


FINANCIAL CONDITION REPORT

for ALLIANZ RISK TRANSFER (BERMUDA) LIMITED

Allianz Risk Transfer (Bermuda) Limited (*ART Bermuda’ or the ‘Company’) is a core part of
Allianz Risk Transfer (*ART’), the centre of competence for alternative risk transfer business
within the Allianz Group. Our strategy is to provide tailored insurance, reinsurance and other
non-traditional risk management solutions to corporate and financial clients worldwide.

The Company’s core business segments are comprised of the following:

Capital Solutions

Capital Solutions is a Global Line of Business of Allianz Global Corporate & Specialty
(*AGCS’). Its purpose is twofold: 1) to act as a high margin profit generating unit for activities
performed on behalf of third party investor clients and 2) to act as an enabler of the expansion of
AGCS’ (and Allianz Group’s) underwriting appetite in partnership with investor clients.

The business activities of the AGCS Capital Solution group are aligned along the following three
core distinct but mutually reinforcing activities:

1) Insurance Management
e Portfolio Management Activities
2) Balance Sheet Services for Investors
e Fronting
e Financial Leverage
e Loss Development/Collateral release structures
e Clearing
3) Structuring and Strategic Investments for Allianz
e Managing Strategic Facilities; Climate Interface with Capital Markets
e Creating capacity structures with ILS Investors for expansion of Allianz group
appetite
e Innovating with new forms of risk to meet investor appetite (life, casualty, cyber)
e ldentifying and vetting strategic investment opportunities for Allianz in the ILS
space
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ART Line of Business

Our
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Business and Performance

The Company’s insurance business written by business segment and by geographical region for
the year ended December 31, 2018 was as follows (all figures in this section sourced from the
2018 BSCR):

Gross Premium Written Net Premium Written

Line of Business
Property Catastrophe $ 421,489,668 $ -
Property 111,341,516 17,573,241
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The Company’s investment performance by asset class for 2018 was as follows:

PIMCO Total Return Bond Fund (1.06)%
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Contacts and Structure

Insurance Supervisor:

Name: Bermuda Monetary Authority
Jurisdiction: Bermuda

Email Address: insuranceinfo@bma.bm
Phone Number: 441-295-5278

Group Supervisor

Organization: Federal Financial Supervisory Authority (“BaFin”)
Jurisdiction: Germany

Email address: www.bafin.de

Approved Auditor (to 2017)

Organisation: KPMG

Name: Damion Henderson

Jurisdiction: Bermuda

Email Address: damionhenderson@kpmg.bm
Phone Number: 441-294-2648

Approved Auditor (from 2018)
Organisation: PricewaterhouseCoopers
Name: Marisa Savage

Jurisdiction: Bermuda

Email address: marisa.savage@bm.pwc.com
Phone Number: 441-295-2000

Corporate Secretary

Organisation: Walkers Corporate (Bermuda) Limited
Name: Heather Kitson

Jurisdiction: Bermuda

Email Address: heather.kitson@walkersglobal.com
Phone Number: 441-242-1519

Ownership details:

Owner Name: Allianz Risk Transfer, Inc.
Owner Percentage: 100%

Group organisation chart is attached at Schedule A
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Governance Structure
Board and Senior Executive

The Board of Allianz Risk Transfer (Bermuda) Limited consists of five [5] Directors. Names,
roles and responsibilities for the Directors and Officers are as follows:

Thomas Schatzmann Director

Thomas joined Allianz Risk Transfer AG at its formation in 1997. After ten years of
service as global Head of Accounting, Thomas became Chief Financial Officer with
responsibility for Allianz Risk Transfer AG and subsidiaries in April 2007, serving on the
executive board of management since that time. In January 2019, he was appointed to the board
of directors of Allianz Risk Transfer (Bermuda) Limited. Thomas started his career with a
professional apprenticeship at Winterthur Insurance, Switzerland in 1982 and has worked for
more than thirty-five years in various roles within the insurance industry, primarily in an
international environment.

Douglas Randy Renn Director

Randy Renn has been the Chief Financial Officer, Allianz Global Corporate & Specialty
(AGCS) North America and a member of the company’s Board of Directors since 2007. Randy
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Risk Management and Solvency Self-Assessment

As a provider of financial services, Allianz Risk Transfer (Bermuda) Limited considers risk
management to be one of its core competencies. It is therefore an integral part of its business
process. The Company’s risk management framework is fully integrated into the risk
management framework of Allianz Risk Transfer AG and ultimately in the AGCS Group and
covers, on a risk-based approach, all operations including IT, processes, products, and
departments. The key elements of the risk management framework are:

e Promotion of a strong risk management culture, supported by a robust risk governance
structure.

e Consistent application of a risk capital framework (using the Bermuda Solvency Capital
Requirement model) to protect the company’s capital base and support effective capital
management.

e Integration of risk considerations and capital needs into management and decision-making
processes.

The framework ensures that risks are identified, analyzed, assessed, and managed in a consistent
manner. The risk appetite of ART Bermuda is defined by a risk strategy and limit structure.
Close risk monitoring and reporting allows detection of potential deviations from the risk
tolerance at an early stage.

For the benefit of shareholders and policyholders alike, the risk management framework adds
value through the following four primary components:

Risk underwriting and identification: A sound risk underwriting and identification framework
forms the foundation for adequate risk-taking and management decisions such as individual
transaction approvals and strategic asset allocations. The framework includes risk assessments,
risk standards, valuation methods, and clear minimum standards for underwriting.

Risk reporting and monitoring: The qualitative and quantitative risk reporting and monitoring
framework provides management with the transparency and risk indicators to help them decide
on our overall risk profile and whether it falls within delegated limits and authorities.

Risk strategy and risk appetite: The risk strategy defines the risk appetite of ART Bermuda. It
ensures that rewards are appropriate for the risks taken and that the delegated authorities are in
line with the overall risk-bearing capacity. The risk-return profile is improved through the
integration of risk considerations and capital needs into decision-making processes. This also
keeps risk strategy and business objectives consistent with each other and allows the company to
take opportunities within its risk tolerance.

Communication and transparency: Finally, transparent and robust risk disclosure provides the
basis for communicating this strategy to internal and external stakeholders, ensuring a
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tax. The capital planning process ensures that the business plan is in line with the Company’s
risk-bearing capacity.

Overall risk organization and roles in risk management

A comprehensive system of risk governance is achieved by setting standards related to
organizational structure, risk strategy and appetite, written policies, limit systems,
documentation, and reporting. These standards ensure the accurate and timely flow of risk-
related information and a disciplined approach towards decision-making and execution. Allianz
Risk Transfer (Bermuda) Limited, fully integrated in the risk governance framework of ART AG
and AGCS Group, adopts relevant policies, standards and functional rules of them.

As a general principle, the “first line of defense” rests with business managers. They are
responsible, in the first instance, for both the risks of and returns on their decisions. The “second
line of defense” is made up of independent oversight functions such as Risk, Actuarial,
Compliance and Legal. “Second line of defense” functions support, challenge and have the
oversight of business functions through proactive risk management. Internal Audit forms the
“third line of defense”.

The risk officer of Allianz Risk Transfer (Bermuda) Limited operates under the direction of the
AGCS Chief Risk Officer, and is independent from the business line management. The risk
officer supports the Company’s Board of Directors as the primary risk controlling body. The risk
officer maintains an independent risk oversight that includes all short and long term risks faced
by Allianz Risk Transfer (Bermuda) Limited and drives the development of an adequate risk
framework and a robust risk reporting. The risk officer shall be informed about all major risk
related decisions.

Principles for risk management

Risk management at Allianz Risk Transfer (Bermuda) Limited is based on a common
understanding of the risks and comprehensively defined risk management and control processes
with clear organizational structures, whereby the following principles apply.

Principle 1: Board of Directors is responsible for the risk strategy

The ART Bermuda Board of Directors is responsible for establishing and adhering to a risk
strategy for its respective business which is derived from, and consistent with, the AGCS Group
business strategy. The risk strategy reflects the tolerance of risk, and thereby the desired level of
confidence, in relation to clearly defined risk and performance criteria. The risk strategy is
reviewed at least once a year and, if deemed necessary, adjusted and communicated to all
impacted parties.
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Principle 7: Consistent and efficient monitoring

Risk appetite and risk strategy are transferred into standardized limit management processes
covering all quantifiable risks throughout the AGCS Group and taking into account the effects of
risk diversification and risk concentration. A clearly defined and strict limit breach reporting and
escalation process ensures that risk tolerance limits and target ratings for top risks (including for
non-quantifiable risks) are adhered to and that, as appropriate, remediation activities are taken
immediately if limits are exceeded. Early warning systems such as the monitoring of limits for
high risks and emerging risk assessment are established to identify new and emerging risks,
including complex risk structures, and identified risks are subject to continuous monitoring and
regular reviews.

Principle 8: Consistent risk reporting and risk communication

The risk officer of ART Bermuda generates internal risk reports at both predefined regular
intervals and on an ad hoc basis, which contain relevant, risk-related information in a clear and
concise form. Internal risk reporting is supplemented by duties of disclosure concerning
emerging risks relevant to external stakeholders or constituents (e.g. regulators, rating agencies,
shareholders, society).

Principle 9: Integration of risk management into business processes

Risk management processes are embedded wherever possible directly within business processes,
including strategic, tactical as well as day to day decisions impacting the risk profile. This
approach ensures that risk management exists foremost as a forward looking mechanism to steer
risk and only secondarily as a reactionary process.

Principle 10: Comprehensive and timely documentation

All relevant methods, procedures, structures and processes are documented in a comprehensive
and timely manner in order to ensure clarity and transparency.

Internal Controls

ART Bermuda has implemented a formalized internal control system, the Enterprise-wide Risk-
based Integrated Control (ERIC) System to manage significant operational risks to Allianz Risk
Transfer (Bermuda) Limited through control activities on an ongoing basis and to ensure
effectiveness of key controls at all times. In compliance with legal and regulatory as well as
Allianz SE requirements, and following internationally recognized control frameworks such as
Committee of Sponsoring Organizations of the Treadway Commission (COSO) this approach is
designed to ensure that:

- The achievement of strategic business objectives is effectively supported and ART
Bermuda’s ability to conduct business is safeguarded
- Governance elements and business operations are effective
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- Internal and external financial reporting and regulatory reporting processes produce
complete and accurate information to support effective internal management decisions
and to meet expectations of external stakeholders

The ERIC System formalizes key controls required to mitigate significant operational risks to
Allianz Risk Transfer (Bermuda) Limited. A holistic view on these risks and controls is
facilitated, and reasonable assurance is provided to The Board of Allianz Risk Transfer
(Bermuda) Limited with regards to meeting the above objectives. Through the harmonized
approach when engaging with the individual functions for operational risk and control
assessments, the ERIC System also fosters the collaboration and information sharing across the
Key Governance Functions: Compliance, Risk Management, Actuarial and Internal Audit.

Furthermore, the ERIC System creates risk and control awareness across the organization and
provides transparency with respect to risk and control ownership. The quality of key controls is
assessed in a structured and efficient manner. Supported by an effective Operational Risk
Management Framework, potentially significant operational risks are identified early and
measures are taken to avoid or mitigate these risks, in order to meet the operational risk tolerance
defined by The Board of Allianz Risk Transfer (Bermuda) Limited through the Allianz Risk
Transfer (Bermuda) Limited Top Risk Assessment.

The following key principles are the basis of the ERIC System:

e Focus on significant risks

e Focus on key controls

e Foster and enhance a positive risk and control culture
e Effectiveness of key controls
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coordinated by the ART Risk Management function. Various aspects are considered in this

context to ensure comprehensiveness particularly the consideration of known weaknesses of
controls and processes.

Integrated Risk and Control Assessments and Remediation Based on expert judgment, the
inventory of ERIC risks and controls is regularly reviewed and updated. In particular all in-

Page | 19



Page | 20



others, the Actuarial Function provides several inputs and conducts stress tests and scenario
analysis for the Solvency Capital calculations under the BSCR and EBS capital models.

Outsourcing

The Company follows the standards of the AGCS Outsourcing policy. Allianz defines
Outsourcing as an arrangement between an Outsourcing Operating Entity (‘OE’) and a different
legal entity (Provider), be it Allianz Group internal or external, by which that Provider performs
a certain process or activity (Function or Service) for a period of time, which would otherwise be
performed by the Outsourcing Operating Entity itself. As a result, the arrangement transfers the
operational tasks of the activity to the Provider.

The Outsourcing process consists of four major phases:

e Decision phase

e Implementation phase
e Operational phase, and
e Exit phase

Group guidance includes the following:

It is incumbent on the Outsourcing OE to remain fully responsible for the proper execution of the
outsourced Functions and Services as if the outsourced Functions and Services had not been
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Risk Profile

Key risks/risk categories:

Allianz Risk Transfer (Bermuda) Limited is exposed to quantifiable and non-quantifiable risks.
Quantifiable risks consist of the following risk categories: market risk, credit risk, underwriting
risk and operational risk. Non-quantifiable risk categories are: liquidity risk, business risk,
reputational risk and strategic risk.

Market risk comprises fixed income risk, equity risk, interest rate risk, currency risk and
concentration risk. Fixed income risk reflects investment risk from fixed income instruments.
Equity risk results from fluctuation in the value of or the income from equity investments.
Interest rate risk refers to risk resulting from interest rate changes. Currency risk stems from
movements in foreign currency exchange rates. Concentration risk means the risk of exposure to
losses associated with inadequate diversification of portfolios of assets or obligations.

Credit risk includes the risk of loss arising from an inability of Allianz Risk Transfer (Bermuda)
Limited to collect funds from debtors.

Underwriting risk (synonymously called insurance risk) consists of premium risk, reserve risk
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Allianz Risk Transfer (Bermuda) Limited has adopted the AGCS Risk Policy. The Risk Policy
defines the broad risk categories described above, which are observed throughout the
management and reporting of risks. The approach for risk mitigation depends on the risk
category.

Minimum and target capital ratios for quantifiable risks:

Quantifiable risks (i.e. insurance risk, market risk, credit risk and operational risk) are captured
in the BSCR model. For managing the BSCR capital adequacy of ART Bermuda and to ensure
adequate capitalization at all times, even following a significant adverse event, minimum (“red”)
capital ratios and target (“amber”) capital ratios are defined. The Minimum Capital Ratio
represents a capitalization level above the external capital requirements that is targeted to not be
breached. It is defined in such a way that the buffer over the external capital requirements
adheres to the following. Itis:

- large enough such that a breach of the Minimum Capital Requirement does not generally
occur in tandem with a breach of the external capital requirement so as to require
remediating capital management actions

- while not being too large to avoid an unnecessary level of prudence of the Management
Ratio.

The target capital ratio is defined in such a way that there is a reasonable buffer over the
Minimum Capital Requirement taking into consideration the typical volatility of the capital ratio,
plausible stress scenarios as well as the availability of remediation measures and the timeliness
of their implementation.

Adherence to the minimum and target capital ratios is monitored at least annually by the ART
Corporate Finance & Treasury Function (CF&T). If the capital ratio drops below the target
capital ratio, an action plan is established and followed to ensure that the capital ratio does not
decrease further to or below the minimum capital ratio, and how to increase the capital ratio
above the target capital ratio in the mid-term (1 year). If the capital ratio drops below the
minimum capital ratio an action plan is set up to ensure that the capital ratio increases above the
target capital ratio in the mid-term (1 year).

Quantitative limits for underwriting risk:

Quantitative limits for insurance risks are defined in the Risk Strategy of ART AG. The limits
refer to 1-in-10 year and 1-in-50 year deviations from the ART AG operating profit driven by
insurance risk and a limit for the P&L impact resulting from a 1-in-250 year natural catastrophe
event.

Adherence to the limits is monitored on a quarterly basis. If any limits are breached, an action
plan is set up to resolve the limit breach mid-term (1 year).
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Stress Testing and Sensitivity Analysis

Stress testing and sensitivity analyses are performed as part of the annual BSCR submission in
line with the guideline for stress/scenario analysis for class 3A (re)insurers published by the
BMA. This analysis includes stress scenarios predefined by BMA covering e.g. a financial
market stress, a rating downgrade of Allianz Risk Transfer (Bermuda) Limited and aggregate
worst-case aggregate loss scenarios. Moreover, the analysis covers underwriting scenarios
defined by Allianz Risk Transfer (Bermuda) Limited and a reverse stress test scenario.

The worst case financial market scenario is the stress event R2 described in the guideline for
stress/scenario analysis for class 3A (re)insurers published by the BMA. This stress is related to
investment holdings in investment holdings that cannot be characterized as equity, bonds, cash,
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Solvency Valuation

The valuation bases, assumptions and methods used to derive the value of each asset class are as
follows:

Cash and cash equivalents are carried at cost.

Quoted investments: Fixed maturity investments are classified as available for sale and recorded
at fair value. Changes in unrealized gains or losses, net of related tax effects, are reflected in the
statutory statement of capital and surplus. The fair value of fixed maturity securities is based
upon quoted market values where available, “evaluated bid” prices provided by third party
pricing services (“pricing services”) where quoted market values are not available, or by
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amounts to USD 49.4m as per year end 2018. Since the book of business has not changed much
compared to previous year, the uncertainty within the estimation of the best estimate reserves
remains mostly unchanged compared to previous year, and is overall at a moderate level.

Recoverables from reinsurance contracts includes the unearned portion of premiums written on
ceded reinsurance contracts and loss reserves recoverable under those contracts.

Other liabilities are recorded at the payable amount, or, in the case of accruals, the unexpired
portion of an accrued expense.
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Capital Management
Eligible Capital

The Company uses the BSCR model to determine capital needs for business planning. There
have been no material changes during the course of the reporting period.

The Company’s eligible capital by categories is as follows:
Tier 1 Basic Capital

Fully paid common shares $ 120,000
Contributed Surplus 49,880,000
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Subsequent Event

No significant events have occurred since the balance sheet date up to the date of filing this
report.
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