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BAR MUTUAL INDEMNITY FUND LIMITED

SUMMARY

The new, harmonised EU-wide regulatory regime for Insurance Companies, known as Solvency I,
came into force with effect from 1 January 2016. The regime requires new reporting and public
disclosure arrangements to be put in place by insurers and some of that is required to be
published on the Company’s public website. This document is the first version of the Solvency
and Financial Condition Report (“SFCR”) that is required to be published by Bar Mutual
Indemnity Fund Limited (“The Company”).

This report covers the Business and Performance of the Company, its System of Governance, Risk
Profile, Valuation for Solvency Purposes, Capital Management and required Quantitative
Reporting Templates. The ultimate Administrative Body that has the responsibility for all of these
matters is the Company’s Board of Directors, with the help of various governance and control
functions that it has put in place to monitor and manage the business.

The Company'’s financial year runs to 31 March each year and it reports its results in GBP-Pound
Sterling.

For Solvency purposes the Company uses the standard formula to calculate its Solvency Capital
Requirement {SCR) and as a mutual mono line insurer providing professional indemnity
insurance to self-employed barristers and entities authorised by the Bar Standards Board in
England and Wales, the Company’s insurance business is classified as General Liability business
for Solvency |l purposes. All business is underwritten from the United Kingdom.

By far the largest risk the Company faces as an insurance company is a severe reversal in what
has in recent years been a relatively benign claims experience. The claims history demonstrates
that, quite unexpectedly, claims can climb to levels that couid have an impact on its financial
strength were it not adequately reserved.

Accordingly, the Company has always adopted a conservative approach to its operations. This is
in order to ensure that it has strong reserves that are capable of absorbing any exaggerated
developments in its claims experience without future Members having to pay for the claims of
their predecessors. It also helps in ensuring that the Company has time to react to any
unexpected increases in its costs base (the cost of reinsurance for example), or its regulatory
capital requirement, without having to take drastic unplanned measures.

Page | 4



BAR MUTUAL INDEMNITY FUND LIMITED

SUMMARY (continued)

At the same time, however, the Board is highly conscious of not accumulating reserves in excess
of what a sensible degree of prudence requires. To this end, and as part of its Risk Appetite
Statement, the Board formulated and has for some years applied a consistent policy to the
amount of capital it should hold above its regulatory capital requirement to ensure that it has
enough to absorb any unexpected shocks but not too much. The policy provides for a target
range in excess of the Company’s regulatory capital requirement, with upper and lower limits,
within which its free reserves for regulatory purposes should sit.

The upper and lower limits have been calculated with reference to a 1 in 20 year capital loss. The
limits are shown in the table below:

£'m

Free Reserves for Regulatory purposes 45,587
Minimum buffer ( 1 in 20 year event) 11.008
Minimum target Proposed capital requirement (Solvency Capital Requirement-

£19.004+ buffer-£11.008)) 30.012
Maximum buffer { 1 in 20 year event) 11.008
Maximum target 41.020

| Excess over maximum capital requirements | 4.567 ]

As part of its Risk Appetite Statement, where the Company’s free reserves exceed the upper end
of the target range set in its capital resources policy, it is required to manage its free reserves
into the target range over a reasonable period of time. To achieve this, it can reduce the rates it
sets for areas of practice or increase the level of premium deferral granted to Members, or it can
do both. Thus, for the 2017 renewal, and without departing from its underwriting criteria for the
premium rate calculation, the rates charged for several areas of practice were reduced and the
premium deferral increased from 20% to 27.5%.

During the year under review the Company generated a surplus of £4.182m as reported in its
annual financial statements under UK GAAP. This surplus was generated largely by the
performance of its investment portfolio which generated returns of 3.46%. It has also
renegotiated its reinsurance programme to include a defined number of free reinstatements.
Free reserves of the Company as at 31 March 2017 now stand at £41.582m.

For solvency purposes, the Company’s own basic funds are £45.587m and its Solvency Capital
Requirement (SCR) is £19.004m; at the year end the Company exceeds its SCR by £26.583m
(ratio of 239.88%).

The Company’s Minimum Capital Requirement (MCR) has been calculated at £5.747m; at the

year end the Company exceeds its minimum capital requirement by £39.840m (ratio of
793.22%).
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BAR MUTUAL INDEMNITY FUND LIMITED

DIRECTORS REPORT

Directors’ Responsibilities

We acknowledge our responsibility for preparing the Solvency and Financial Condition Report in
all material respects in accordance with the PRA Rules and the Solvency Il Regulations. The
Solvency Il Directive, the Delegated Acts, related Implementation Rules, Technical Standards and
Guidelines, as well as PRA rules provide the regulatory framework in which the Company
operates. The Solvency Il rules and regulations include, but are not limited to, the recognition
and measurement of its assets and liabilities including Technical Provisions and Risk Margin, the
calculation of its capital requirement and the reporting and disclosures of the Solvency Il results.

Directors’ Statement

We are satisfied that:

e throughout the financial year in question, the Company has complied in all material
respects with the requirements of the PRA Rules and the Solvency Il Regulations as
applicable to the insurer; and

e it is reasonable to believe that the Company has continued so to comply subsequently
and will continue so to comply in future.

Statement of disclosure of information to auditors

In accordance with Section 418 of the Companies Act 2006, each of the persons who is a director
in office at the date this report is approved, confirms that: (a) so far as each of them is aware,
there is no relevant audit information of which the auditors are unaware; and (b) each of them
has taken all the steps that he ought to have taken as a director in order to make himself aware
of any relevant audit information and to establish that the auditors are aware of that
information.

B\Wn‘ the Board

Rajiv Harnal

Chief Financial Officer

BAR MUTUAL INDEMNITY FUND
4 August 2017
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BAR MUTUAL INDEMNITY FUND LIMITED

AUDITORS REPORT

Report of the external independent auditor to the Directors of Bar Mutual Indemnity Fund
Limited (‘the Company’) pursuant to Rule 4.1 (2) of the External Audit Chapter of the PRA
Rulebook applicable to Solvency Il Company’s.

Report on the Audit of the relevant elements of the Solvency and Financial Condition Report
Opinion

Except as stated below, we have audited the following documents prepared by Bar Mutual
Indemnity Fund Limited as at 31 March 2017:

e The ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the Solvency
and Financial Condition Report of Bar Mutual Indemnity Fund Limited as at 31 March
2017, {“the Narrative Disclosures subject to audit’); and

e Company templates S02.01.02, S17.01.02, S23.01.01, S$25.01.21, S28.01.01 (‘the
Templates subject to audit’).

The Narrative Disclosures subject to audit and the Templates subject to audit are collectively
referred to as the ‘relevant elements of the Solvency and Financial Condition Report’.

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

e The ‘Business and performance’, ‘System of governance’ and ‘Risk profile’ elements of
the Solvency and Financial Condition Report;

e Company templates 505.01.02, S05.02.01, $19.01.21; and

e The written acknowledgement by management of their responsibilities, including for the
preparation of the solvency and financial condition report (‘the Responsibility
Statement’).

In our opinion, the information subject to audit in the relevant elements of the Solvency and
Financial Condition Report of Bar Mutual Indemnity Fund Limited as at 31 March 2017 is
prepared, in all material respects, in accordance with the financial reporting provisions of the
PRA Rules and Solvency Il regulations on which they are based, as modified by relevant
supervisory modifications, and as supplemented by supervisory approvals and determination.
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BAR MUTUAL INDEMNITY FUND LIMITED

AUDITORS REPORT {continued)

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK} (ISAs (UK)),
including I1SA (UK) 800 and ISA (UK) 805. Our responsibilities under those standards are further
described in the Auditor’s Responsibilities for the Audit of the relevant elements of the Solvency
and Financial Condition Report section of our report. We are independent of Bar Mutual
indemnity Fund Limited. in accordance with the ethical requirements that are relevant to our
audit of the Solvency and Financial Condition Report in the UK, including the FRC’s Ethical
Standard as applied to public interest entities, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our opinion.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which the I1SAs (UK)
require us to report to you where:

e the directors’ use of the going concern basis of accounting in the preparation of the SFCR
is not appropriate; or

e the directors have not disclosed in the SFCR any identified material uncertainties that
may cast significant doubt about the company’s ability to continue to adopt the going
concern basis of accounting for a period of at least twelve months from the date when
the SFCR is authorised for issue.

Emphasis of Matter — Basis of Accounting

We draw attention to the ‘Valuation for solvency purposes’ section of the Solvency and Financial
Condition Report, which describes the basis of accounting. The Solvency and Financial Condition
Report is prepared in compliance with the financial reporting provisions of the PRA Rules and
Solvency Il regulations, and therefore in accordance with a special purpose financial reporting
framework. The Solvency and Financial Condition Report is required to be published, and
intended users include but are not limited to the Prudential Regulation Authority. As a result, the
Solvency and Financial Condition Report may not be suitable for another purpose. Our apinion is
not modified in respect of these matters.

Other Information

The Directors are responsible for the Other Information.
Our opinion on the relevant elements of the Solvency and Financial Condition Report does not

cover the Other Information and we do not express an audit opinion or any form of assurance
conclusion thereon.

Page | 8



BAR MUTUAL INDEMNITY FUND LIMITED

AUDITORS REPORT (continued)

In connection with our audit of the Solvency and Financial Condition Report, our responsibility is
to read the Other Information and, in doing so, consider whether the Other Information is
materially inconsistent with the relevant elements of the Solvency and Financial Condition
Report, or our knowledge obtained in the audit, or otherwise appears to be materially misstated.
If we identify such material inconsistencies or apparent material misstatements, we are required
to determine whether there is a material misstatement in the relevant elements of the Solvency
and Financial Condition Report or a material misstatement of the Other Information. If, based on
the work we have performed, we conclude that there is a material misstatement of this Other
Information; we are required to report that fact. We have nothing to report in this regard.

Responsibilities of Directors for the Solvency and Financial Condition Report

The Directors are responsible for the preparation of the Solvency and Financial Condition Report
in accordance with the financial reporting provisions of the PRA rules and Solvency Il regulations.

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

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

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

Our objectives are to obtain reasonable assurance about whether the relevant elements of the
Solvency and Financial Condition Report are free from material misstatement, whether due to
fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance
is a high level of assurance, but it is not a guarantee that an audit conducted in accordance with
ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the decision making or the judgement of the users taken on
the basis of the Solvency and Financial Condition Report.

A further description of our responsibilities for the audit of the financial statements is located on
the Financial Reporting Council’s website at: https://www.frc.org.uk/Our-Work/Audit/Audit-and-
assurance/Standards-and-guidance/Standards-and-guidance-for-auditors/Auditors-
responsibilities-for-audit/Description-of-auditors-responsibilities-for-audit.aspx
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BAR MUTUAL INDEMNITY FUND LIMITED

AUDITORS REPORT (continued)

Report on Other Legal and Regulatory Requirements.

In accordance with Rule 4.1 (3) of the External Audit Chapter of the PRA Rulebook for Solvency
Company'’s we are required to consider whether the Other Information is materially inconsistent
with our knowledge obtained in the audit of the Bar Mutual Indemnity Fund Limited statutory
financial statements. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information; we are required to report that fact. We have
nothing to report in this regard.

Hoardir Boe

Alexander Barnes (Senior Statutory Auditor)

For and on behalf of Moore Stephens LLP, Statutory Auditor
150 Aldersgate Street,

London.

EC1A 4AB

4 August 2017

Appendix — relevant elements of the Solvency and Financial Condition Report that are not
subject to audit

Solo standard formula

The relevant elements of the Solvency and Financial Condition Report that are not subject to
audit comprise:

e The following elements of template S.17.01.02
o Rows R0290 to R0310 — Amount of transitional measure on technical provisions
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BAR MUTUAL INDEMNITY FUND LIMITED

A. BUSINESS AND PERFORMANCE
A.1. BUSINESS

Bar Mutual Indemnity Fund Limited (“the Company’) is a company limited by guarantee regulated
by the Prudential Regulation Authority (“PRA”) and the Financial Conduct Authority (“FCA”). The
Directors of the Company are responsible for ensuring that the business is operated at all times
in accordance with the requirements of the PRA and FCA, as well as discharging their fiduciary
and statutory duties. The PRA is located at 20 Moorgate, London, EC2R 6DA, United Kingdom
and the FCA at 25 The North Colonnade, London, E14 5HS, United Kingdom.

The Company is incorporated in England as a Company limited by guarantee and not having
share capital. In the event of liquidation, the net assets of the Company are to be distributed
amongst such Members as per the rules set out in the Articles of Association.

The external auditors of the Company are Moore Stephens LLP situated at 150 Aldersgate Street,
London, EC1A 4AB.

The Company is a mutual insurance company providing professional indemnity insurance to
barristers in self-employed practise (and since April 2015 certain entities approved by the Bar
Standards Board) in England and Wales (referred to as “Members” in the remainder of this
document).

During the year there has been no business or other unusual or unexpected events that have had
a material impact on the Company.
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BAR MUTUAL INDEMNITY FUND LIMITED

A.2. UNDERWRITING PERFORMANCE

All of the Company’s business is underwritten from the UK. The Company writes only one line of
business which is to provide professional indemnity insurance to self-employed barristers and
entities authorised by the Bar Standards Board in England and Wales.

For the year ended 31 March 2017, the Company produced a surplus of £4.183m as detailed
further in the table below which is a summary of the Company’s technical account reported on a
UK GAAP basis.

The table below compares the key financial information from the 2017 financial year with the
corresponding figures from the 2016 financial year.

2017 2016

£'000 £'000
Premium Written 15,580 16,634
Reinsurance Premium (2,545) (2,224)
Net claims incurred (9,577) (8,824)
Operating expenses (1,312) (1,255)
Surplus on technical account 2,146 4,331
Investment Income 2,459 10
Surplus on ordinary activities before tax 4,605 4,341
Tax (422) 156
Surplus for the financial year 4,183 4,497
Free Reserves at 31 March 41,583 37,400

Page | 12



BAR MUTUAL INDEMNITY FUND LIMITED

A.2. UNDERWRITING PERFORMANCE (continued)

Premium rates have reduced due to the Board decision to reduce rates in certain areas of
practice and increase the premium deferral given to members as part of its capital management
policy to maintain its free reserves within the agreed bands.

Reinsurance premium increased from last year as the Company has changed its reinsurance
policy so that it now has a defined number of free reinstatements which will give it further
protection should claims deteriorates in future. The increase in price reflects this change.

Net claims incurred are up from last year and reflect the general nature of the business with no
particular trends developing. The Company is protected against the incidence of claims by
reinsurance contracts. In respect of the year ended 31 March 2017 the Company had
reinsurance cover relating to claims and settlement costs of £250,000 in excess of £500,000
subject to a £500,000 aggregate deductible, £750,000 in excess of £750,000 subject to a
£750,000 aggregate deductible and £1,000,000 in excess of £1,500,000.

Also included are Fees Breakout Cover for each Insured Member with policy limits of indemnity
up to and including £2,500,000 purchased through the Reinsured, £1,500,000 in excess of
£3,250,000 ultimate net loss each and every claim, each insured Member.

Operating expenses are up from last year primarily due to increased management fees,
regulatory fees and audit fees for Solvency Il.

The Directors have set in place formal investment policies and objectives. The objectives of the
Investment Policy are the following:
e To maintain sufficient funds to cover the Company’s claims liabilities and required
regulatory capital;
e To preserve capital in real terms (CPI rate of inflation) over the medium term, the
medium term being defined as a period of 3 to 5 years.

The investment return for the year under review was 3.46% (2016: 0.3%). The positive return for

the period was driven primarily by the increase in the Equities and Alternative portfolio as well as
a small increase in its fixed Income Portfolio.
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BAR MUTUAL INDEMNITY FUND LIMITED

A.3. INVESTMENT PERFORMANCE

in accordance with the Investment policy, the investment mandate is updated on a regular basis,
with a full review taking place every three years.

Invested assets split by asset class as at 31 March 2017

2017 2016
£'000 £'000
Asset class
Government fixed interest securities 20,386 24,671
Fixed Income Corporate Bonds 16,513 20,743
Equities & Alternatives 15,996 10,318
UCITS 26,601 14,654
74,496 70,386

The following table details the Company’s investment income by asset class as reported in the

Company’s UK GAAP financial statements:

2017 2016
£'000 £'000
Asset class
Dividends from equities 347 758
Interest on bonds and government stocks 1,025 906
Interest on bank deposits 13 20
Exchange gain/(loss) during the year s 83
1,385 1,767

Expenses related to the management of these investments were £158k for the year (2016:
£172k).

The Income and Expenditure account and movement in reserves may be seen on page 13 of the
Company’s Directors’ Report and Financial Statements.

A.4. PERFORMANCE OF OTHER ACTIVITIES

The Company has no other activities other than its main insurance activities presented in A2.
A.5. ANY OTHER INFORMATION

There have been no other material matters affecting business and performance.
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BAR MUTUAL INDEMNITY FUND LIMITED

B. SYSTEM OF GOVERNANCE

B.1. GENERAL INFORMATION ON THE SYSTEM OF GOVERNANCE

B1.1 Overview

The Board of Directors

Ultimate responsibility for the governance of the Company rests with the Board of Directors. The
Company'’s Directors are drawn from practicing barristers within the Membership. The Directors
meet three times a year. The Articles and the Rules give the Board of Directors wide powers to
manage the affairs of the Company and also set out how these powers are to be exercised.

All the Directors are Members of the Company other than the Chief Executive Officer and Chief
Financial Officer who are employed by Thomas Miller, Managers of the Company.

Although the Managers administer the business of the Company on a day-to-day basis, ultimate
responsibility remains with the Directors.

The following items come up annually for consideration at Board Meetings:

Reinsurance for the next policy year;

Rates charged to Members and the terms of insurance;

Approval of the Directors' Report and the audited Financial Statements for the previous year;
Investment policy;

Approval of Regulatory returns;

Claims development;

Reserving;

Business risk review.

e o © @ © @ o o

The Managers present the items on the Agenda which the Board then considers.

The Articles allow the Directors to delegate any of their powers to Committees, although the
Committee must then conform to any conditions put on it by the Directors.

B1.1.1 Committees
The following committees aid the Board in its duties:

The Audit and Risk Committee assists the Board in reviewing the effectiveness of the Company’s
internal control processes, the Internal Audit reports, approving the year-end statutory audits,
monitoring the Managers’ responses to findings and recommendations of Internal audit and
statutory audit and assessing the business risks of the Company.

The Claims Committee assists the Board in reviewing issues of principle arising in claims-related
matters. The Committee meets twice during the year and liaises frequently with the Managers
throughout the year on claims-related issues.

The Investment Committee assists the Board in reviewing in detail the performance of the

Company’s investments and making recommendations to the Board in respect of the Investment
Policy and other investment related issues.
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BAR MUTUAL INDEMNITY FUND LIMITED

B1.1 Overview (continued)

The Management Fee and Oversight Committee assist the Board in reviewing the effectiveness
of the Manager’s and to report to the board on the Managers’ management fee proposals.

The Nominations Committee assists the Board in complying with the Company’s and its
Committees’ Fit and Proper Policy. It also assists the Board on the policy it should adopt for the
appointment of Directors and in identifying suitable potential candidates for appointment as
Directors for the Board to consider.

The Reserves Committee assists the Board in reviewing in detail the Company’s claims reserves
and claims reserves policy. It also provides a clear channel of communication between the
Managers’ actuaries and the Board.

The Rating and Reinsurance Committee assists the Board in reviewing in detail the rating system
of the Company and making annual recommendations to the Board in respect of the ratings to
be applied to the next policy year. The Committee also reviews the Company reinsurance
programme.

The Rules and Cover Committee reviews the terms on which insurance cover is provided by the
Company.

The Legal Services Act Committee assists the Board in considering the implications of the Bar
Standards Board’s decision to allow barristers in private practice to conduct their practice via
partnerships, limited liability partnerships and limited companies on the business of Bar Mutual.

It also works with the Rules and Cover Committee to draft for the Board’s consideration any
amendments to the Company Rules and Terms of Cover that its recommendations (or the
Board’s acceptance of those recommendations) may require.

B1.1.2 Key functions
The Managers

The Company has no employees and as such the Board relies on the Managers for the day-to-day
management duties of the Company. The functions and responsibilities of the Managers are set
out in the Management Agreement between the Managers and the Company.

The Board may delegate a wide range of powers, duties and discretions to the Managers on such
terms as it sees fit. The Managers shall be entitled to attend meetings of the Directors and of
committees of the Directors and General meetings of the Company unless the Directors
otherwise require.

The Managers have for many years discharged the role of Chief Executive Officer and Chief
Financial Officer to Bar Mutual, given their day to day proximity to the Company’s operations.
However, the Small Business, Enterprise and Employment Act 2015 abolished corporate
directorships and all directors are now required to be natural persons. In preparation for the
change the Company’s Articles of Association were amended in 2015. The Articles now allow
representatives of our Managers to be appointed to the positions of Chief Executive Officer and
Chief Financial Officer.
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BAR MUTUAL INDEMNITY FUND LIMITED

B1.1.2 Key functions (continued)
The Investment Managers

Investment of the Company’s funds is conducted by the Investment Managers in accordance
with the Board's Investment Policy and is subject to internal compliance procedures.

The functions and responsibilities of the Investment Managers are set out in the Management
Agreement between the Investment Managers and the Company.

Governance Map

The Company maintains a governance map that details the key Senior Insurance Manager
Functions and Key Functions. The following functions are maintained through the governance
map with a prescribed set of responsibilities:

- Chairman (Board)

- Chief Executive Officer (Managers)

- Chief Financial Officer (Managers)

- Chief Risk Officer (Managers)

- Head of Internal Audit (Managers)

- Chief Actuary (Managers)

- Chief Underwriting Officer (Managers)
- Claims Function {(Managers)

- Investment Manager (Managers)

- Compliance Officer (Managers)

B.1.2. Remuneration
Directors receive no annual or attendance fee.

The Company has no internal executive function and its management is wholly performed by
companies within the Thomas Miller Holdings Ltd group of companies. The Managers are
responsible for recruitment in line with the Thomas Miller Group Recruitment Policy and
performance management, ensuring that all staff have and maintain the relevant skills,
knowledge and expertise necessary to perform their roles and responsibilities. The Managers’
remuneration is paid for by Thomas Miller.

The Company pays the Managers a fixed fee for the management of Bar Mutual.
B.1.3. Related party transactions

The Company has no share capital and is controlled by the Members who are also the insureds.
There have been no related party transactions between the Company and its members outside
the normal course of business.

All the Directors are Members of the Company other than the Chief Executive Officer and Chief
Financial officer who are employed by Thomas Miller, Managers of Bar Mutual Management
Company. Other than their own insurance the Directors have no financial interests in the
Company, other than where Directors may have been instructed to act for a barrister in a case
funded by the Company. The Member Directors received no remuneration for their services to
the Company.
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BAR MUTUAL INDEMNITY FUND LIMITED

B.1.3. Related party transactions {continued)
No such related party transactions have occurred during the year.
B.1.4. Adequacy of the system of governance

The Directors consider the system to be adequate given the nature scale and complexity of the
risks inherent to the Company. There have been no material changes in the Company’s system of
governance during the reporting period.

B.2. FIT AND PROPER REQUIREMENTS

The Company has in place a Fit & Proper Policy that sets out its approach to the fitness and
propriety of the persons responsible for running the Company, including executive senior
management and key function holders.

All persons within the scope of the Company’s Fit and Proper policy must have the professional
qualifications, knowledge and experience and demonstrate the sound judgement necessary to
discharge their areas of responsibility competently, both at the time of their appointment or
employment and on a continuous basis to meet the changing or increasing requirements of their
particular responsibilities and the business in general.

They must be of good repute and demonstrate in their personal behaviour and business conduct
character, integrity and honesty. As part of the assessment consideration will be given to
potential conflicts of interest and financial soundness. The level of fithess must be appropriate
and proportionate to each person'’s role, tasks and responsibilities.

The Board must be composed in a way to ensure that its members collectively possess sufficient
knowledge, competence and experience to direct and oversee the Company’s affairs effectively.

The Managers maintain role specifications for all executive roles that are within the scope of the
Fit and Proper policy which detail the key competencies and duties for each position. All persons
to whom the policy applies are required to have the appropriate and designated competencies
for their positions.

Fit and proper assessments are carried out by the Chairman, the Company Manager or the
Compliance Officer. No person is permitted to undertake their own assessment.
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BAR MUTUAL INDEMNITY FUND LIMITED

B.3. RISK MANAGEMENT SYSTEM
The Company’s Risk Management System

The Company uses a Risk Management Framework to design an effective risk management
system with an integrated approach to risk management and the application of the three lines of
defence:

* 1stline of defence: business units, process and risk owners
¢ 2nd line of defence: risk management and compliance functions
* 3rd line of defence: internal audit.

The risk management system includes:

* aclearly defined and well-documented risk management strategy;

e adequate written policies;

* appropriate processes and procedures;

* appropriate reporting procedures;

* reports on the material risks faced by the Company and on the effectiveness of the risk
management system;

* asuitable Own Risk and Solvency Assessment (ORSA);

* underwriting and reserving risk;

* market risk (including investment, asset-liability management, liquidity and
concentration risks);

* reinsurance and other risk mitigation techniques;

= credit risk; and

*  operational risk.

The risk management system not only covers the risks included in the calculation of the Solvency
Capital Requirement but also other risks to which the Company is exposed and which are
considered to be materially relevant to its business.

The risk management system also has a coherent focus on data and IT infrastructure governance
and appropriate policies and standards to outline the framework within which responsibilities
will be exercised. It is supported by a robust internal control system and is designed to identify
measure, manage, monitor and report significant risks to the achievement of our business
objectives. The core elements of the risk management framework are as follows:

Risk Management Strategy

The objectives of the Company’s risk management strategy are to identify, measure, monitor,
manage, and report in a caonsistent, continuous and timely fashion, on the basis of the
Company'’s risk appetite as set by the Board.

The Risk Management Framework helps both support and relay the Company’s business plan
strategy throughout the organisation by ensuring that those factors that may advance or impede
the achievement of strategic and operational objectives are managed by strong controls. The
risks to which the Company is exposed are recorded in the Business Risk Assessment.
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B.3. RISK MANAGEMENT SYSTEM (continued)
Risk Management Strategy (continued)

Forecasts and long-term projections of how the business needs to develop and which internal
and/or external factors might affect or impede such development are considered when carrying
out business strategy reviews. Risk related to initiatives and objectives adopted in the business
plan are added to the Business Risk Assessment.

Implementation of the Risk Management Strategy: Risk Policies and Procedures

The Company’s strategy is specified in more detail through its policies and business plan which
underpin its day-to-day business. Policies have been developed for all material risks to which the
Company is exposed. They define the Company’s approach to risk management overall and
more specifically the risk for which the policy has been written. The policies establish the
controls, procedures, limits and escalation to ensure that the risks are managed in line with risk
appetite. Specific procedures, where appropriate, have been developed to provide full
understanding of the means by which the first and second lines of defence will implement the
strategy. Policies are reviewed on an annual basis. Policies and related procedures are stored on
the Managers’ Electronic Quality Management System and are accessible to the Company’s
Managers and all staff in the Company’s three lines of defence structure.

The policies also include appropriate reporting procedures to ensure that information relating to
the component elements of the risk management is routinely reported to the Audit & Risk
Committee and to the Board.

Risk Appetite

The Company’s Risk Appetite is articulated in the risk appetite statement, which is a document
owned by the Board and reviewed on a regular basis as new risks emerge, or at least annually.
The Company’s business strategy is alighed to the Business Plan and focuses on the following
areas:

e To maintain the Company’s position as the only professional indemnity insurer to self-
employed barristers in England and Wales for the first £2.5 million of cover and to
extend this to all single person BSB approved entities.

e To maintain financial strength by holding minimum capital resources that exceed the
regulatory capital requirement by an amount that is at least equal to the monetary
equivalent of a 1 in 20 year event, and a maximum buffer that is the monetary
equivalent of a 1 in 20 year event above the minimum level.

o To aim to achieve investment returns over a three to five year period that is at least
equal to the rate of inflation (measured against CPI) without taking undue risks with the
Company’s capital.

e To provide cover to members for a premium that is fair and reasonable.
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B.3. RISK MANAGEMENT SYSTEM (continued)
Risk Appetite (continued)

The Board determines the appropriate risk appetite and sets the Company’s risk strategy. It has
developed high-level risk appetites that are used by the Board to monitor the implementation of
the risk strategy. More detailed operational preferences and tolerances are used by the
Managers to implement the risk strategy. These are reported to the Board as part of the

Company’s Own Risk & Solvency Assessment (ORSA} and in Risk Reports as and when tolerances
are breached.

The Board bears ultimate responsibility for the management of risk and for maintaining a sound
system of internal control that supports the achievement of the business strategy, policies, aims
and objectives of the Company. The Audit & Risk Committee supports the Board by providing
oversight of the Risk Management Function.

Business Risk Assessment: Measurement and Management

Risks to the business that could inhibit the Company achieving its business plan objectives are
described in the Business Risk Assessment, together with the consequences should the risk
materialise. The risks are categorised into categories (see below) and assessed and monitored
on an ongoing basis.

Emerging Risk Log

As explained under “Risk Reporting Procedures”, Risk Owners are required to complete a
template of questions as part of a regular process of reporting. Included in the questions posed
to Risk Owners is whether they have identified potential emerging risks during the reporting
period. These are then discussed at a Manager's Management Committee meeting {which
meets quarterly) and included in the Business Risk Assessment which is reviewed at least
annually by the Audit & Risk Committee.
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B.3. RISK MANAGEMENT SYSTEM (continued)
Risk Categories
The Business Risk Assessment includes the following categories of risk:

Underwriting

Claims

Strategic

Reserving

Counterparty / Credit Risk

e Emerging

e Market (including Investment, Asset-Liability Management, Liquidity and Concentration
risks)

e QOperational (to include)

Operational Controls

o Financial

o Information Technology

o Compliance / Regulatory / Legal

e @ @

o

Risk Rating

A rating for each risk is determined by assessing its probability (being the likely probability of an
occurrence) and impact being a financial assessment of the significance of the event if it occurs,
which includes reputational, legal/regulatory and other measures. Each is presented as a value
between 1 and 5 (1 being low and 5 being high) in line with a probability/impact matrix with
financial impact levels. Risks are defined as Red, Amber or Green according to a heat map to
assist the Board with the prioritisation of the management of risks and demonstrate the
importance of the mitigation or controls in place.

The assessment of each risk is on the basis of Inherent Risk and Residual Risk (i.e. the risk that
remains after taking into account the strength of current risk management procedures that are
in place).

All risks on the Business Risk Assessment are re-assessed on an ongoing basis and at least
annually by the Managers and by the Audit & Risk Committee. The Managers, in collaboration
with the Risk Officer consider the Business Risk Assessment in the light of changes to the
business plan.
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B.3. RISK MANAGEMENT SYSTEM (continued)

The Managers and Risk Owners

Each risk on the Business Risk Assessment has a Risk Owner whose responsibilities are:

To identify and evaluate the risks faced by the Company in the area for which the Risk
Owner is responsible, providing adequate information on the status of risks (including
substantive changes to or deterioration of existing risks and new or emerging risks and
loss/near miss events).

To implement and uphold policies and procedures on risk management and internal
control on a continuous basis.

To maintain continuous oversight of the status of risks and controls and initiate
improvements in design and operation of controls where required.

To consider the level of risk presented by any proposed initiative in furtherance of
business plan objectives.

To submit risk-based reports to meetings of the Managers.

To review the Business Risk Assessment and draw up recommendations for additions,
deletions and amendments.

To assess the probability of the risk occurring and its impact and recommend changes,
as appropriate.

To consider the effectiveness of the controls.

Key risks from Business Risk Assessment

A list of key risks has been compiled by the Company’s Board and senior management of the
Company based on their experience and expert judgement in running the business. This list
provides a high-level overview of the principal risks faced by the business which, individually or
in combination, may have a significant, substantial or catastrophic impact on the Company.

Own Risk and Solvency Assessment (“ORSA”)

Every year, and on an ad hoc basis if circumstances materially change, the Company prepares an
ORSA overview report. The ORSA is the process used by the Company to manage its financial and
solvency position over the period of its Business Plan and the ORSA overview report is the
culmination of this process into a report reviewed by the Board. As such, it is an intrinsic part of
the Company’s Business Planning Process.

The key elements of the ORSA process are:

An analysis of the Company’s recent performance
Assessment of the Company’s risk profile
Consideration of business planning and stress scenarios

The Audit & Risk Committee reviews the ORSA and recommends it for approval and use by the

Board.
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B.3. RISK MANAGEMENT SYSTEM (continued)
Own Risk and Solvency Assessment (“ORSA”) {continued)
The Board reviews the ORSA and considers appropriate action for the Company such as:

e Capital related decisions

e General Increase considerations

e Reassessment of risk profile and risk appetite
e Additional risk mitigating actions

The Assessments to date indicate that the Company is adequately capitalised.
Risk Controls

The Company’s Risk Management Framewark has been developed to manage risks across the
business, using internal control policies, procedures and processes to control risks.

Whereas ultimate control for each risk rests with the Board, day-to-day control is exercised by
the Risk Owners unless otherwise stated, as set out in the Business Risk Assessment.

Controls may:
e Prevent: controls that reduce the probability of the risk occurring. Examples are
separation of duties, mandated authorisation or automated processes.

e Detect: controls that monitor or identify the risk. Examples are reports or
reviews/audits or analyses.

e Mitigate: controls that reduce the impact of the risk. Examples are contingency plans
and all the contents of the Electronic Quality Management System (EQMS).

Controls may be proactive or reactive. Those that are proactive should reflect the business plan
objectives and seek not only to reduce the negative impact of risk but also increase the positive
potential in risk opportunity.

The nature of the controls implemented and the level of control exercised are based on the
assessment of probability of the risk occurring and its impact; the Company’s risk appetite; and
the cost of implementing controls relative to the significance of the risk.

The Risk Management Framework encompasses a number of elements that together facilitate an
effective and efficient operation, enabling the Company to respond to a variety of risks. These
elements include:

e Business planning and budgeting
The annual business planning and budgeting process is used to set objectives, agree
action plans, and allocate resources. Progress towards meeting business plan objectives
is monitored regularly.

e Risk based decision making
The Company embeds risk management thinking into all major decisions. Financial and
non-financial risks are identified as well as ways of managing them down to levels within
the Company’s risk appetite.
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B.3. RISK MANAGEMENT SYSTEM (continued)

Risk Controls {continued)

Policies and procedures

A series of policies underpin the internal control process in relation to risks. The Internal
Control Framework document sets out the Company’s underlying approach to internal
control. The Company’s Board sets the policies. EQMS procedures support the policies
where appropriate.

Early warning mechanisms
Early warning mechanisms are risk indicators that alert Risk Owners before a risk
crystallises so that proactive action can be taken to manage the potential hazard.

o Key risk indicators: Where possible, key risk indicators are generated. Key risk
indicators,  together with key performance indicators, provide
information/reports/financial indicators that are reviewed by the Risk Owners to
monitor the risk, give advance warning of a possible increased risk, and form
part of the management reporting structure.

o External data: Risk Owners review external sources of information, including
from or concerning the Company’s client marketplace, competitor information,
insurance market and rating agencies.

Together these factors are also taken into account in the process of identifying and
assessing new and emerging risks.

Contingency plans
The need for contingency plans is considered as part of the assessment of emerging risks
and subsequently reviewed as part of the annual risk management review process.

Internal audit programme

The internal audit plan is developed around the Company’s objectives on an annual basis,
using the Company’s assessment of risks as recorded in the Business Risk Assessment.
The planning for the internal audit programme takes into account the assessment by the
Risk Officer of the design and operational effectiveness of the risk management process
including controls. The work programme considers those controls in place to deal with
operational and regulatory risks.

Statutory audit

Statutory (external) audit provides an opinion on whether the financial statements give a
true and fair view of the state of the Company's affairs at the year-end and of its profit
or loss for the year just ended.

Third party reports

From time to time, the use of external consultants may be appropriate in areas such as
health and safety or human resources. The use of specialist third parties for consulting
and reporting can increase the reliability of the internal control system.
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B.3. RISK MANAGEMENT SYSTEM (continued)
Risk Controls (continued)

e Risk-based reporting
Risk-based reporting has been established throughout the business to maintain an
aggregated view of the risk profile of the business, including identifying emerging risks
and loss/’near miss events. This ensures that business planning, decision making and
operational processes are informed and responsive to change.

Material changes to existing risks, emerging or internal control failings or weaknesses
which require immediate action are the subject of interim reporting and consideration at
the appropriate forum, with remedial action implemented with immediate effect.

Risk Reporting Procedures

Risk Owners are required to provide on at least a six-monthly basis, reports on the risks for which
they are responsible, based on a template of questions compiled by the Risk Officer. Any
amendments to the Business Risk Assessment proposed by Risk Owners, such as changes to
controls or risk descriptions or potential amendments to the ratings form the basis of an annual
Risk Report to the Audit & Risk Committee which may then be escalated to the Board.

Risk Owners also identify operational risk loss or near miss events which are reviewed by the
Managers Management Committee and then recorded on the Company’s operational risk
database with remedial actions identified for which a completion date is set. The financial
consequences of loss events (including regulatory breaches) are also identified and also whether
the circumstances surrounding those events might give rise to a claim on the Managers’ E&Q

policy.

The professional indemnity insurance for the Thomas Miller group of companies is purchased
from Windsor Insurance Company Ltd, a wholly-owned subsidiary of Thomas Miller Holdings.
The limit of indemnity is £35m with a deductible of £10,000. Claims are dealt with in the Thomas
Miller office in the Isle of Man.

The ORSA overview reports are provided to the Board annually or more frequently, as
appropriate, giving information on the Company’s recent performance and its risk profile whilst
also providing consideration of business planning and scenario testing.

How the Risk Management System, including the Risk Management Function, are
implemented and integrated into the organisational structure and decision-making processes
of Bar Mutual

The various aspects of the Risk Management System have been described above. The Risk
Management Function is fulfilled by the Company’s Risk Officer who oversees risk management;
provides independent challenge; and has direct access to the Chairman of the Audit & Risk
Committee. The Risk Management Function maintains an organisation-wide and aggregated
view of the risk profile of the Company, including monitoring risk tolerances against appetite,
and advising on how risks might impact the business singly and in combination. Much of this
work is done through stress testing and scenario analysis for the ORSA process in collaboration
with the Actuarial Function. Responsibilities of the Risk Management Function are contained in
the Company’s Risk Management Framework.
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B.3. RISK MANAGEMENT SYSTEM (continued)

How the Risk Management System, including the Risk Management Function, are
implemented and integrated into the organisational structure and decision-making processes
of Bar Mutual (continued)

The organisation chart that appears in section B.1.5: “Reporting lines and responsibilities”
features the reporting and responsibility lines for the Risk Function. The integration of risk
management processes with business activities is performed through the requirement for
business function heads who are also risk owners on the Business Risk Assessment to focus on
risk management on an ongoing basis whilst ensuring that the risks for which they are
responsible remain within risk tolerance. This demonstrates the proactive application of risk
management techniques to support the business processes and decision-making for which they
are also responsible in their day-to-day insurance business activities.

In addition, there is a strong foundation of risk information available as described earlier in this
section relating to, for example, the Business Risk Assessment, the risk matrix, the risk appetite
statements and preferences and tolerances.

B.4. INTERNAL CONTROL SYSTEM

Internal control is defined as a continually operating process effected by the Company’s Board,
the Managers all staff and systems and designed to support the Company in achieving its
business plan objectives through efficient and effective operations and to protect its resources.

Each Risk Owner, as named in the Business Risk Assessment, is responsible for the application of
the Internal Control Framework and the design, development, implementation, documentation
and maintenance of effective internal control processes in their area and reporting thereon.

Control activities

Control activities are the actions taken or systems put in place to address business risks, protect
assets and ensure that all material control failures and issues are identified and managed. The
control activities are embedded into plans, policies, procedures, systems and business processes.
Their effectiveness relies on the level of compliance by management and staff.

The nature of the controls implemented and the level of control exercised are based on the
assessment of frequency and impact of the risk, the Company’s risk appetite and the cost of
implementing controls relative to the significance of the risk.

The following controls enforce the above:

Policies and procedures

Management information

System embedded controls

Premises and System security

e Segregation of duties

e Information processing

e Recruitment, performance management and training
e Contingency plans
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B.4. INTERNAL CONTROL SYSTEM (continued)

The Internal Control Framework as a whole and internal control processes individually are
monitored on an ongoing basis through the following mechanisms:

e Performance indicators

External data

Analyses and reconciliations

Regulatory compliance monitoring audits
Internal audits

® Procedure monitoring audits

B.5. INTERNAL AUDIT FUNCTION

Internal Audit is the “third line of defence” in the Company’s internal control framework,
established to provide independent assurance that the systems of internal control established by
management (“first line”) and the monitoring and oversight provided by the Risk Management
and Compliance Functions (“second line” ) are fit for purpose and operating effectively.

The objectives of the Internal Audit Function are to provide independent assurance that business
risks are identified and are being well managed and controlled by effective systems of internal
control.

The Internal Audit function of the Company is provided by the Managers who employ an
independent Head of Internal Audit (HIA) who in turn reports to the Board. The HIA may engage
third parties to conduct some Audits under his/her management if it is felt that specific technical
skills are required or where insufficient general audit resource is available.

Independence

The Internal Audit Function is independent from the organisationatl activities audited and free to
exercise its assignments without impairment and on its own initiative in all areas. It is not
authorised to carry out any operational work on behalf of any area of any business. The Head of
Internal Audit reports directly to the Chairman of the Audit & Risk Committee.

Development of plans

Audit Plans are developed by the internal Audit Function on a roiling three year basis, subject to
annual review and approval by the Board. The plan is designed to provide for all significant areas
of the business are to be audited during each three year period.

Planning

The Internal Audit Function will prepare an Audit Planning Memorandum (“APM”) for each audit,
which describes the scope of the Audit and the key risks to be addressed. There will be a formal
opening meeting at which the appointed audit team will meet relevant line management to

discuss the planned audit and agree the scope of work.

The finalised APM will be sent to relevant line management and copied to appropriate business
executives who have an interest in the outcome of the Audit.
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B.5. INTERNAL AUDIT FUNCTION (continued)
Execution

The audit team is responsible for conducting the fieldwork including performing whatever
control evaluation, substantive and compliance testing is deemed necessary. The Internal
Auditor leading the assignment will discuss any findings as they arise with appropriate
management to ensure that any misunderstandings or queries are dealt with as soon as possible.

An ‘end of fieldwork’ meeting will be held to confirm the factual accuracy of any control
weaknesses identified during the course of the fieldwork and the recommended remedial action
will be discussed at this meeting.

Reporting
A comprehensive Internal Audit report will be produced following completion of every Audit
engagement. This report will include a description of any control deficiencies identified as well as

the actions that have been agreed to be implemented to remedy these.

The report will include the names of the individuals responsible for remedial action and the date
by which such actions will be completed.

All Internal Audit reports will be given an overall control rating which will be based on the
severity of any individual control deficiencies identified.

The method of determining overall control rating for Audit reports and for individual control

weaknesses is described in the ‘TMIA Framework’ which is the methodology used by the Internal
Audit function.
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B.6. ACTUARIAL FUNCTION

The Company’s Board is ultimately responsible faor ensuring an effective Actuarial Function. This
function is performed by the Thomas Miller Actuarial Team, led by its Chief Actuary.

The Actuarial Function is independent of the Company’s management team and is therefore able
to undertake its duties in an objective, fair and independent manner. However, for operational
purposes, the Actuarial Function is integrated into the Company’s internal control system
through its interactions with the management team and attendance at meetings of the Board
and Board committees.

The Actuarial Function undertakes all responsibilities as required by Solvency ll, including:

e coordinating and overseeing the calculation of Solvency Il technical provisions;

e ensuring the appropriateness of the methodologies and underlying models used as well as
the assumptions made in the calculation of technical provisions;

e informing the Board of the reliability and adequacy of the calculation of technical
provisions;

e expressing an opinion on the overall underwriting policy;

e expressing an opinion on the adequacy of reinsurance arrangements; and

e contributing to the effective implementation of the risk management system including
capital requirements and the ORSA process.

B.7. OUTSOURCING

The Company has in place an outsourcing policy which is directed at services or activities which
are particularly important or critical to the Company’s business (material business activities).

Material business activities include the key functions of the Company’s system of governance,
i.e. Risk Management, Compliance, Actuarial and Internal Audit, and all functions or activities
that are fundamental to enable it to carry out its core business, including underwriting, claims
handling and investments.

A material business activity is one that has the potential, if disrupted, to have a significant impact
on the Company’s business operations or its ability to manage risks effectively.

Management outsourcing

The Company has no internal executive function and its management is wholly outsourced under
a management agreement to Bar Mutual Management Company (the “Managers”), which is a
wholly owned subsidiary of Thomas Miller.

In order to comply with its regulatory obligations, the Board has developed monitoring and

reporting procedures. The risk control and reporting procedures to be followed by the Managers
form part of their obligations under the management agreement.

Page | 30



BAR MUTUAL INDEMNITY FUND LIMITED

B.7. OUTSOURCING (continued)
Investment management outsourcing

Management of the Company’s investments is outsourced to Thomas Miller Investment Limited,
part of the Thomas Miller group of companies, under an investment management agreement.

The performance of the investment managers is reviewed by the Investment Committee at each
of its meetings and the Board receives a report from the Investment Committee at every Board
meeting.

Internal audit outsourcing

The Company’s internal audit function is outsourced to Thomas Miller Internal Audit, under a
written services agreement. The Internal Auditor has a direct reporting line into the Audit & Risk
Committee.

Oversight

The Board bears ultimate responsibility for outsourced functions, services, or activities and
related governance. The Board is supported by the Management Fee and Oversight Committee,
the Audit & Risk Committee and the Managers Management Committee which monitors the
activities of the Company, including outsourcing.

B.8. ANY OTHER INFORMATION

The Company considers that there is no other material information to be disclosed.
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C. RISK PROFILE

The key areas of risk affecting the Company can be classified as follows:

Underwriting Risk
Market Risk
Credit Risk
Liquidity Risk

e QOperational Risk

The Company has set out a number of risk appetite statements, which guide the implementation
of its business plan.

The following sections consider each of the Company’s risk categories. The key risks are
Underwriting Risk and Market Risk.

C.1. UNDERWRITING RISK

The Company’s main objective is to provide primary layer professional indemnity insurance for
self-employed barristers in England and Wales, and all persons regulated by the Bar Standard
Board (“BSB”), although, currently, in the absence of a regulatory requirement that all BSB
approved entities must insure with the Company, it is only prepared to consider the provision of
insurance to single person entities on a year by year basis and to multi person entities on a case
by case basis. The Company aims to meet its main objective by providing cover to its insureds at
economic rates with an outstanding claims handling service.

Underwriting Risk is the risk that the Company’s net insurance obligations (i.e. claims less
premiums) are different to expectations. The Company considers the risk of existing obligations
(Reserve Risk) separately to the risk of future obligations (Premium Risk). The Company uses
reinsurance to manage its Underwriting Risk. However, the Company is exposed to the risk that
the reinsurers do not pay the claims. This risk is covered under Credit Risk.

Reserve Risk is managed by the Company’s Reserving Policy. The Company has a low tolerance
for adverse developments in its claims reserves. This is reflected in the claims reserves for
statutory accounting purposes. Although the Company is a small entity, there is sufficient
volume of data to apply traditional actuarial and statistical methods to project future claims
outcomes.

Premium Risk is managed by the Company’s Underwriting Policy, which establishes underwriting
practices in order to meet business needs and satisfy regulatory control. This is supplemented
with business planning and forecasting exercises undertaken as part of the Company’s ORSA
process.

Risk Mitigation

Underwriting Risk is mitigated by the Company reinsurance programme. The Company has
reinsurance cover relating to claims and settlement costs of £250,000 in excess of £500,000
subject to a £500,000 aggregate deductible, £750,000 in excess of £750,000 subject to a
£750,000 aggregate deductible and £1,000,000 in excess of £1,500,000. It also has five
reinstatements free of additional reinstatement premium. Fees Breakout Cover is included with
policy limits of indemnity up to and including £2,500,000 purchased through the Reinsured,
£1,500,000 in excess of £3,250,000 ultimate net loss each and every claim, each insured Member.
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C.2. MARKET RISK

Market Risk arises through fluctuations in equity values, interest rates and corporate bond
spreads. Such movements will affect not only the Company’s investments, but also the value of
other assets and liabilities such as claims payments and reinsurance recoveries.

The Company has an Investment Policy in place to manage exposure to its investments, and this
is monitored by regular reports from the Investment Managers. Further discussion of this
arrangement is provided below under the “prudent person principle”.

The following table sets out a breakdown of the Company’s assets as reported in the Company’s
annual financial statements:

As at 31 March 2017 Total
£000

Fixed interest-Government 20,386
Fixed interest-Corporate 16,513
Equity & Alternatives 15,996
UCITS 26,601
Assets arising from reinsurance contracts 770
Debtors arising out of direct insurance 983
Cash at bank 7,131
Other 565
88,945

The Company’s Market Risk is dominated by Equity Risk. This is due to the Company investing a
large percentage of its assets in equities and alternative investments.

The Company’s Investment Strategy also allows investment in government and corporate bonds,
exposing it to interest rate and spread movements. However, this risk is significantly smaller than
that presented by the Company’s equity exposure.

Given that the Company’s assets and liabilities are all in Pound Sterling, it is not exposed to
Currency Risk.

The prudent person principle

Under the Company’s Investment Policy, all of the Company’s investments are invested and
managed in accordance with the ‘prudent person principle’, meaning that duties of the
Investment Managers are discharged with the care, skill, prudence and diligence that a prudent
person acting in a like capacity would use in the conduct of an enterprise of like character and
aims. More specifically:

* invested in assets and instruments whose risk can properly be identified, measured,
monitored, managed, controlled and reported;

* to ensure the security, quality and liquidity of the portfolio as a whole;

* appropriate to the nature and duration of the Company’s insurance liabilities;

* derivative instruments are possible if they contribute to a reduction of risks or efficient
portfolio management;

* unlisted investments and assets are kept to prudent levels; and
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C.2. MARKET RISK (continued)
The prudent person principle (continued)

* properly diversified to avoid excessive reliance on any asset, issuer or group, or
geographical area.

The Company’s funds are invested by the Investment Managers in accordance with parameters
set by an Investment Strategy. The Investment Strategy provides a framework to the Investment
Managers for the management and stewardship of the Company’s investment assets in
conformity with the business and investment objectives and sets the parameters within which
the Company’s assets may be invested. It is considered and approved by the Board on an annuali
basis and ad hoc as required and is subject to the Company’s Investment Policy.

C.3. CREDIT RISK

Credit Risk is the risk of loss in the value of financial assets due to counterparties failing to meet
all or part of their obligations.

The following table illustrates aggregate credit risk exposure for financial assets as reported in
the Company’s annual financial statements. The credit rating bands are provided by independent
ratings agencies:

As at 31 March 2017 AAA/AA A BBB or Total
less or
not rated
£'000 £'000 £'000 £'000
Fixed interest-Government 20,386 - - 20,386
Fixed interest-Corporate 3,439 13,074 - 16,513
Equity & Alternatives - - 15,996 15,996
UcaITS 26,601 - - 26,601
Assets arising from reinsurance contracts - 770 - 770
Debtors arising out of direct insurance - 983 - 983
Cash at bank - - 7,131 7,131
Other 284 - 281 565

50,710 14,827 23,408 88,945

As the Company’s claims tend to be small, typically the Company is not exposed to significant
reinsurance Counterparty Default Risk. However, if a large claim was to arise, the Company
could have a significant reinsurance default exposure. The Company’s objective is to reduce
Credit Risk through risk management techniques, which are discussed below:

e The reinsurance contract is reviewed annually before renewal.

e Exposure to reinsurance counterparties is mitigated by the Company only placing
reinsurances with counterparties which are rated ‘A’ or better.

e The Company limits any single placement to no more than 25% of the total cover.

e The Company's exposure to default risk is evaluated as part of the ORSA process.
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C.3. CREDIT RISK (continued)

Exposure to debtors is mainly in respect of calls and premium contributions. This is spread over
a number of Members and counterparties, which mitigates the risk.

Exposure to bank balances is more concentrated, with two main counterparties. This risk is
mitigated by placing funds surplus to normal operational requirements in money market funds
and other investments.

C.4. LIQUIDITY RISK

Liguidity Risk is the risk that the Company is unable to make payments as they become due. This
is managed by the use of liquid investments and minimum cash holdings required by the
Company'’s Investment Strategy.

The following table provides a maturity analysis of the Company’s financial assets representing
the date that a contract will mature, amounts are due for payment or the asset could be realised
without significant additional cost as reported in the Company’s annual financial statements:

As at 31 March 2017 Short  Within 2-5year Total

term lyear

assets

£'000 £'000 £'000 £000
Fixed interest-Government - 2,001 18,385 20,386
Fixed interest-Corporate - 7,399 9,114 16,513
Equity & Alternatives 15,996 - - 15,996
UcITs 26,601 - - 26,601
Assets arising from reinsurance contracts 100 300 370 770
Debtors arising out of direct insurance 983 - - 983
Cash at bank 7,131 - - 7,131
Other 565 - - 565

51,376 9,700 27,861 88,945

Reliance on expected future profit

As the Company is a mutual insurer, it does not aim to make “profit” from its activities. However,
surpluses or deficits may arise in the course of its operations due to actual experience being
different to expectations.

Given the holding in liquid assets, the Company does not rely on expected future surpluses to
ensure its liquidity.

The Company’s Solvency Il balance sheet as at 31 March 2017 recognises expected future
premium of £2.6 million from Members in its technical provisions in respect of outstanding
premium income for the 2017 policy year. Comparing this to the corresponding expected claims
outcome, reinsurance costs and associated expenses, this premium is expected to produce a
deficit of £0.099m. However, it should be noted that the Solvency Il balance sheet does not
reflect all future cash flows and the expected surplus (if any) over the year arising from this
premium would be different than this.
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C.5. OPERATIONAL RISK

Operational Risk relates to the failure of internal processes, systems or controls due to human or
other error.

In order to mitigate such risks the Company has engaged Thomas Miller Limited as Managers to
document all key processes and controls. This documentation is embedded into the organisation
and available to all staff. Compliance with the procedures and controls is audited on a regular
basis through the Internal Audit Function, which is directed and reviewed by the Board.

The Company is also protected against operational losses by the Thomas Miller Managers’ E&O
cover.

C.6. OTHER MATERIAL RISKS
The Company has not identified any other material risk that it considers necessary for disclosure.
C.7. STRESS AND SCENARIO TESTING

The Company carries out stress and scenario testing as part of Its risk management and ORSA
process.

The base case business plan forecast for the next 3 years is used as the starting point for
scenarios testing. The impacts of adverse scenarios are then evaluated. The results of these
evaluated as at 31 March 2017 are summarised below:

e Extreme policy year

o Attrition claims under £100k increased by 25%.

o Attrition claims between £100k and £250k increased by 50%.

o Two additional large claims of £1.5m each, arising from overseas work.

o This result in a net loss of £12m for the 2017 policy year compared with the current
business plan forecast of £9.5m.
This result in the Company’s forecast Tier 1 capital falling from £41.5m in 2020 to just
under £39m.
Extreme claims reserve deterioration
Net claims reserve deterioration of £4.3m.
This results in the Company’s accounting free reserves falling by this amount.
This result in the Company’s forecast Tier 1 capital falling from £41.5m in 2020 to just
above £37m.

[0}

O O O O

Multiple large losses
The Company incurs additional net claims of £1m in year 1 and £0.5m in year 2.
This result in the Company’s forecast Tier 1 capital falling from £41.5m in 2020 to £40m.

Repeat of large historical losses

Three large historical claims recur at the present time, allowing for inflation. This gives
losses of £4.2m, £4.2m and £1.9m.

This result in the Company’s farecast Tier 1 capital falling from £41.5m in 2020 to £40m.

O 0 00O 0 O0O0

Consecutive bad years
Net claims for the new policy year being £0.7m higher.
Net claims reserves deterioration of £2.5m.

O 0O 0O 0 O
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C.7. STRESS AND SCENARIO TESTING (continued)

o Investment returns being £2.2m lower.

Other losses (premiums, counterparty default, operational issues) of £0.2m.

o This result in the Company’s forecast Tier 1 capital falling from £41.5m in 2020 to
£30.3m, falling below the Company’s target range for capital under its risk appetite.

(e}

e Large losses from international work
o Two large claims occur of £3.5m and £2.0m.
o This result in the Company’s forecast Tier 1 capital falling from £41.5m in 2020 to
£40.5m.
e large losses from pensions work
o Two large claims occur of £3.25m and £1.75m.
o This result in the Company’s forecast Tier 1 capital falling from £41.5m in 2020 to
£40.5m.

e Increase in claims arising from entities

o Attrition claims totalling £0.1m in relation to the conduct of litigation.

o One large claim of £1.0m arising from a missed time limit on a high value personal injury
claim.

o Attrition claims totalling £1.0m arising from the flouting of the prohibition on handling
client money.

o This result in the Company’s forecast Tier 1 capital falling from £41.5m in 2020 to
£39.9m.

e Change in regulatory capital requirements
o A change in the definition of the exposure measure for Premium Risk on the Standard
Formula Solvency Capital Requirement.
o This result in the Company’s forecast Solvency Capital Requirement increasing from
£18.8m in 2020 to £21.3m.

Reverse Stress Tests

In addition to the above-mentioned scenarios, a reverse stress test was also considered:

e Termination of monopoly status.

o Loss of premium (before deferrals) of £7.7m.

o Reduction in rates in order to retain business, resulting in a loss of £1.5m.

o Maintain premium deferral rates of 27.5% for policy year 2017 and 25% thereafter to
reduce excess capital.

o Increase in claims of £1m due to retained business being worse risks than lost business.

o This result in the Company’s forecast Solvency Capital Requirement solvency ratio
increasing from 220.8% at 2020 to 234.5%. This is because the fall in premium and
associated claims exposure leads to a material reduction in the Solvency Capital
Requirement. However, over the longer term, the continued deficits would mean that
the Company would become uneconomical to operate.
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C.7. STRESS AND SCENARIO TESTING (continued)

It can be seen from the scenario and reverse stress tests outlined above that the Company is
very well capitalised, with only the most extreme and unlikely scenarios significantly affecting
the Company'’s ability to meet its regulatory capital requirements.

C.8. CONCENTRATION OF RISK

The Company writes large limits and therefore is in theory exposed to a concentration of risk
from related claims. This risk is partly mitigated by the Company’s reinsurance programme

including “clash cover” to allow such related claims to be treated as a single claim for
reinsurance purposes.

C.9. ANY OTHER INFORMATION

The Company has not identified any other material information that it considers necessary for
disclosure.
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D. VALUATION FOR SOLVENCY PURPOSES

D.1. ASSETS
Valuation of the Company’s assets {excluding technical provisions) as at 31 March 2017 in GBP
£'000's:

Solvency I | UK GAAP
Investments (other than assets held for index —linked and | 79,803 79,496
unit-linked contracts)
Insurance and intermediaries receivables 12 12
Reinsurance receivables 982 982
Cash and cash equivalents 7,109 7,131
Any other assets not elsewhere shown 269 554
Total 88,175 88,175

Refer to appendix 5.02.01.02 for a full Solvency Il balance sheet amounts.
The Company’s assets are valued using the following principles:

Investments

Investments are carried at market value. Market value is calculated using the bid price at the
close of business on the balance sheet date. The market value of foreign currency investments is
translated at the rate of exchange ruling at the balance sheet date.

Fair values of investments traded in active markets are measured at bid price. Where there is no
active market, fair value is measured by reference to other factors such as independent
valuation reports.

A financial instrument is regarded as quoted in an active market if quoted prices are readily and
regularly available from an exchange, dealer, broker, industry group, pricing service or regulatory
agency, and those prices represent actual and regularly occurring market transactions on an
arm’s length basis. If the above criteria are not met, the market is regarded as being inactive.

There is no material differences between the valuation used for Solvency purposes and the
valuation used in the Company’s financial statements.

There is no material differences between the valuation used for Solvency purposes and the
valuation used in the Company’s financial statements.

Receivables, trade not insurance

This balance includes sundry, short term receivable balances the value and settlement of which
contains little to no uncertainty. Due to the short-term nature of these items, the carrying
amount is considered to be a suitable proxy for its fair value.
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D. VALUATION FOR SOLVENCY PURPOSES (continued)
D.1. ASSETS (continued)

There are no material differences between the valuation used for Solvency purposes and the
valuation used in the Company’s financial statements.

Insurance and intermediaries’ recoverables

These represent balances that are due for existing insurance contracts. Due to the short term
nature of these balances, the carrying amount is considered to be a suitable proxy for its fair
value.

When these amounts are not yet due, they are included as a future cash flow in the calculation
of technical provisions.

These amounts are reviewed annually for impairment.

Under statutory accounting requirements, these balances are presented separately on the face
of the balance sheet whether they are due or not yet due.

Cash and cash equivalents

Cash and cash equivalents include cash at bank or in hand, deposits held at call with banks and
other short term highly liquid investments. The carrying value of these balances is considered to
be a suitable proxy for fair value.

There is no material differences between the vatuation used for Solvency purposes and the
valuation used in the Company’s financial statements.

Any other assets not elsewhere shown
These balances comprise sundry, short term receivables which are classified as sundry
receivables in the statutory financial statements.

Due to the short term nature of these balances, their carrying amount is considered to be a
reasonable approximation for fair value.

There are no material differences between the valuation used for Solvency purposes and the
valuation used in the Company’s financial statements.

D.2. TECHNICAL PROVISIONS

Net technical provisions as at 31 March:

£'000
2017
Gross best estimate 41,387
Reinsurance best estimate (2,168)
Risk Margin 2,359
Net technical provisions 41,578

Refer to appendices S.17.01.02 and $.19.01.21 for details on technical provisions.
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D. VALUATION FOR SOLVENCY PURPOSES (continued)
D.2. TECHNICAL PROVISIONS (continued)

The Company’s technical provisions are valued using the following principles:
Bases, methods and main assumptions

The technical provisions are valued using the methodology prescribed by the Solvency I
Directive and associated regulations. They consist of a “best estimate” of future cash flows
(claims, premiums and expenses), which are discounted in line with risk-free interest rates to
give the “present value” of those cash flows. Finally, a (market value) “risk margin” is added to
take the total to a notional market value (i.e. equivalent to the amount that insurance and
reinsurance undertakings would be expected to require in order to take over and meet the
insurance and reinsurance obligations).

The calculation of the different elements of the technical provisions is discussed below.
Claims

As the Company only offers professional indemnity cover for self-employed barristers and
entities providing barrister-like legal services, all claims are analysed together in one risk group.
Standard actuarial techniques are used to project claims cash flows including chain ladder and
Bornhuetter-Ferguson methods. The key assumptions relate to the initial expected claims cost
for each policy year and the projected notified claims development pattern. These methods are
considered appropriate given the longevity and stability of the Company and its claims handling
processes.

Allowance is also made for claims corresponding to the premium provision. These are valued
using the Company’s internal capital model. The key assumptions relate to the expected
frequency and severity of future claims.

The future claims cash flows are the most uncertain element of the technical provisions. The
uncertainty involved was discussed in section C.1 on Underwriting Risk.

Premiums

The premium cash flows in the technical provisions cover the premium payable but not yet due
on bound but not incepted business (corresponding to the premium provision).

Expenses

The technical provisions include expense cash flows incurred in servicing insurance obligations.
This includes both direct and overhead expenses, as well as investment management expenses.
The provision is calculated directly in respect of the provision for claims outstanding (for expired
business) and a corresponding amount is derived in respect of the premium provision {for bound
but not incepted business).

Page | 41



BAR MUTUAL INDEMNITY FUND LIMITED

D. VALUATION FOR SOLVENCY PURPOSES (continued)
D.2. TECHNICAL PROVISIONS (continued)

Risk margin

The risk margin is calculated based on the requirement to hold capital to meet the Solvency
Capital Requirement until all claims liabilities are settled and a prescribed cost-of-capital rate of
6% per annum. This calculation is based on the assumption that a “reference undertaking” takes
on the insurance obligations (and associated reinsurance arrangements). The Solvency Capital
Requirement in this context is made up of Underwriting Risk, Counterparty Default Risk and
Operational Risk only; assets are assumed to be invested in such a way that Market Risk will be
zero. The Solvency Capital Requirements in future time periods have been calculated based on
the expected run-off of Underwriting Risk and Operational Risk and assuming Counterparty
Default Risk runs off in line with the run-off of the best estimate reinsurance recoverables.

Reinsurance recoverables

This relates to the Company’s expected recoverables from its reinsurance arrangements at the
valuation date. Itis made up of two elements: reinsurance recoveries and reinsurance premiums.
These are valued on a consistent basis with the corresponding claims and premiums elements of
the technical provisions. In addition, an adjustment is made to take account of expected losses
due to default of the reinsurance counterparties.

Uncertainty in the technical provisions

The estimation of the ultimate liability arising from claims made under insurance contracts is the
Company’s most critical estimate. There are several sources of uncertainty that need to be
considered in the estimate of the liability that the Company will uitimately pay for such claims.
In calculating the estimated liability, the Company uses a variety of estimation techniques based
upon statistical analyses of historical experience which assumes past trends can be used to
project future developments.

In particular the following represents the main sources of uncertainty that may impact the
outcome of the Company’s technical provisions:

e Certain claims may turn out to be significantly longer or shorter tailed than the whole
book leading to an over- or underestimation of claims reserves. There is also uncertainty
around the numbers and average cost of these claims.

e There is potential for IBNER to deteriorate to a greater extent than allowed for in the
projections.

e New and unexpected claim types could impact the reserving methodology. This is partly
allowed for in the Company’s provision for events not in data.

e Uncertainty surrounding the development and cash flow patterns may impact the
outcome of the Company’s technical provisions.
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D. VALUATION FOR SOLVENCY PURPOSES (continued)
D.2. TECHNICAL PROVISIONS {continued)
Differences between GAAP and Solvency Il technical provisions

A reconciliation of UK GAAP technical provisions to Solvency Il technical provisions is provided
below:

Note Gross RI Net
£'000 £'000 £'000
UK GAAP technical provisions 35,854 770 35,084
Eliminate claims margins 1 (9,001) - (9,001)
Reinsurance gross-up 2 3,068 2,368 700
Adjustment to expense reserve 3 2,840 - 2,840
Provision for contracts bound but not incepted 4 8,399 (1,023) 9,422
Events not in data 5 798 115 683
Reinsurance counterparty default adjustment 6 (2) 2
Effects of discounting 7 (571) (59) (512)
Technical provisions before risk margin 41,387 2,168 39,218
Risk margin 1 2,359 - 2,359
Total Solvency Il technical provisions 43,746 2,168 41,578

Notes
1. Claims margins and Solvency Il risk margin

Since the Solvency Il technical provisions figure is a best estimate, margins for prudence are
removed under the Solvency Il valuation methodology. The Solvency Ii risk margin is intended to
represent a notional market value adjustment as discussed above.

2. Reinsurance gross-up

Within the Company’s financial statements, claims incurred but not reported are assessed net of
reinsurance. For the purposes of the Solvency Il balance sheet, the best estimate is calculated
separately for gross liabilities and reinsurance assets.

3. Adjustment to expense reserve

Unlike UK GAAP, Solvency Il recognises all expense cash flows incurred in serving insurance
obligations. This includes both direct and overhead expenses, as well as investment
management expenses. As such, an adjustment is made.

4. Provision for contracts bound but not incepted

Solvency |l valuation methodology requires contracts to be recognised when the insurer
becomes party to the insurance contract. Usually, an undertaking becomes a party to the
contract when the contract between undertaking and policyholder is legally formalised.

Nearly all of the Company’s policies are coterminous with its financial year. The consequence is
that nearly a full year's worth of business is recognised as Bound But Not Incepted (“BBNI”)
business. A provision on the Solvency Il balance sheet, known as the “premium provision”, is
thus made for future premiums, claims and expenses that relate to BBNI business.
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D. VALUATION FOR SOLVENCY PURPOSES (continued)

D.2. TECHNICAL PROVISIONS (continued)

5. Events not in data

Solvency Il requires that all possible outcomes be allowed for when setting the technical
provisions. Therefore, an additional provision needs to be made for "events not in data”, i.e.
potential adverse claims outcomes that have not been observed to date and hence are not taken
into account in assessing the claims provisions.

6. Reinsurance counterparty default adjustment

For the Solvency Il balance sheet, amounts recoverable from reinsurance counterparties must be
adjusted for the expected losses due to counterparty default. This adjustment approximates the
expected present value of the losses in the event of default, weighted by the probability of
default for each counterparty. Under current accounting bases, a provision for bad debts is only
made where there is objective evidence that a counterparty may default on its obligation.

7. Effects of discounting

Since Solvency Il technical provisions take into account the time value of money, an adjustment

is made for the discounting of all future cash flows, based on risk-free interest rates.

D.3. OTHER LIABILITIES

Valuation of the Company'’s other liabilities as at 31 March 2017

Solvency Il UK GAAP

£'000 £'000
Insurance & intermediaries payables 23 23
Reinsurance payables 444 444
Any other liabilities not shown elsewhere 545 11,043
1,012 11,510
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D. VALUATION FOR SOLVENCY PURPOSES (continued)
D.3. OTHER LIABILITIES (continued)

The Company'’s other liabilities are valued using the following principles:

Reinsurance payables

These represent balances that are due to be paid for existing reinsurance contracts. When these
amounts are not yet due to be paid, they are included as a future cash flow in the calculation of

reinsurance technical provisions.

Under statutory accounting requirements, these balances are presented separately on the face
of the balance sheet whether they are due or not yet due.

Insurance & intermediaries payables

These represent balances payable on insurance contracts. Due to the short term nature of these
balances, the carrying amount is considered a suitable proxy for fair value.

There is no material differences between the valuation used for Solvency Il purposes and the
valuation used in the Company’s financial statements.

Any other liabilities not elsewhere shown

These balances include all sundry payables and accruals. Due to the short term nature of these
balances, the carrying amount is considered a suitable proxy for fair value.

The main difference between the valuation used for Solvency Il purposes and the valuation used
in the Company’s financial statements is the inclusion of contributions received in advance of
£10.497m in UK GAAP, which in the Solvency Il balance sheet is valued as £Nil.

D.4. ALTERNATIVE METHODS OF VALUATION

The Company does not utilise any alternative methods of valuation.

D.5. ANY OTHER INFORMATION

The Company has not identified any other information that it considers material to be disclosed.
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E. Capital Management

E.1 Own funds

2017

£'000
SCR ratio 240%
SCR 19,004
Eligible capital 45,587
Excess / (shortfall) 26,583
MCR Ratio 793%
MCR 5,747
Eligible capital 45,587
Excess / (shortfall) 39,840
Tier 1 Basic own funds 45,587

As a mutual insurer with no share capital the Company’s capital structure consists of two types
of own funds:

1. Accumulated income and expenditure account reserve and reconciliation reserve, which falls
under Tier 1 and counts as Basic Own Funds (“BOF”). These funds may be fully utilised to
meet both the Solvency Capital Requirement (“SCR”) and the Minimum Capital Requirement

(”MCR”).

2. The Company’s Rules allow for Basic and Supplementary contributions from members. The
Company’s practice is to defer collection of some element of the Basic Contribution called
premium deferral. The Company retains its right to call upon the premium so deferred. Once
they had been received they would become Tier 1 loss absorbent BOF and therefore count as

Tier 2 Ancillary Own Funds for regulatory solvency purposes.

The Company has not applied for to the PRA for approval of the methodology to calculate
ancillary own funds (“AOF”).

Information, objectives, policies and processes for managing own funds

The Company’s abjective is to maintain its total capital resources (own funds) in line with its risk
appetite statement over the insurance cycle. This would mean that the capital resources exceed
the Company’s regulatory requirements. The Company forecasts its capital over a 3 year

planning horizon.
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E. Capital Management (continued)
E.1 Own funds (continued)
Material differences between equity as shown in the financial statements and the excess of

assets over liabilities
Below represents a reconciliation of UK GAAP reserves to Solvency |l equity reserves.

2017

£000
UK GAAP reserves 41,583
Solvency 1l gross technical provisions adjustment (7,892)
Solvency Il Rl technical provisions adjustment 1,398
Solvency Il creditor adjustment 10,497
Total Solvency Il basic own funds 45,586

The two most material adjustments to reserves are as a result of the differences in valuation of
technical provisions and the creditor adjustment. Refer to D.1 to D.3 for a discussion of the
differences between the bases.

E.2 Solvency Capital Requirement and Minimum Capital Requirement

The table below sets out the capital requirements for the Company as at 31 March 2017
together with the results as at 31 March 2016 for comparison.

2017

£000
SCR 19,004
Made up of
Underwriting Risk 13,659
Market Risk 7,494
Counterparty Default Risk 1,162
Operational Risk 1,242
Diversification effects (4,553)
MCR 5,747

The SCR has been calculated using the Solvency Il Standard Formula. It is not subject to
supervisory assessment, but it is subject to external audit. The Company does not use any
simplifications or undertaking specific parameters to calculate the SCR.

The main risks that drive the SCR are Underwriting Risk and Market Risk. Underwriting Risk
stems from the insurance risk that the Company assumes through the course of its normal
business activities. Market Risk stems from the Company’s investment holdings.

The overall SCR has increased by £1.2 million since last year, driven by an increase in Market Risk.
This has been slightly offset by a reduction in Counterparty Default Risk.

The inputs used to calculate the Company’s MCR can be found in appendix 5.28.01.01.
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E. Capital Management (continued)

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

This sub-module is not used by the Company.
E.4 Differences between the standard formula and any internal model used
The Company uses the Standard Formula for its Solvency Capital Requirement.

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

The Company has fully complied with the Minimum Capital Requirement and Solvency Capital
Requirement during the period under review.

Refer to section E.1 for results of the Minimum Capital Requirement and Solvency Capital
Requirement calculations.

E.6 Any other information

The Company considers there to be no other material information that should be disclosed.
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General information

Undertaking name

Undertaking identification code

Type of code of undertaking

Type of undertaking

Country of authorisation

Language of reporting

Reporting reference date

Currency used for reporting

Accounting standards

Method of Calculation of the SCR

Matching adjustment

Volatility adjustment

Transitional measure on the risk-free interest rate
Transitional measure on technical provisions

List of reported templates
$.02.01.02 - Balance sheet

$.05.01.02 - Premiums, claims and expenses by line of business

5.05.02.01 - Premiums, claims and expenses by country

$.17.01.02 - Non-Life Technical Provisions
$.19.01.21 - Non-Life insurance claims
S$.23.01.01 - Own Funds

Bar Mutual Indemnity Fund Limited
213800YBUJZS294UH118
LEI
Non-life undertakings
GB
en
31 March 2017
GBP
The undertaking is using local GAAP (other than IFRS)
Standard formula
No use of matching adjustment
No use of volatility adjustment
No use of transitional measure on the risk-free interest rate
No use of transitional measure on technical provisions

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

$.28.01.01 - Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity
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R0030
RO040
R0050
R0060
RO070
R0O08O
R0090
RO100
RO110
RO120
RO130
RO140
RO150
RO160
RO170
RO180
RO190
R0O200
RO210
R0220
RO230
RO240
R0250
RO260
R0270
R0280
R0290
RO300
R0310
R0320
RO330
RO340
R0350
RO360
R0370
RO380
R0O390

R0O400

R0410
R0420
RO500

$.02.01.02
Balance sheet

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

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

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

C0010

0
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20,473
16,710|
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=
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ol

0|

2,168
2,168
2,168

12
983
269

7,131
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R0510
R0520
RO530
R0540
R0550
R0560
R0570
R0580
R0590
R0600
R0610
R0620
R0630
R0O640
R0650
RO660
R0O670
R0680
RO690
RO700
RO710
R0O720
RO740
R0O750
RO760
RO770
RG780
RO790
RO800
RO810
RO820
R0830
RO840
RO850
RO860
RO870
R0880
R0900

R1000

$.02.01.02
Balance sheet

Liabilities

Technical provisions - non-life
Technical provisions - non-life (excluding health)
TP calculated as a whole
Best Estimate

Risk margin

Technical provisions - health (similar to non-life)
TP calculated as a whole
Best Estimate

Risk margin

Technical provisions - life (excluding index-linked and unit-linked)
Technical provisions - health (similar to life)
TP calculated as a whole
Best Estimate

Risk margin

Technical provisions - life (excluding health and index-linked and unit-linked)
TP calculated as a whole
Best Estimate

Risk margin

Technical provisions - index-linked and unit-linked
TP calculated as a whole

Best Estimate
Risk margin

Contingent liabilities

Provisions other than technical provisions
Pension benefit obligations

Deposits from reinsurers

Deferred tax liabilities

Derivatives

Debts owed to credit institutions
Financial liabilities other than debts owed to credit institutions
Insurance & intermediaries payables
Reinsurance payables
Payables (trade, not insurance)
Subordinated liabilities
Subordinated liabilities not in BOF
Subordinated liabilities in BOF
Any other liabilities, not elsewhere shown

Total liabilities

Excess of assets over liabilities
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2,359,

Oi

0

o oio o

23|
444
545
0

44,758

45,587,



A
AD120
RO130
e
AD200

RO210
RO720
ROZ30
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L1

L
Lo
RO330
L]
RO400

oy
RO420
s
RO440
RO500
L=t
R1200
R1300

5.05.01.02

Premiums, clalms and expenses by line of business

Non-life

Prowiums wrilten

Groa « Dedt usiness

Gross - Proportianal relnsurance accepled
Groas - Non-propartional reinsurance accepled
Belwrrry shiee

Net

Pramiums samed

Groas - Direct Business

Grass - Proportional reinstrance accepted
Gross - Non-proportional reinsurance accepted

et
Claims Incurred
lrean « Dt anihess

Garpas« Proporisansl svinvsance scorted:

Grass - Non-proportional reinswance accepted
Rruarery vhire

Net

Changas In ather technical provislons

Crons - Orext Buibiions

Grass - Proportional reinsurance accepted
Urim - ercjrrparntvieal srmwisasce sorpted
Relnsurers’ share

Net

incusred
Other expenies
Total expenses

Line of na
Marly Fira l
and
Medical Incoms | Workar' | Mater vehichy ey | OGemeral  Creditand | Legal
arpenie | protection | compenistien | lsbilty °I‘:'l‘|""::‘.‘" "’::"‘ oy ‘-:"" Ny | rurethlp | sl
\stance | bsurange | Wswrance | Insurance \ranipert | ISPMRMTY | inswrance | imursnce | injurance
e =] coma | coom o e oo coea coosn caioo [0

Mine,
financial loss

Line of business for: accapted non-proportianal

| Haalth

52

relnsuranca
Marina,
Casvalty | aviation and | Property
transport
|
[0 £018) <ol
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RO010

RO110
RO120
RO130
RO140
RO200

RO210
R0220
R0O230
R0240
RO300

RO310
R0320
RO330
RO340
R0400

RO410
R0420
RO430
R0440
RO500

RO550
R1200
R1300

5.05.02.01

Premiums, claims and expenses by country

Non-life

Premiums written

Gross - Direct Business

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

Net

Preamiums: earned

Graoss - Direct Busfness

Gross - Praportional relnsurance accepted
Grass - Nan-proportional relnsurance accepted
Reinsurers’ share

Net

Cluims incurred

Gross - Direct Business

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

Net

Changes in other technical provisians

Gross - Direct Business

Graoss - Proportional refnsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers’ share

Net

Expenses incurred
Other expenses
Total expenses

C0010

Home Country

o080

15.580]

2.545|
13,035/

15.560]

2,545,
13,035

5,035

343
4,602/

ol

0
ol

6,356]

€0020

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

ol

of

C0030

non-life obligations

0100

ol

al

53

0040 L0050 C0060

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

obligations
co1io0 €0120 0130
o; ol
0:
ol m
al 0

ol

C0070

Total Top 5 and
home country

C0140

15,580|
o|

o
2,545

13,035/

15,560/
i

{

[i
2,545,

13,035

5,035)

343
4,692

glealale

5,35&:
A2
6,778
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insurance

Tachnlcal provisions calculated az » whote

Fatal Srvonierablos iame pesmurase WY and Fivike B 4ftee
the ad)ustment for expected lowses due to caunterparty defavlt
asiociated to TP calculaled a5 a whele

Tachnlcal provirions ealculated
Best artimate
Pramium pravisions
Gross
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Tt ercavetabin B rimw bl /WY wd | et b
After She adfpiataneed B evpented vy dor e
counterparty defautt

Net Bent Extlmate of Fremium Proviiony
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Tt Fwcwves sk Vi vowee o o (0BT wind Hinite e
after the adjurtment for expected lowes due to
counterparty default

Net Bart Extlmate of Clalms Pravislans

Tetal hait ertiate - grun

Tetat bast aitimate - wot

Alsk margin

st of e Lramintenal an Techhial Previvians
Feeberesd Provtiesen caltidated st o whele

Best estimate

Ritk margin

Tachnical pravisions - tatal

ke Fram dainiul e CaMiRztAAFY and
Finlte Re aftar the adjurtmant for expactad lon
countarparty default - total
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5.19.01.21
Nen-Life insurance claims

Total Non-life business

20010 Accldent yaar / underwriting year Underwriting Year
Grons Clakmi Pald inen-cumulative)
(2bs0lute amount)
coato coo20 coose coo4s coos0 o050 cooo o090 o100 cot1o co170 <6190
Year Development year In Current Sum of years
0 1 1 4 5 L] 108 + year (:umul-nvub_
RO160 Pror | 1 1
R0150 N9 403) 1,728 20691 1565 666l 26| o2 esel Kl 0
RO170 N-8 7221 9111 1.352) 929 1,840 7991 4491 7l 2| = i
R0160 N7 7861 7381 1,926 1,5511 1,023) 661l 71 17l 7
rorso | wes el 2ol 24 2] 453 398 1532 1592
RG200 N-5 1,181! 6,664( 1.7251 1_4759_[ | 361| .
Roz1g N4 s Ll 451 1493 oL
RO220 N3 5| 1.6, 18 48
ROZ30 N2 1108 1.687| 1210
R0240 N-1 1165, 1,654, 1,854
RO250 N 1,406 1406 1,404
R0260 Total 2,423 4,134
[Grast Undiscounted Bast Extimate Clalms Provisiens
fatriniute amount)
o360
o200 cozio o220 o230 co240 ce2s0 co260 cozs0 0296 co3oo Year and
Year Development year (discounted
o 1 i 3 4 5 |. ¥ v 10& + data)
o100 | erior 1] !
RO160 N-9 ol ol L} [} o ol ol o o a | o
wiro| B ol al ol of ol of o af 1, m
RO180 N7 ui ni q'_. of L} L o Ll 67
Ro190 | N6 o] Ll i o o al 77 17
RO200 N5 qa of .I°i of 1,051 1,048
RO210 N-4 ol L] o' ol 2,141 2,124
rozzo | N3 0 0 0 2,548 2,520
RO230 N-2 o o; 3,590 3,554
R0240 N-1 of 7,194 !
RO250 N 10,526, 391
R0260 Total| 27016

S5




5.23.01.01
Own Funds

Baslc own funds bafore deduction for partictpations In other financlal secior as foresmn In article 68 of Delegatad Regulation 2015/35

R0010 Ordlnary share capllal (gross of own shares)

R0030  Share preinlum account refated Lo ordinary share capital

RO040  Inltlal funds, members' ibutions or the equivalent basi d T et iand ¥
ROE Sabardbisbed miiist mente wometi

ROD70 Surplus funds

D Brelerance shwes

70110 Share premium account related to preference shares

RO1I0 Reconcillatlon reserve

70140 Subordinated liablilies

RO160  An ainount equal to the value of net deferred Lax assets

RO1AD Other awn fund ilems appraved by Lhe supervisory authorlty as baslc own funds not specilled above

£0720 Own funds from tha Minanclal statemants that should not ba rapresentad by the raconcillation reserve and da not mast the criteria ta ba claciflad as Sotvancy Il awn funds

BIILD Deductboni for participatiees in Ananckal and credit tatitutien

P0290 Total basle own funds after deductions

Ancillary own funds
P30 Uepalid atind nsallionf srifary shase capital vallbde oo deriumd

A0310 Unpaid and uncalled [nltial (unds, members’ contributions or the equivalent basic own fund itein tor mutual and (nulual - type underiakings, callable on demand
R0120 Unpaid and uncalled preference shares callable on demand

RD330  Alegally bindlng commitment to subscribe and pay for subordinated liabillties an demand .
RO140 Letlers of eredll and guaranlees under Article 96(2) of the Directive 2009/138/EC

RO3S0 Lellers of credil and guarantees olher than under Article 9612) of the Directive 2009/138/EC |
RO360 Supplementary members calls under first subparagraph of Article 56(3) of the Directive 7009/138/EC

RO370 Supplemenlary members calls - other Lhan under fIrst subparagraph of Article 3613) of Lhe Directive 2009/138/EC
R0350 Other ancllary own funds

ROADD Total ancillary awn funds |

Available and eligible own funds
RO500 Tolal avallable awn lunds (o meel Lhe SCR
R0510 Tolal avallable own funds to meet lhe MCR
R0540 Tatal ellgible own funds Lo meet the SCR
BESHE Yot el st Nt o meet the MCR

RO580 SCR
I4LE Matho of Ellghle swi funds 10 S0t
A5445 Matlo of Eigible awn fusis to MCR

Recancillstion raserve. .
st Escos o syt over Usbiling I
RO710 Own shares (held directly and Indirecily)
R0720 Foreseeable dividends, distribullons and charges !
Ra710 Diher basic own fund leins |
ARl Adpntmeeed fex senbtiiied oo fusd e W rogett of matcheg siljusiment perticlics and ring fenced tusdy |
LT Mecancitiation reserve

Expacted prafits )
#2500 Exgrecied proliy mciuded in futseo peosiben (PP} - Life buviewy I
1A Espected prafits bibuded b fotien preemisny {EPFR) - Nobe file bovines i _“-I
RO790 Total Expectad profits ineluded In future premiume {EPIFP) |

lalsiois

slolcaa
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RO0O10
R0020
R0030
R0040
RO050
RO060

ROO70

RO100

RO130
RO140
RO150
RO160
R0200
RO210
R0O220

R0400
R0410
R0420
R0430
RO440

5.26.01.21
Solvency Capital Requirement - for undertakings on Standard Formuta

Market risk

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

Intangible asset risk
Basic Solvency Capital Requirement

Calculation of Solvency Capital Requirement

Operational risk

Loss-absorbing capacity of technical provisions

Loss-absorbing capacity of deferred taxes

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

Capital add-ons already set

Solvency capital requirement

Other information on SCR

Capital requirement for duration-based equity risk sub-module

Total amount of Notional Solvency Capital Requirements for remaining part

Total amount of Notional Solvency Capital Requirements for ring fenced funds

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

57

Gross solvency
capital requirement

0110
7,494
1,162|
o
ol
13,659|
-4,553

|
0'.
17,762

0100
1,242|

a
19,0045

19,004/

ol

al
ol

C0nBa

Simplifications

o090



RO010

R0020
R0030
R0040
R0O050
RO060
RO070
R0080
RO090
RO100
R0O110
R0O120
RO130
RO140
R0150
RO160
R0O170

R0200

RO210
R0220
R0230
RO240
R0250

R0O300
R0310
R0320
R0330
R0340
RO350

RO400

5.28.01.01

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

Linear formula component for non-life insurance and reinsurance obligations
MCRy,, Result

Medical expense insurance and proportional reinsurance

Income protection insurance and praportional reinsurance

Workers' compensation insurance and proportional reinsurance

Motor vehicle liability insurance and proportional reinsurance

Other motor insurance and proportional reinsurance

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

Credit and suretyship insurance and proportional reinsurance

Legal expenses insurance and proportional reinsurance

Assistance and proportional reinsurance

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

Non-proportional casualty reinsurance

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

Linear formula component for life insurance and reinsurance obligations
MCR, Result

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

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

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

Overall MCR calculation
Linear MCR

SCR

MCR cap

MCR floor

Combined MCR

Absolute floor of the MCR

Minimum Capital Requirement

58

Coo10

C0040

C0070

5,747

5,7471
19,004|
8,552,
4,751
5,747
3,332

5,747]

Net (of
reinsurance/SPV) best
estimate and TP

Net (of reinsurance)
written premiums in
the last 12 months

calculated as a whole
|

€0020 ' 0030

ololololoclolo]

39,21

| oo

‘Q

lololo

Net (of
reinsurance/SPV) best
estimate and TP
calculated as a whole

Net (of

capital at risk

0050 i 0060

reinsurance/SPV) totat I

13,035|






