis. The Managing Agent has a Risk Forum which meets
monthly to review and update the risk register and to monitor performance against risk appetite, The Risk &
Capital Committee, a sub-committee of the Managing Agent’s Board, met throughout the year to review and
challenge risk management and the use of the internal model for capital calculation purposes.

31

December 2019 23



NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

4. RISK AND CAPITAL MANAGEMENT (continued)

The Managing Agent is required to comply with the requirements of the PRA, the FCA and Lloyd’s. Lloyd’s

requirements include those imposed on the Lloyd’s market by overseas regulators, particulatly in respect of

US situs business. The Compliance Officer monitors regulatory developments and assesses the impact on

Managing Agent policy. The principal risks and uncertainties, in addition to the regulatory and compliance

risk facing the Syndicate and consequently Munich Re Capital Limited are monitored in line with the six risk

groups, of which Insurance Risk is by far the most significant to the Syndicate.

Insurance Risk

Insurance risk, comprising underwriting risk and reserving risk, is the risk of loss arising from the inherent

uncertainties ahout the occurrence, amount and timing of insurance premiums and liabilities.

The risk exposure is mitigated by seeking to have a diverse but balanced portfolio of risks across a number

of underwriting classes written on a global basis. A further key component of the management of portfolio

volatility is via the IDC network operating in established broker based markets around the world. These

companies are focused on writing local market business that would not necessarily be shown to the London

market.

The annual business plan sets out the classes of business, the territories, average line size and type of assured.

These plans are approved by the Board and monitored by the Underwriting and Claims Sub-Committee.

It is the policy of the Managing Agent to purchase appropriate reinsurance to support the business plan taking

into consideration the MRSL board’s risk appetite and risk retention as well as a review of risk accumulation.

With security being of paramount importance, the Syndicate places as much of the programme as possible

with reinsurers of the highest calibre, subject to availability and market conditions. The key aim of the non-

proportional treaty programme is to maintain cover, both for a single catastrophe loss (vertical) or a sequence

of major losses (horizontal). In addition to this the Syndicate purchased significant additional quota share

reinsurance as part of its risk management strategy. The Syndicate also purchases facultative reinsurance

within the retention to protect the volatility of certain accounts.

The Syndicate’s exposure to insurance risk is well diversified. The following table provides an analysis of

the geographical breakdown of its gross written premium,

2019 USA UK Canada Australia Rest of Total

£600 £000 £000 £000 World £000
£000

Direct insurance

Marine, Energy, Aviation 39,635 2,714 10,181 766 213,201 266,557

and Transport

Fire and other damage to 9,926 10,540 336 5t 66,313 87,166

property

“Third party liability 939 1,734 530 - 14,085 17,288

Accident & Health - 31 - - 11,471 11,502

Motor 119 - - - - 19
50,619 15,079 11,047 817 305,070 382,632

Reinsurance 18,922 432 104 39 166,486 185,983

Total 69,541 15,511 11,151 856 471,556 568,615
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

RISK AND CAPITAL MANAGEMENT (continued)

2018 USA UK Canada Australia Rest of Total
£000 £000 £000 £000 World £000
£000

Direct insurance

Marine, Energy, Aviation 31,039 1,986 8,940 878 201,001 243,844

and Transport

Fire and other damage to 3,316 5,541 295 23 41,375 52,550

propetty

Third party liability 971 6,800 431 - 20,736 28,938

Accident & Health - - - - 12,691 12,091

Motor 1,178 - - - - 1,178
38,504 14,327 9,660 901 275,203 338,601

Reinsurance 16,111 81 393 47 167,991 184,623

Total 54,615 14,408 10,059 948 443,194 523,224

Sensitivity to insurarice risk

The liabilities established could be significantly lower or higher than the ultimate cost of seitling the claims
arising. A five percent increase or decrease in total claims liabilities would have the following effect on profit

or loss and equity:

2019
£000
5 percent 5 percent
increase decrease
Gross ciaims outstanding (34,352) 34,352
Net claims outstanding (22,885) 22,885

2018
£000

5 percent
increase

(34,047)
(22,650)

§ percent
decrease

34,047
22,650

The Syndicate uses both its own and commercially available proprietary risk management software to assess
catastrophe exposure. However, there is always a risk that the assumptions and technigues used in these
models are unreliable or that claims arising from an unmodelled event are greater than those arising from a

modelled event.
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

4. RISK AND CAPITAL MANAGEMENT (continued)
Financial Risk

The focus of financial risk management for the Syndicate is ensuring that the proceeds from its financial
assets are sufficient to fund the obligations arising from its insurance contracts, The main components of
Financial Risk are Credit, Liquidity and Market risks.

a) Credit Risk

Credit risk relates to the risk of loss if another party fails lo perform its obligations or fails to perform
them in a timely fashion.

The investment mandate sets out to minimise oredit risk by requiring the individual investment portfolios
to maintain an average portfolio quality equivalent to A+ per Standard & Poor’s (‘S&P’). There are also
limits within the mandate to manage the exposure to individual issuers. The investment manager provides
a qualitative analysis, on a quarterly basis, of the lowest rated security on the portfolio. No securities may
be purchased that are rated below BBB-. No investments in financials are permitted to be purchased that
have a rating below A+,

The investment guidelines do not permit use of derivatives or securities lending.

There are counterparty limits in place for each of the cash accounts held with Citbank NA, Bank of
Scotland plc and Royal Bank of Canada. These are monitored daily and reported on a weekly basis.
Reinsurance is placed with counterparties that have a good credit rating, There is a limited pool of
approved reinsurers and any reinsurance that is placed with reinsurers not within this pool requires the
approval of certain Executive Directors. All reinsurance is subject to regular internal review.

The following table analyses the credit rating by investment grade of financial investments, reinsurers’
share of technical provisions, debtors arising out of direct insurance and reinsurance operations, cash at
bank and in hand, and other debtors and accrued interest that are neither past due, nor impaired.

Credit rating relating to financials assets
that are neither due nor impaired

2019 AAA AA A BBB <BBB Not rated Total
£000 £000 £000 £000 £000 £000 £000

Shares and other variable - - - - - - -
vield securities and unit

frusts

Debt securities and other 355,010 106,944 40,256 71,369 - - 573,579
fixed income securities

Participation in - - - - - “ -
investment pools

Loans with credit 1,645 1,645
instifutions

Depaosits with credit 8,326 1,652 1,308 1,172 628 4,824 17,910
institutions

Deposits with ceding - - - - - 170 170
undertakings

Reinsurer' shate of - 94,431 134,007 60 - 848 229,346
claims outstanding

Insurance debtors - - - - - 135,949 135,949
Reinsurance debtors - - - - - 90,080 90,080
Other debtors - - - - - 7,528 7,528
Cash at bank and in hand - 2,663 37,216 - - 17 39,896
Total credit risk 363,336 205,690 212,787 72,601 628 241,061 1,096, 103
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

4.

a) Credit Risk (continued)

2018

Shares and other variable
yield securifies and unit
trusts

Debt securities and other
fixed income securities
Participation in
investment poois

Loans with credit
institutions

Deposits with credit
institutions

Deposits with ceding
undertakings

Reinsurer' share of
ciaims outstanding
Insurance debtors
Reinsurance debtors
Other debtors

Cash at bank and in hand

Total eredit risk

RISK AND CAPITAL MANAGEMENT {continued)

Credit rating refating to financials assets
that are neither due nor impaired

AAA AA A BBB <BBB  Not rated Total
£000 £000 £000 £000 £000 £000 £000
346,584 72201 31,983 57,586 . - 508,354
8,634 1,942 1,461 1,073 168 5,865 19,143
- . . - . 112 112

- 68,034 156281 86 - 3,537 227,938

. . . - - 142436 142,436

. . - - - 67,068 67,068

. - - - . 8,550 8,550

- 4,638 18,840 . - 36 23,514
355218 146,815 208,565 58,745 168 227,604 997,115

The Syndicate has debtors arising from direct insurance and reinsurance operations that are past due but
not impaired at the reporting date. The Syndicate does not consider these debtors to be impaired on the

basis of stage of collection of amounts owed to the Syndicate.

These debtors have been individually assessed for impairment by considering information such as the
oecurrence of significant changes in the counterparty’s financial position, patterns of historical payment
information and disputes with counterparties.

An analysis of the carrying amounts of past due or impaired debtors is presented in the tables below.

2019 Financials assets that are
past due but not impazaired
Neither Upte Threeto Six  Greater Impaired Total
due nor three six months than one
impaired months months to one year
year
£000 £000 £000 £000 £000 £000 £000
Insurance debtors 135,949 1,600 370 160 47 - 138,126
Reinsurance debtors 80,080 6,608 5,248 1,625 1,333 )] 104,885
Other debtors 7,528 - - - - - 7,528
Fotal credit risk 233,557 8,208 5,618 1,785 1,380 (9 250,539
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

4. RISK AND CAPITAL MANAGEMENT (continued)
a) Credit Risk {continued)

2018 Financials assets that are
past due but not impaired

Neither Upto Threeto Six  Greater Impaired Total

due nor three $ix months than one

impaired months months to one year

year

£000 £000 £000 £0600 £000 £000 £000
Insurance debtors 142,436 1,213 433 103 53 - 144,238
Reinsurance debtors 67,068 23,084 150 908 1,447 &) 92,648
Other debtors 8,550 - - - - - 8,550
Total credit risk 218,054 24,297 583 1,001 1,500 (9) 245436

b} Liquidity Risk

Liquidity risk is the risk that the Syndicate will not have sufficient financial resources to meet liabilities
as they fall due. In respect of catastrophic events there is also a liquidity risk associated with the timing
differences between gross cash out-flows and expected reinsurance recoveries and an associated risk of
gross funding of 1S situs losses.

A liquidity risk policy exists that sets out the assessment and determination of what constitutes liquidity
risk. Compliance with the policy is monitored and exposures and breaches are reported to the Risk and
Capital Committee.

The table below summarises the maturity profile of the Syndicate’s financial assets and liabilities.

2019 No stated 0-1 year 1-3 years 3-5 years =85 years Total
maturity
£000 £060 £000 £000 £000 £000

Financial assets

Shares and other variable - - - - - -
yield securities and unit trusts

Debt securities and other - 133,516 348,965 75,188 15,910 573,579
fixed income securities

Participation in investment - - - - - -

pools

Deposits with credit 3,335 2,903 8,903 2,433 276 17,910

institutions

Insurance debtors - 138,119 7 - - 138,126

Reinsurance debtors - 104,885 - - - 104,885
Other debtors - 7,528 - - - 7,528
| Cash at bank and in hand - 39,896 - - - 39,896

Total 3,335 426,907 357,875 77,621 16,186 881,924

Financial liabtlities

Creditors - 165,368 - - - 163,368

Provision 872 - - - - 872

Total 872 165,368 - - - 166,240

31 December 2019 28




NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

4. RISK AND CAPITAL MANAGEMENT (continued)

b) Liquidity Risk (continued)

2018 No stated 0-1 year 1-3 years 3-5 years >3 years Total
maturity
£000 £000 £000 £000 £000 £0600

Financial assets

Shares and other variable - - - - - -
vield securities and unit trusts

Debt securities and other - 114,800 306,898 83,568 3,088 508,354
fixed income securities

Participation in investment - - - - - -

pools
Deposits with credit 5,865 2,033 8,651 2,076 518 19,143
institutions
Insurance debtors - 144,238 - - - 144,238
Reinsurance debtors - 92,648 - - - 92,648
Other debtors - 8,550 - - - 8,550
Cash at bank and in hand - 23,514 - - - 23,514
Totai 5,865 385,783 315,549 85,644 3,606 796,447
Financial liabilities
Creditors - 136,348 - - - 136,348
Provision 871 - - - - 871
Total 871 136,348 - - - 137,219
¢} Market Risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices. Market risk comprise of currency and interest risk.
For assets backing outstanding claims provisions, market risk is managed by matching the duration and
profile of the assets to the technical provisions they are backing, referred to as Asset-Liability Matching,
This helps manage market risk to the extent that changes in the values of assets are matched by a
corresponding movement in the values of the technical provisions.
Cwrrency risk
Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in foreign exchange rates.
The Syndicate’s functional currency is Sterling and its exposute to foreign exchange risk arises primarily
with respect to transactions in United States dollars, Euros and Canadian dollars. The Syndicate seeks to
mitigate the risk by matching the estimated foreign currency denominated liabilities with assets
denominated in the same currency,
The table below summarises the exposure of the financial assets and liabilities to foreign currency
exchange risk at the reporting date, as follows:
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

4, RISK AND CAPITAL MANAGEMENT (continued)

¢) Market Risk (continued)

2019 GBP USD EUR CAD Other Total

£000 £000 £000 £000 £000 £000
Total assets 147,816 947,401 80,470 42,375 10,437 1,228,499
Total liabilities (272,027 (729,512)  (81,645)  (44,216) - (1,127,400)
Net assets (124,211) 217,389 (1,175) (1,841) 10,437 101,099
2018 GBP USD EUR CAD Other Total

£000 £000 £000 £000 £000 £000
Total assets 120971 925228 56,453 30,461 12,666 1,145,779
Total liabilities (215,082)  (773,986)  (56,350)  (32,268) - (1,077,686)
Net assets 04,111y 151,242 103 (1,807 12,666 68,093

The table below shows the impact on the Syndicate’s net assets of a 5% appreciation or depreciation in
each currency relative to Sterling, as at the Balance Sheet date.

2019 GBP usD EUR CAD Other Total

£000 £000 £000 £000 £000 £000
5 percent appreciation - 10,894 59 (92) 522 11,2635
5 percent depreciation - (10,894) 39 92 (522) {11,265)
2018 GBP uUsb EUR CAD Other Total

£000 £000 £000 £000 £000 £000
5 percent appreciation - 7,562 5 {90) 633 8,110
5 percent depreciation - (7,562) (5) 90 {633) (8,11%)

Interest rate risk

Interest rate risk is the risk that the value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The sensitivity analysis below shows the impact of'a 50 basis
point movements in interest rates with all other variables held constant, showing the impact on net assets.

2019 2018
£000 £000
Impact of 50 basis point (5,500) (5,154)
increase on net asseis
Impact of 50 basis point 5,500 5,154

decrease on net asseis

The impact of the reasonably possible changes in the interest rate on Members® balances would be the
same, since the Syndicate recognises all changes in recognised assets and liabilities in profit or foss.
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NOTES TO THE ACCOUNTS AT 31 PECEMBER 2019 (continued)

RISK AND CAPITAL MANAGEMENT (continued)
Capital Management

Capital fiamework at Lloyd's

The Society of Lloyd’s (Lloyd’s) is a regulated undertaking and subject to the supervision of the Prudential
Regulatory Authority (PRA) under the Financial Services and Markets Act 2000 and in accordance with the
Solvency II Directive.

Within this supervisory framework, Lloyd’s applies capital requirements at member fevel and centrally to
ensure that Lloyd’s complies with Solvency II, and beyond that to meet its own financial strength, licence
and ratings objectives.

Although, as described below, the Lloyd’s capital setting processes use a capital requirement set at the
syndicate level as a starting point, the requirement {o meet Solvency Tl and Lloyd’s capital requirements apply
at the overall and member level, not at syndicate level. Accordingly the capital requirement in respect of the
Syndicate is not disclosed in these financial siatements.

Lioyd's capital setfing process

In order to meet Lloyd’s requirements, each syndicate is required to calculate its Solvency Capital
Requirement (SCR) for the prospective underwriting year. This amount must be sufficient to covera 1 in 200
year loss, reflecting uncertainty in the ultimate run-off of underwriting liabilities (SCR ‘to ultimate’). The
syndicate must also calculate its SCR at the same confidence level but reflecting uncertainty over a one year
time horizon (one year SCR) for Lloyd’s to use in meeting Solvency 11 requirements. The SCRs of each
syndicate are subject to review by Lloyd’s and approval by the Lloyd’s Capital and Planning Group.

A syndicate may be comprised of one or more underwriting members of Lloyd’s. Each member is liable for
its own share of underwriting liabilities on the syndicate(s) on which if participates but not other members’
shares. Accordingly, the capital requirement that Lloyd’s sets for each member operates on a similar basis,
Each member’s SCR shall thus be determined by the sum of the member’s share of the syndicate SCR ‘to
ultimate’. Where a member participates on more than one syndicate, a credit for diversification is provided
to reflect the spread of risk, but consistent with determining an SCR which reflects the capital requirement to
cover a 1 in 200 year loss “to ultimate’ for that member, Over and above this, Lloyd’s applies a capital uplift
to the member’s capital requirement, known as the Economic Capital Assessment (5 CA). The purpose of this
uplift, which is a Lloyd’s not a Solvency I requirement, is to meet Lloyd’s financial strength, licence and
ratings objectives, The capital uplift applied for 2019 was 35% of the member’s SCR ‘to ultimate’,

Provision of capital by members

Each member may provide capital to meet its ECA either by assets held in trust by Lloyd’s specifically for
that member (Funds at Lloyd’s (‘FAL’}), held within and managed within a syndicate (Funds in Syndicate
(‘F15°)) or as the member’s share of the members’ balances on each syndicate on which it participates.

Accordingly all of the assets less Habilities of the syndicate with the exception of FIS balance held, as
represented in the members’ balances reported on the Balance Sheet on page 15, represent resources available
to meet members’ and Lloyd’s capital requirements.
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NOTES FO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

5. ANALYSIS OI' UNDERWRITING RESULT

An aualysis of the underwriting result before investment return is set out below:

2019 Gross Gross Gross Gross* Re- Total
Written Premiums Claims Operating insurance
Premiums Earned Incurred Expenses Balance
£6060 £000 £000 £000 £000 £000
Direct insurance
Marine, Energy, Aviation 266,557 267,320 {139,558) (93,538) (26,704) 7,520
and Transport
Fire and other 87,166 75,886 (38,501) (29,329) (5,379} 2,677
darmage to property
Third party liability 17,288 21,221 (16,708} (8,445) (3,310) (7,248)
Accident & Health 11,502 9,908 (10,651) (3,682) (756) (5,181)
Motor (other classes) 119 334 (1,661) (44) 0 (1,371}
382,632 374,669 (207,079) {135,038) (36,155) (3,603)
Reinsurance 185,983 171,462 {71,177) (62,463) (19,817) 18,005
Total 568,015 546,131 (278,256) (197,501) (55,972) 14,402
2018 Gross Gross Gross Gross* Re- Total
Written Premiuwm Claims Operatin insurance
Premiums Earned Incserred Expenses Balance
£000 £600 £000 £000 £000 £000
Direct insurance
Marine, Energy, Aviation 243,844 237,480 (73,812) (88,590} (49,985) 25,093
and Transport :
Fire and other 52,550 49,012 {23,562) (16,542) (10,293) (1,385)
damage to propetty
Third party liability 28,938 19,901 (16,794) (9.480) 270 (6,103)
Accident & Health 12,091 12,325 (15.971) (4,620) 22 {8,288)
Motor (other classes) 1,178 1,285 (1,199 (445) {108) (467)
338,601 320,003 (131,338) (119,677) (60,138) 8,850
Reinsurance 184,623 164,944 (83,812) (54,034) (4,455) 22,643
Totai 523,224 484,947 (215,150) (173,711) {64,593) 31,493

AH premiums are written through Lioyd’s platform.

Brokerage and commission on direct business written was £93.9m (2018: £88.8m).

*Gross operating expenses are the same as net operating expenses shown in the profit and loss account, as no
commissions in respect of outward reinsurance wete received and set off in arriving at the net operating
expenses for 2019 or 2018.
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

5. ANALYSIS OF UNDERWRITING RESULT (continued)

The geographical analysis of premiums by destination is as follows:

2019 2018

£000 £000
United Kingdom 568,615 523,224
Total 568,615 523,224

6. NET OPERATING EXPENSES

2019 2018

£000 £000
Acquisition costs 168,454 166,513
Change in deferred acquisition costs 1,202 (17,828)
Administrative expenses 27,845 25,026
Total 197,501 173,711
Administrative expenses include:

2019 2018

£000 £000
Fees payable to the Syndicate auditor for the audit of the Syndicate annual 98 112
accounts
IFees payable to the Syndicate auditor and its associates for other services
Audit-related assurance services 22 22
Tax advisory services - -
Other assurance services 70 69
Total 190 203

Members’ standard personal expenses are included within administrative expenses,

7. STAFF NUMBERS AND COSTS

All staff are employed by the managing agency. The following amounts were recharged to the Syndicate in
respect of salary costs:

2019 2018
£000 £000
Wages and salaries 16,922 16,167
Social security costs 2,297 2,071
Other pension costs 1,425 1,380
Total 20,644 19,548

31 December 2019 33



NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

The average number of employees employed by the managing agency but working for the Syndicate during

the year was as follows:

2019 2018
Underwriting 80 79
Claims 11 10
Other 73 66
Total 164 155

8. KEY MANAGEMENT PERSONNEL COMPENSATION

Five (2018: Five) directors of Munich Re Syndicate Limited received the following aggregate remuneration
charged to the Syndicate and included within net operating expenses:

2019 2018
£000 £000
Directors’ Emoluments 2,169 1,533
Contributions to pension scheme 44 36
Taotal 2,213 1,569

No other compensation was payable to key management personnel. For the purposes of this disclosure, key
management personnef are taken to be the Directors of the Managing Agency.

The highest paid director received the following remuneration charged as a Syndicate expense and included
within the directors’ emoluments above:

2019 2018
£000 £000
Emoluments 572 470
Contributions to pension scheme - -
Total 572 470

The chief underwriting officer received the following remuneration charged as a Syndicate expense and
included within the directors’ emoluments above:

2019 2018
£000 £000
Emoluments 572 470
Contributions to pension scheme - -
Total 572 470
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

9, INVESTMENT RETURN

2019 2018
£000 £0060
Investment income
Income from investments 9,959 8,643
Gains on the realisation of investments 353 597
Unrealised gains on investments 6,394 998
16,706 10,238
Investment expenses and charges
Investment management expenses (471) (590)
Losses on the realisation of investinents (216) (1,902)
Unrealised losses on investments (1,013) (2,778)
(1,700} (5,270
Total investment return 15,006 4,968

The table below presents the average amounts of funds in the year per currency and analyses by major
currency the average investment yields in the year,

2019 2018
£000 £000
Average amount of syndicate funds available for investment
during the year
Sterling 169,372 87,865
Euro 22,467 25,256
US doliar 424,726 435,370
Canadian dollar 26,030 20,618
Average funds available for investment, in Sterling 582,595 569,109
Total investment return 15,006 4,968
Annual investment yield Yo Yo
Sterling 0.7 0.4
Euro (1.2) 2.1
US dollar 3.0 1.2
Canadian dollar 2.0 14
Tot#l annual investmen return, in % 2.6 0.9
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

19.

11.

NON-TECHNICAL ACCOUNT INCOME/CHARGES

The non-technical account income of £3,5%4k (2018: £1,270k) reflects investment income earned on Funds
in Syndicate deposited by MRCL into the Syndicate’s Premium Trust Fund.

OTHER FINANCIAL INVESTMENTS

Fair value Cost
2019 2018 2019 2018
£000 £000 £000 £000
Debt securities and other fixed income securities 573,579 508,354 582,269 509,211
Deposits with credit institutions 17,910 19,143 17,910 19,143
Total 591,489 527,497 600,179 528,354

All Debt securities and other fixed income securities are highly liquid and marketable. These comprise 97.0%
{2018: 96.4%) of the total market value of investments.

Included within the fair value of financial investments is accrued income of £3.6m (2018: £3.0m).

Included within Deposits with credit institutions are Overseas deposits of £17.9m (2018: £19.2m) held at fair
value (see note 15).

Vahiation hierarchy

The Syndicate classifies its financial instruments held at fair value in its Statement of Financia] Position using
a fair value hierarchy, as follows:

e Level 1 — Quoted prices (unadjusted) in active markets for identical assets and liabilities.

e Level 2 Inputs other than quoted prices included within Level 1 that are observable for the asset
or liability, either directly (i.e., as prices) or indirectly (i.e., derived from prices).

e Level 3~ Inputs for the assets or liability that are not based on observable market data
{unobservable inputs).

The table below analyses financial instruments held at fair value in the Syndicate’s balance sheet at the
teporting date by its level in the fair value hierarchy.

2019 Fair value hierarchy
Level 1 Level 2 Level 3 Total
£000 £000 £000 £000
Debt securities and other fixed income securities - 573,579 - 573,579
Loans and deposits with credit institutions 11,035 6,875 1,645 19,555
Total 11,035 580,454 1,645 593,134
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

1.

12

H

13.

14

OTHER FINANCTAL INVESTMENTS (continued)

2018 Fair value hierarchy
Level 1 Level2 Level 3 Total
£000 £000 £000 £000
Debt securities and other fixed income securities - 508,354 - 508,354
Loans and deposits with credit institutions 7,184 11,959 - 19,143
Total 7,184 520,313 - 527,497

DEBTORS ARISING OUT OF DIRECT INSURANCE OPERATIONS

2019 2018

£000 £000
Due from intermediaries
Due within one year 138,119 144,238
Due after one year 7 -
Total 138,126 144,238
OTHER DEBTORS

2019 2018

£000 £000
Due within one year
Due from IDCs 6,119 6,801
Due from others 1,409 1,749
Total 7,528 8,550
DEFERRED ACQUISITION COSTS

2019 2018

£000 £000
Balance at | January 88,477 68,033
Movement in deferred acquisition costs (1,202) 17,828
Effect of movements in exchange rates (2,236) 2,616
Balance at 31 December 85,039 88,477
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

15.

OVERSEAS DEPOSITS

Overseas deposits are lodged as a condition of conducting underwriting business in certain countries and for
local regulatory requirements. Of the total balance below, £17k (2018: £36k) is recognised as cash and
£17,910k (2018: £19,143k) is recognised as Other Financial Investments.

2019 2018

£000 £000
Iilinois Deposit 804 707
Joint Asset Trust Funds 823 1,015
Additional Securities Limited 5,079 6,084
South African Trust Deed 721 244
Australian Trust Fund 6,164 6,666
Other Funds 4,336 4,463
Overseas Deposits 17,927 19,179

The Illinois Deposit is determined by reference to the Syndicate’s premium income and estimated exposure
to outstanding liabilities arising from business written in the State of Illinois, USA and is required to enable
the Syndicate to underwrite business arising in that State.

The Joint Asset Trust Funds are determined by reference to the Syndicate’s US dollar reinsurance and surplus
lines premium income and are required to enable the Syndicate to write certain reinsurance and surplus lines
business in the USA.

The Additional Securities Limited deposits are lodged as a condition of conducting underwriting business in
Switzerland and other countries.

The South African Trust Deed is required to enable the Syndicate to underwrite business arising in South
Africa. The Syndicate’s contribution to the fund is calculated by reference to the amount of outstanding
liabilities under South African policies.

The Australian Trust Fund is required to enable the Syndicate to underwrite business arising in Australia. The
Syndicate’s contribution to the fund is calculated by reference to the premium income and estimated exposure

to outstanding liabilities arising from business written in Australia.

Other Funds is predomantly consists of the Syndicates Canadian Margin Fund.
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

16. TECHNICAL PROVISIONS

Claims outstanding
Balance at 1 January
Change in claims
oufstanding

Effect of movements in
exchange rates

Balance at 31 December

Claims notified
Claims incurred but not
reported

Balance at 31 December

Unearned premiums
Balance at 1 January
Change in unearned
premiwms

Effect of movements in
exchange rates

Balance at 31 December

Claims outstanding

2019 2018

Gross Reinsurance Net Gross Reinsurance Net

Provisions assets Provisions assets
£000 £000 £000 £000 £000 £000
680,942 (227,938) 453,004 670,419 (251,540) 418,879
28,926 (8,622) 20,304 {(19,770) 34,431 14,661
(22,821} 7.214 (15,607) 30,293 {10,829) 19,464
687,047 (229,346) 457,701 680,942 (227,938) 453,004
260,498 (75,758) 184,740 257,629 (66,060) 191,569
426,549 {153,588) 272,961 423,313 (161,878) 261,435
687,047 (229,346) 457,701 680,942 (227,938) 453,004
259,336 {32,805) 226,531 210,675 (26,555) 184,120
22,484 2,803 25,287 38,277 {2,640 35,637
(8,090} (373 (8.463) 10,384 (3,610) 6,774
273,730 (30,375) 243,355 259,336 {32,805) 226,531

The 2019 net technical result of £2%.4m (2018: £36.5m) includes £5.5m (2018; £27.0m) of releases from
reserves in respect of prior accident years.
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NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

18. FINANCIAL LIABILITIES AT AMORTISED COST

2019 2018
£000 £000
Creditors arising out of direct insurance operations 16,152 34,059
Creditors arising out of reinsurance operations 80,921 77,568
Other creditors 68,295 24,721
Total 165,368 136,348

19. CREDITORS ARISING OUT OF DIRECT INSURANCE OPERATIONS

2019 2018
£000 £000
Avrising out of direct insurance operations
intermediaries
Due within one year 16,152 34,059
Due after one year - -
Total 16,152 34,059
20. CREDITORS ARISING OUT OF REINSURANCE OPERATIONS
2019 2018
£000 £000
Arising ouf of reinsurance insurance eperations
intermediaries
Pue within one year 80,921 77,568
Due after one year - -
Total 80,921 77,568
21. OTHER CREDITORS
2019 2018
£000 £000
Due within one year
Amount due to Managing Agent 55,281 21,004
Amount due to IDCs 3,034 3,717
Other Creditors 9,980 -
Total 68,295 24,721

31t December 2019 42




NOTES TO THE ACCOUNTS AT 31 DECEMBER 2019 (continued)

22,

23.

GROSS DISTRIBUTION PAYABLE

The gross distribution payable to the member was £37.1m (2018: £52,9m), To come into line with Lloyd’s
solvency requirements, £37.5m of the Funds in Syndicate were added during this year (2018 reduction of
£2.4m). Income relating to these funds retained has been included within the profit and loss account and
foreign exchange gains in the staternent of total recognised gains and losses.

Members participate on syndicates by reference to years of account and their ultimate result, assets and

Habilitles are assessed with reference to policies incepting in that year of account in respect of their
membership of a particular year.

CASH AND CASH EQUIVALENTS

2019 2018
£000 £000
Cash at bank and in hand 39,896 23,514
Other Financial Investments 4,536 5,752
Total 44,432 29,266

Cash at bank and in hand includes £7.2m (2018; £5.7m) of Singapore funds. The Singapore funds relate to
SIF and OIF assets held in trust in accordance with the Lloyd’s Asia (Singapore policies) Instruments 2002
and Lloyd’s Asia {Offshore policies) Instrument 2002, Under the terms of the standard mandate agreement
all powers, authorities and discretions of the Managing Agent’s trustees and of the Managing Agent are
delegated to individuals who are officers of Munich Re Syndicate Singapore Pte Limited, an TDC of the
Syndicate.

Only Other Financial Investments comprising of call deposits with maturities of three months or less that are
used by the Syndicate in the management of its shori-term commitments are included in cash and cash
equivalents.
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24,

RELATED PARTIES

Miinchener Riickversicherungs—Gesellschaft Aktiengesellschaft in Miinchen (*Munich Re”)

Munich Re Syndicate Limited is wholly owned by Munich Re Specialty Group Ltd (MRSGL), which is
wholly owned by Munich Re. The Syndicate placed a total of £18.0m (2018: £20.0m) outwards reinsurance
premium with its ultimate parent undertaking under 25 (2018: 12) different contracts for the 2019 year of

account, These contracts provided the Syndicate with cover within the normal course of business and the
transactions were carried out at arm’s length.

During 2019 the Syndicate wrote reinsurance contracts with other Munich Re group companies including
American Alternative Insurance Corporation, Great Lakes Insurance SE, HSB Engineering Insurance Ltd and
ERGO, the primary insurer of Munich Re. The total inwards premium on these policies was £45.3m (2018:
£55.5m).

The Managing Agent paid £1,263k (2018: 793k) for Global IT Products and additional licence fees of £77k
(20118: £82k) to Munich Re for its general ledger accounting system,

Munich Re Capital Limited (‘MRCL")

MRCL is the corporate member of the Syndicate. MRCL’s immediate parent company is MRSGL.
TE Artmann, T Coskun, G Guelfand and D J R Hoare are directors of MRCL.

Munich Re Syndicate Limited (‘MRSL?)

During the year, the Syndicate has paid fees to MRSL, the Managing Agent of the Syndicate, amounting to
£850k (2018: £850k), MRSL’s immediate parent company is MRSGL..

Munich Ergo Asset Management GmbH (‘MEAG?)

MEAG is Munich Re’s asset managenent company. The Syndicate paid a total of £431k (2018: £563k) for
investment management and accounting services in 2019, :

Munich Re UK Services Limited {MRUKS”)

The Managing Agent paid £508k (2018: £363k) for Internal Audit, 1T Governance, HR suppoit and
Procurement to MRUKS.

NMU (Specialty) Limited CNMU*)

NMU is a non-profit making IDC, wholly owned by MRSGL and produces predominantly UK provincial
Marine business for the Syndicate under a binding authority. Business produced by NMU amounts to
approximately 13.3% (2018: 13,1%) of the estimated earned premium (gross of reinsurance) of the Syndicate
in 2019,

On 31 December 2011 the Syndicate provided a subordinated loan of £200k to NMU, This was necessary to
ensure the continued regulatory compliance of NMUJ. This loan bears interest at LIBOR plus 1%.

T E Artmann, T Coskun and G Guelfand are directors of NMU.

Groves, John & Westrup Limited ('GJW")

GIW is a non-profit making IDC, wholly owned by MRSGL and produces predominantly UK Yacht and
related business exclusively for the Syndicate under a binding authority. Business produced by GIW amounts

to approximately 1.6% (2018: 1.9%) of the estimated earned premium (gross of reinsurance) of the Syndicate
in 2019,

On 31 December 2007 the Syndicate provided a subordinated loan of £700k to GYW. This was necessary to
ensure the continued regulatory compliance of GIW, This loan bears interest at LIBOR plus 1%.

T Coskun and D J R Hoare are directors of GIW.
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24,

RELATED PARTIES (continued)
Munich Re Syndicate Singapore Pte Limited (‘MRSS”)

MRSS is a non-profit making IDC owned by MRSGL and produces Marine business from S.E. Asia
exclusively for the Syndicate under a binding authority. Business produced by MRSS amounts to
approximately 3.6% (2018: 2.5%) of the estimated earned premium {gross of reinsurance) of the Syndicate
in 2019.

T E Artmann and G Guelfand are directors of MRSS.

Munich Re Syndicate Middle East Limited ( MRSMFEL")

MRSMEL is an IDC owned by MRSGL and produces Marine business from the Middle East exclusively for
the Syndicate under a binding authority. Business produced by MRSMEL amounts to approximately 1.4%
(2018: 1.4%) of the estimated earned premium (gross of reinsurance) of the Syndicate in 2019,

D J R Hoare is a director of MRSMEL.

Munich Re Syndicate Labuan Limited (‘MRSLAB”)

MRSLAB is a non-profit making IDC owned by MRSGL and produces Marine business from Malaysia
exclusively for the Syndicate under a binding authority. MRSLAB commenced trading 1 January 2014.

Business produced by MRSLAB amounts to approximately 0.3% (2018: 0.2%) of the estimated earned
premium (gross of reinsurance) of the Syndicate in 2019.

There were no directors in common between the Syndicate and MRSLAB for 2019,
Roanoke Insurance Group Inc. (‘Roanoke US?)

Roancke US is an indirectly wholly owned company by MRSGL and produces Marine business from the
USA for the Syndicate under a binding authorily. Business produced by Roanoke US amounts (o
approximately 7.5% (2018: 9.2%) of the estimated earned premium (gross of reinsurance) of the Syndicate
in 2019.

T E Artmann, G Guelfand and 2 ] R Hoare are directors of Munich Re Specialty Group N.A, Inc {formerly
Roanocke Group Inc.), the parent company of Roanoke Insurance Group Ing.

Roanolie International Brokers Limited (‘RIBL*)

RIBL is an insurance broker wholly owned by MRSGL. RIBL conducts business both with the Syndicate and
third parties. The gross brokerage income generated by RIBL in the year ending to 31 December 2019 was
£4.3m (2018: £3.8m). A high percentage of this brokerage is from the placement of business through the
above mentioned IDCs.

There were no directors in common between the Syndicate and RIBL for 2019,
Munich Re Risk Solutions Ireland Limited (‘MRRSI*}

MRRSI is a wholly owned subsidiary of MRSGL which was set up in order for the Syndicate 1o be able to
continue to access EEA business via the Lloyd’s Brussels platform following Brexit. As of 31.12.2019,
MRRSI has not written any business,

T Coskun and G Guelfand are directors of MRRSL

MRSG UK Services Limited MRSGUKS”)

MRSGUKS is a wholly owned subsidiary of MRSGL. which was set up to become the sole employer within
the sub group. The company was dormant as at 31.12.2019 but as 0of 01.01.2020 all staff formerly employed

by MRSG or its subsidiaries will be transferred over to MRSGUKS.
T E Artmann, T Coskun and G Guelfand are directors of MRSGUKS.
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25,

26.

27.

28,

FUNDS AT LLOYD’S

Every member is required to hold capital at Lloyd’s, which is held in trust and known as Funds at Lloyd’s
(*FAL’), These assets are in the form of letters of credit from Munich Re. These funds are intended primarily
to cover circumstances where syndicate assets prove insufficient to meet participating members’ underwriting
liabilities.

The level of FAL that Lloyd's requires a member to maintain is determined by Lloyd’s, based on PRA
requirements and resource criteria. FAL is determined by a number of factors including the nature and amount
of risk in respect of business that has been underwritten by the member and the assessment of the reserving
risk in respect of business that has been underwritten. Since FAL is not under the management of the
Managing Agent, no amount has been shown in these financial statements by way of such capital resources.
However, the Managing Agent is able to make a call on the members’ FAL to meet liquidity requirements or
to setile tosses. :

FUNDS IN SYNDICATE

MRCL holds investments in the Syndicate used to support the Syndicate’s capital requirements of FAL. This
gives the Syndicate the ability to manage these funds under the same investment mandate as the other funds
of the Syndicate that are held within the premium trust funds.

FOREIGN EXCHANGE RATES

The following foreign currency exchange rates have been used for principal foreign currency transactions:

2019 2019 2018 2018
Year-end Averagerate  Year-end rate Average rate

rate
Buro 1.18 1.14 1.4 1.13
US dollar 1.32 1.28 1.27 1.33
Canadian dollar 1.792 1.69 1.74 1.73

POST BALANCE SHEET EVENTS

A distribution of £39.2m to members will be proposed in relation to the 2017 year of account (2018: £37.1m
in relation to the 2016 year of account).

It is too early to estimate the impact of the Coronavirus on the Syndicate’s future results. However, from an
underwriting perspective, at the time of writing, there are no material reported losses as a result of the virus.
The exposure management team and various underwriting teams continue to monitor exposures and to put in
place mitigating actions where possible. Current underwriting exposures are largely {imited to Syndicate’s
Special Risks and Political Risk & Credit portfolios, both of which are protected by the Syndicate’s
reinsurance programme.
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