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1. EXECUTIVE SUMMARY

The current harmonised European Union regulatory regime for insurance companies, known as
Solvency Il, came into force with effect from 1 January 2016. This report is the fifth Solvency and
Financial Condition Report (“SFCR”) that Aetna Insurance Company Limited (“AICL” or “the
Company”) has been required to publish under the Solvency Il regime. This report covers the following
in relation to the Company during the reporting period 1 January 2020 to 31 December 2020 (the
“Reporting Period”): its Business and Performance, its System of Governance, its Risk Profile, its
Valuation for Solvency Purposes and its Capital Management. The Company reports its financial results

in United Stated Dollar (“USD” or “S$”) and the figures stated herein are accordingly USD.

AICL Business

The Company is a UK authorised and regulated insurance company which forms part of the Aetna
International division (“Aetna International”) of the CVS Health Corporation Group of companies
(“CVS Group”).

The Company supports the Aetna International strategy to provide international private medical
insurance (“IPMI”) contracts to individuals and groups throughout the global market including Europe,
the Middle East, Asia and Africa, including sales through its authorised branch in Singapore. The
Company accepts business on a direct basis and on a reinsurance basis from business partners in those

territories where the Company is not permitted to write business directly.

All IPMI plans sold by the Company are short term in nature and renewable by invitation on an annual

basis. There are two types of pricing structure:
a) Community rated

Community rated products include a pricing structure for a single population, with different price
points depending on age and location. These will typically be purchased by individuals and small

employer sponsored groups.
b) Experience rated

Experience rated products are offered to larger employer sponsored groups (100 + employees), where
a target claims fund is set by reference to the historical claims experience. The claims fund for each

experience rated group is reviewed on an annual basis.

The plan designs include a common architecture and structure for benefit tables, which facilitate the

performance of claims analytics across the entire Aetna International book of business.



The cost of medical treatments can be assessed and compared across the multiple locations, with the
Company approving annual premium increases to cover medical cost inflation for the Company’s
products and/or to correct the Company’s claims exposure for experience rated groups. Premium
adjustments are calculated and are effective from the date any changes are made to the number of

employees or family members covered under the annual policies.

Business Performance

The earned revenue for the year was $322,518k (2019: $325,672k) and the underwriting result was
$114,962k (2019: $104,481Kk). Slower new business growth impacted earned revenue, whilst at the
same time strong retention rates and reduced medical insurance claims costs contributed to the
increase in the underwriting result. Total costs were $103,590k (2019: $101,332k). The service entity
costs are broadly in line year on year with inflationary increases compensated with a reduction to the
costs incurred for professional services. The Group continues to maintain a tight discipline over

recurring costs.

The Solvency Il technical provisions were $136,253k (2019: $143,568k) and the main reason for the
reduction relates to a reduction in insurance receivables between 2019 and 2020, as premium
collection in 2020 was strong, evidenced by increased cash balances at end 2020. Although retention
rates and underwriting performance were strong through the Coronavirus pandemic, the expected

level of growth was not achieved.

Capital Management

The Company currently uses the Solvency Il Standard Formula to calculate its solvency capital
requirement. The Company has a mono-line product with contracts renewable on an annual basis.
The Company also reviews its capital requirements against capital models from rating agencies and its
Board of Directors is satisfied that the Solvency Il Standard Formula is, and remains, the most

appropriate method for determining its solvency requirements.

The Company’s Solvency Capital Requirement (under the Solvency Il Standard Formula) at 31°%
December 2020 is $81,241k (2019: $84,944k). The Company has $203,790k (2019: $187,845k) of
eligible capital resources to meet its Solvency Capital Requirement, providing a surplus of $122,548k

2019: $102,901k) and a solvency ratio of 251% (2019: 221%).
( $102, ) y ( )

There has been strong retention of customers during 2020 and the underwriting margin has increased

because of suppressed claims activity during government enforced lockdowns to combat the spread
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of the Coronavirus. The total service company costs have remained stable year-on -year, with some
savings accruing from reduced travel and lower office consumables during lockdown periods. All Aetna

offices remained open, but with reduced occupancy in accordance with government guidelines.

The solvency capital requirement is $81,205k (2019: $84,944k), which has resulted in a healthy

solvency capital surplus to fund expected growth in future periods.

T1. Aetna Insurance Company Limited

Solvency Capital Summary at 31% December 2019

Total eligible Own Funds 203,790 187,845
Standard Formula for Solvency Capital Requirement 81,241 84,944
Surplus 122,548 102,901
Solvency Ratio 251% 221%

The Board is satisfied with the capital management process in place to ensure the Company meets its
regulatory capital requirements and rating agency expectations and that it continues to do so as its

business grows.
System of Governance

The Board of directors of the Company (“Board”) has overall responsibility for ensuring that the
Company has an effective system of governance. It is responsible for overseeing the conduct of the
Company’s business and supervising the executive team which is responsible for its day to day
management. The Board manages its affairs in accordance with the constitution of the Company, its
terms of reference and the legal & regulatory framework in which the Company operates. The Board
is supported by an Audit & Risk Committee, which was convened and operated in accordance with its
terms of reference. There were no material changes to the terms of reference for the Audit & Risk

Committee during the period.

The Company operates a three lines of defence internal control system with the business acting as the
first line of defence (owning/ managing risks and implementing controls); compliance and risk
management as the second line (monitor and challenge the first line controls); and internal audit as
the third line of defence (providing independent assurance to the Board on the effectiveness of the

Company’s governance, risk management, and internal controls).

The Company’s risk management system is fully integrated into the strategic planning and annual

business plans approved by the Board. The Own Risk & Solvency Assessment process provides the

5



Board with updates on the Company’s risk profile and assists it to capital plan over a three-year
horizon. A risk scorecard is used to report on risk tolerances and provide the baseline for risk scenario

testing.



2. DIRECTORS' RESPONSIBILITY STATEMENT

The Board is responsible for ensuring that this SFCR has been properly prepared in all material

respects with the Prudential Regulation Authority rules ("PRA Rules") and Solvency Il Regulations.

The Board is satisfied that:

(a) throughout the Reporting Period to which this SFCR relates, the Company has complied in all

material respects with the PRA Rules and the Solvency Il Regulations as applicable to it; and

(b) itis reasonable to believe that, at the date of publication of this SFCR, the Company has

continued to so comply, and will continue to so to comply in the foreseeable future.

On behalf of the Board

/_f_ B e

SRR
[ _/' ¥

Damian Lenihan
Chief Executive Officer

8th April 2021



EXTERNAL AUDITORS’ REPORT

Report of the independent external auditor to the Directors of Aetna Insurance Company Limited
(‘the Company’) pursuant to Rule 4.1(2) of the External Audit Part of the PRA Rulebook applicable
to Solvency Il firms

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 the Company as at 31
December 2020:

e The ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the Solvency
and Financial Condition Report of the Company as at 31 December 2020, (‘the Narrative
Disclosures subject to audit’); and

e Company templates S.02.01.02, 5.17.01.02, S23.01.01, S.25.01.21, S.28.01.01 (‘the
Templates subject to audit’).

The Narrative Disclosures subject to audit and the Templates subject to audit are collectively referred
to as the ‘relevant elements of the 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 5.05.01.02, S.05.02.01, S.19.01.21; and

o the written acknowledgement by management of their responsibilities, including for the
preparation of the Solvency and Financial Condition Report (‘the Responsibility Statement’).

To the extent the information subject to audit in the relevant elements of the Solvency and Financial
Condition Report includes amounts that are totals, sub-totals or calculations derived from the Other
Information, we have relied without verification on the Other Information.

In our opinion, the information subject to audit in the relevant elements of the Solvency and Financial
Condition Report of Aetna Insurance Company Limited as at 31 December 2020 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.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)),
including ‘ISA (UK) 800 (Revised) Special Considerations — Audits of Financial Statements Prepared in
Accordance with Special Purpose Frameworks’ and ‘ISA (UK) 805 (Revised) Special Considerations -
Audits of Single Financial Statements and Specific Elements, Accounts or Items of a Financial
Statement’. Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the relevant elements of the Solvency and Financial Condition Report
section of our report. We are independent of the Company in accordance with the ethical
requirements that are relevant to our audit of the Solvency and Financial Condition Report in the UK,
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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

In auditing the relevant elements of the Solvency and Financial Condition Report, we have concluded
that the Director’s use of the going concern basis of accounting in the preparation of the Solvency
and Financial Condition Report is appropriate. Our evaluation of the Directors’ assessment of the
Company’s ability to continue to adopt the going concern basis of accounting included.

¢ confirming our understanding of management’s going concern assessment process and
obtaining management’s assessment which covers 12 months from the date of approval of
the financial statements;

¢ challenging the assumptions used in management’s forecast and determining that the
models are appropriate to enable management to make an assessment on the going
concern of the Company;

¢ assessing the accuracy of management’s forecast by testing the inputs and the clerical
accuracy;

¢ evaluating the liquidity and solvency position of the Company by reviewing base case
liquidity and solvency projections that incorporate an estimated view of the impacts of
COVID-19;

¢ with support from actuarial team, obtaining and reviewing the latest Board approved
ORSA, assessing whether the stress testing included in the ORSA was reasonable and
considering the solvency position under each stress scenario;

¢ evaluating management’s forecast analysis to understand how severe the downside
scenarios would have to be to result in the elimination of solvency headroom and concluded
the likelihood of such severe downside scenarios to be remote;

e assessing the plausibility of available management actions to mitigate the impact of the
key risks by comparing them to our understanding of the Company;

¢ performing enquiries of management and those charged with governance to identify risks
or events that may impact the Company’s ability to continue as a going concern. We also
reviewed management’s assessment as approved by the Board, minutes of meetings of the
Board and its committees, and made enquiries as to the impact of COVID-19 on the
business; and

¢ assessing the appropriateness of the going concern disclosures by comparing the
consistency with management’s assessment and for compliance with the relevant reporting
requirements.

Based on the work we have performed, we have not identified any material uncertainties relating to
events or conditions that, individually or collectively, may cast significant doubt on the Company’s
ability to continue as a going concern for a period of 12 months from when the relevant elements of
the Group Solvency and Financial Condition Report are authorised for issue.



Our responsibilities and the responsibilities of the Directors with respect to going concern are
described in the relevant sections of this report. However, because not all future events or conditions
can be predicted, this statement is not a guarantee as to the Company’s ability to continue as a going
concern.

Emphasis of Matter — Basis of Accounting & Restriction on Use

We draw attention to the ‘Valuation for solvency purposes’, ‘Capital Management’ and/or other
relevant disclosures sections of the Solvency and Financial Condition Report, which describe 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.

This report is made solely to the Directors of the Company in accordance with Rule 2.1 of the External
Audit Part of the PRA Rulebook for Solvency Il firms. Our work has been undertaken so that we might
report to the Directors those matters that we have agreed to state to them in this report and for no
other purpose.

Our opinion is not modified in respect of these matters.
Other Information

The Directors are responsible for the Other Information contained within the Solvency and Financial
Condition Report. 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.

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 course of the audit, or otherwise appears to be
materially misstated. If we identify such material inconsistencies or apparent material misstatements,
we are required to determine whether there is a material misstatement in the relevant elements of
the Solvency and Financial Condition Report themselves. If, based on the work we have performed,
we conclude that there is a material misstatement of this Other Information, we are required to report
that fact. We have nothing to report in this regard.

Responsibilities of Directors for the Solvency and Financial Condition Report
The Directors are responsible for the preparation of the 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.

In preparing the Solvency and Financial Condition Report, the Directors are responsible for assessing
the Company’s ability to continue in operation, disclosing as applicable, matters related to its ability
to continue in operation and using the going concern basis of accounting unless the Directors either
intend to cease to operate the Company, or have no realistic alternative but to do so.
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Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

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 the financial
reporting provisions of the PRA Rules and Solvency Il regulations on which they are based.

Our objectives are to obtain reasonable assurance about whether the relevant elements of the
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.

Explanation as to what extent the audit was considered capable of detecting irregularities, including
fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect irregularities, including fraud.
The risk of not detecting a material misstatement due to fraud is higher than the risk of not detecting
one resulting from error, as fraud may involve deliberate concealment by, for example, forgery or

intentional misrepresentations, or through collusion. The extent to which our procedures are capable

of detecting irregularities, including fraud is detailed below.

However, the primary responsibility for the prevention and detection of fraud rests with both those

charged with governance of the company and management.

e We obtained a general understanding of the legal and regulatory frameworks that are
applicable to the company and determined that the direct laws and regulations, related to
elements of company law and tax legislation, and the financial reporting framework. Our
considerations of other laws and regulations that may have a material effect on the financial
statements and the Solvency and Financial Condition Report included permissions and
supervisory requirements of the Prudential Regulation Authority (‘PRA’) and the Financial
Conduct Authority (‘FCA’).

e We obtained a general understanding of how the Company complies with these legal and
regulatory frameworks by making enquiries of management, internal audit, and those
responsible for legal and compliance matters. We also reviewed correspondence between the
Company and UK regulatory bodies; reviewed minutes of the Board and the Audit and Risk
Committee; and gained an understanding of the Company’s approach to governance,
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demonstrated by the Board’s approval of the Company’s governance framework and the
Board’s review of the Company’s risk management framework (‘RMF’) and internal control
processes.

e For direct laws and regulations, we considered the extent of compliance with those laws and
regulations as part of our procedures on the related items in the financial statements and the
Solvency Il balance sheet.

e For both direct and other laws and regulations, our procedures involved: making enquiry of
those charged with governance and senior management for their awareness of any non-
compliance of laws or regulations, inquiring about the policies that have been established to
prevent non-compliance with laws and regulations by officers and employees, inquiring about
the company’s methods of enforcing and monitoring compliance with such policies and
inspecting significant correspondence with the FCA and PRA.

e We assessed the susceptibility of the Company’s financial statements and the Solvency and
Financial Condition Report to material misstatement, including how fraud might occur, by
considering the controls that the Company has established to address risks identified by the
entity, or that otherwise seek to prevent, deter or detect fraud. We also considered areas of
significant judgement, and the impact these have on the control environment. Where this risk
was considered to be higher, we performed audit procedures to address each identified fraud
risk, including the procedures over the actuarial assumptions used to calculate the technical
provisions as well as testing manual journals over revenue accounts. These procedures were
designed to provide reasonable assurance that the financial statements and the Solvency and
Financial Condition Report were free from fraud or error.

e The Company operates in the insurance industry which is a highly regulated environment. As
such the Senior Statutory Auditor considered the experience and expertise of the engagement
team to ensure that the team had the appropriate competence and capabilities, which
included the use of specialists where appropriate.

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/auditorsresponsibilities.This
description forms part of our auditor’s Report on the Solvency and Financial Condition Report.

Report on Other Legal and Regulatory Requirements

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

st S,‘ \/‘:h';r\j L.L?

Ernst & Young LLP
Bristol
8t April 2021
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Appendix — relevant elements of the Solvency and Financial Condition Report that are not subject
to audit

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

e The following elements of template 5.17.01.02
Rows R0290 to R0310 — Amount of transitional measure on technical provisions

e Elements of the Narrative Disclosures subject to audit identified as ‘unaudited’
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A. BUSINESS AND PERFORMANCE

A.l Business
Company Details

Aetna Insurance Company Limited (hereinafter referred to as “AICL” or the “Company”) is a private
company limited by shares which is incorporated in England with company number 05956141. Its
registered address is 50 Cannon Street, London, EC4N 6JJ, United Kingdom (“UK”) and its principal

place of business is 25 Templar Avenue, |Q Farnborough, Farnborough, Hampshire, GU14 6FE, UK.
Regulators

The Company is a UK authorised insurance company providing international private medical insurance
for individuals and groups. It is authorised by the Prudential Regulation Authority (“PRA”) and
regulated by both the PRA and the Financial Conduct Authority (“FCA”) with firm reference number
458505.

The contact details for the PRA and the FCA can be found on their respective websites:
http://www.bankofengland.co.uk/pra/Pages/default.aspx
https://www.fca.org.uk/

The Company also maintains a branch in Singapore which is separately authorised and regulated by

the Monetary Authority of Singapore (“MAS”) (http://www.mas.gov.sg/).

External Auditors

The Company’s external auditor is Ernst & Young LLP whose address is The Paragon, 32 Counterslip,

Redcliffe, Bristol BS1 6BX, United Kingdom
Legal Structure & Qualifying Holdings

The Company forms part of the Aetna International division of the CVS Group which sits under CVS

Health Corporation, a company incorporated in Delaware (USA).

The Company does not employ any staff directly and the activities of the Company are serviced by
Aetna Global Benefits (UK) Limited (“AGBUK”), another UK company in the CVS Group which is an FCA

regulated insurance administrator.

A simplified group structure diagram is included on page 16 which shows the holders of qualifying
holdings in the Company, including CVS Health Corporation which ultimately owns 100% of the
Company.

14


http://www.bankofengland.co.uk/pra/Pages/default.aspx
https://www.fca.org.uk/
http://www.mas.gov.sg/

It also shows those other companies within the Company’s Group Supervision under the Group
Supervision Part of the PRA Rulebook for Solvency Il Firms (“Solvency Il Group Supervision”),
hereinafter referred toas the Company’s “Solvency Il Group”. It is also noted that the Company has
been granted a waiver by the PRA which means that the Company’s Group Supervision under Solvency
Il is carried out at the level of its ultimate holding company in the UK, Spinnaker Bidco Limited. A

separate Group SFCR will be published for Spinnaker Bidco Limited.
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Legal Entity Organization Chart
As at 31 December 2020 (extract)

CVS Health Corporation

Aetna Life Insurance Company
Aetna International LLC

Aetna Global Benefits (Bermuda) Limited
Spinnaker Topco (Bermuda) Limited
Spinnaker Bidco (UK) Limited

Aetna Holdco (UK) Limited

Aetna Insurance Company Limited



Business and significant events in the Reporting Period

The Company supports the Aetna International strategy to provide international private medical
insurance contracts to individuals and groups throughout the global market including Europe, the
Middle East, Asia and Africa. In addition to accepting business directly, the Company also accepts
international private medical insurance business on a reinsurance basis from its business partner in

the United Arab Emirates, Al Ain Ahlia Insurance Co.

The CVS Group continues to maintain the cost base and infrastructure to support planned business
growth of the Aetna International business in the future. The acquisition costs incurred by the
Company were $35,673k (2019: $31,934k), which only include external acquisition costs. The total
service costs incurred by the service company of $60,288k (2019: $64,266k) have been treated as
administration costs and included in the total administration costs of $67,917k (2019: $69,397k). The
total recurring costs for the service company have reduced between 2019 and 2020 with some
reductions due to restricted travel and lower office consumable costs during lockdown periods. In
addition, there were reductions to internal costs to offset against direct costs incurred with migration
of services to a third-party administrator in the United Arab Emirates. The agreement to transfer some
administration services and claims processing was signed in 2019, with the migration of services for

risks located in the United Arab Emirates taking full affect in 2020

There was no additional capital contribution in 2020 as the Company is sufficiently capitalised for the

planned future growth.
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A.2 Underwriting Performance

The Company has a single product, international private medical insurance, and the underwriting
resultis shown under this single line of business, Medical Expense Insurance. It is positioned to support
the Aetna International strategy to provide international private medical insurance to employer
sponsored groups and individuals in multiple locations. The business accepted by the Company is

viewed as one single growth market within the CVS Group.

The following table summarises the movement in the underwriting result between the year ended 31

December 2020 and the year ended 31 December 2019 for comparison:

UsD’000 UsD’000
Net Written Premiums 296,309 339,457
Earned Revenue 322,518 325,672
Net Incurred Claims Costs 207,556 221,191
Underwriting Result 114,962 104,481

The total underwriting result in the above table includes risks in multiple locations and the business is

substantially similar across the different geographies.

The reduction in the written premium reflects the impact of Covid-19, where although retention rates
were strong, there were fewer opportunities for additional new business. In addition, the largest single
scheme written in 2019 (circa $25m GWP) transferred to a self-insured scheme in July 2020. This
scheme continues to be serviced by the Company and will transfer back to a fully insured scheme in
2021. The change in the incurred claims loss ratio 64.4% (2019: 67.9%) is the main driver for the
increase in the underwriting result. The main driver for the lower claim’s loss ratio was suppressed

claims activity during Covid-19 lock down restrictions.
18



The Board is satisfied that underwriting disciplines and the operating model for robust management

of claims operations will ensure appropriate underwriting margins are achieved going forward.

The Company does not report its results by business segment in the financial statements and shows
the total underwriting result for the single product line in the Statement of comprehensive income.
The table below shows the top 5 geographic territories for gross written premium, with additional

information included in the QRT S.05.02 which is appended to this report

TA2.2

Gross Written United Singapore United Viet Netherlands Thailand Kuwait
Premiums Arab Kingdom Nam

Emirates
S000
2020 159,537 58,586 37,629 6,603 3,608 - -
2019 146,727 57,165 40,430 - - 10,796 9,171
Restated
2019 107,674 78,185 51,170 - - 9,470 10,803

The written premium for the largest territories is largely in line with the prior period, with mx changes

for the territories with lower exposures.

In the prior year, the company accepted the reinsurance risk for Aetna International business in
Thailand and in 2020, the international plans were migrated to the company’s related party in the CVS
Group, Aetna Health Insurance Thailand. The reduction to written premium for Kuwait relates to one

large government scheme, which switched to a self-insured basis in November 2020

19



A.3 Investment Performance

All assets are invested in a manner that ensures the security, quality, liquidity, and profitability of the
portfolio. The Company maintains assets to match its policyholder liabilities. The Board has
outsourced the management of its investments to the CVS Group Treasurer which manages its
investments in accordance with the Board approved risk parameters and liquidity requirements. This
places emphasis on low risk (minimum rating A-) and highly liquid assets with minimum appetite (less
than 10% of total invested assets) for higher risk equity type investments. The Board has approved a
target 50:50 mix for invested assets in government bonds and commercial paper or corporate bonds
with minimum credit rating of A-, and the weighting of the invested assets in commercial paper and

corporate bonds is 40% (2019: 43.3%).

The assets held by the Company in its investment portfolio are listed below at market value (excluding

accrued income) as at 31 December 2020 (with those held as at 31 December 2019 for comparison)

are listed in the table below:

US Government Bonds 70,006 69,264
Singapore Government Bonds 48,731 41,844
Commercial Paper and Corporate Bonds 65,004 84,620
Cash Deposits 51,119 18,186

The value of assets under management is affected by asset and currency performance. Investment
income comprises interest, realised gains and losses on investment and unrealised gains and losses.
Movements are recognised in the Statement of comprehensive income in the period in which they

arise. Interest is accounted for on a time proportion basis using the effective interest method.
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The table below provides an overview of the income and expense arising from the Company’s

investment assets:

TA3.2 2020 2019 "Restated"
Investment return — Bonds $000 $000
Interest Income 3,999 4,539 4,858
Net gains on financial investments 1,116 2,846 2,199
Investment return — Bonds 5,116 7,385 7,057

The investment return reflects the conservative strategy adopted by the Board and the low yield
reflects the current interest rate environment. The income on the invested assets decreased as
maturing bonds were replaced with lower coupon bonds. The investment strategy was reviewed with
the Board during 2020 and no changes were made to the target investment allocation, which allow
50% of the investments to be placed in corporate bonds or commercial paper, with the balance

retained in government bonds.

The cash on deposit is placed on a very low yield basis, allowing for cash to be withdrawn on demand.

Interest earned in the period was $72k (2019: $319k).

Other assets and liabilities held in currencies other than the reporting currency, USD, are subject to
foreign currency revaluation changes when valued in the reporting currency. The foreign currency
unrealised gains included in the total financial return was $541k (2019: $878k) with the FX gain mainly

attributable to revaluation of the Singapore Branch assets and liabilities.
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The total financial income is shown in the table below:

TA3.3 - Total Financial Income Return 2019 "Restated"
$000
Invested Assets 5,116 7,385 4,858
Cash at bank 72 319 2,199
Other assets/liabilities - Foreign Currency Retranslations 1,355 229 878
Total Financial Income Return 6,542 7,933 7,935
A4 Performance of Other Activities

The Company’s only activities during the Reporting Period have been insurance and related activities.

In addition to premium, the Company charges administration fees for premiums paid by instalment

and the administration fees received in the Reporting Period were $245k (2019: $195k).

Incurred acquisition costs $35,673k (2019: $31,934k) because one large scheme written in 2019 with
no external acquisition costs switched to an administration scheme in 2020 (no written premium) and
was replaced with new business sold through brokers. The effective acquisition costs relative to

business written via external advisors is constant between 2019 and 2020.

Operating costs of the Company include acquisition costs charged by AGBUK and administration

expenses directly incurred by the Company, including audit and banking fees.

The related party costs for 2020 are broadly in line with the Company’s share of business serviced by
AGBUK, with the reduction reflecting decreases to the related party’s total cost base between 2019

and 2020

The direct costs $7,629k (2019: S5,131k) due to increased costs incurred during the transition to a
new TPA administrator for the UAE business in 2020 and this was offset by the reduction in the related

party costs
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The table below provides an overview of these costs for the Reporting Period (and a comparison with

the year ended 31 December 2019):

Acquisition costs — external commissions 35673 31,934
Administration costs — related parties 60,288 64,266
Administration costs 7,629 5,131
Total Acquisition and Administration costs 103,590 101,331

No dividends were paid during the Reporting Period (2019: $nil).
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A5 Any other information

COVID-19

The Coronavirus Disease 2019 (“COVID-19") pandemic is continuing to have an impact on the global
economy, with businesses experiencing reduced customer traffic and, where governments mandated,
temporary suspension of traffic and some public facilities. The adverse impact for the Company was
mostly realised in slower growth for 2020, which was offset by strong customer retention, lower
medical claims costs and no increase to credit risk as customers continue to settle their premiums

within agreed credit terms.

The COVID-19 pandemic continues to evolve. The Company believes COVID-19’s impact on the
Company’s business, operating results, cash flows and/or financial condition primarily will be driven
by the geographies impacted and the severity and duration of the pandemic; the pandemic’s impact
on the global economies and consumer behaviour and health care utilization patterns; and the timing,
scope and impact of stimulus legislation as well as other governmental responses to the pandemic.
Those primary drivers are beyond the Company’s knowledge and control. As a result, the impact
COVID-19 will have on the Company's business, operating results, cash flows and/or financial
condition is uncertain, but the impact could be adverse. COVID-19 also may result in legal and

regulatory proceedings, investigations and claims against the Company.

There is no other material information to report in relation to the Company’s business and

performance during the Reporting Period (save as otherwise covered elsewhere in this report).
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B.

B.1

SYSTEM OF GOVERNANCE

General Information on the System of Governance

The Board, its sub-committees and executive management

The Board has overall responsibility for ensuring that it has an effective system of governance. It is

responsible for overseeing the conduct of the Company’s business and supervising the executive team

which is responsible for its day to day management. The Board manages its affairs in accordance with
the constitution of the Company, its terms of reference and the legal & regulatory framework in which

the Company operates. The Board was comprised of six directors as at 31 December 2020: three non-

executive directors and three executive directors, as well as the company secretary.

The Board has delegated certain of its responsibilities directly to the executive management team and

its sub-committees. During the Reporting Period, there was one Board sub-committee with terms of

reference which set out its role and responsibilities:

Audit & Risk Committee

The committee has responsibility for the oversight of the Company’s financial reporting process,
its audit process, its system of internal controls, compliance with laws & regulations and risk
exposure (including determining risk appetite and tolerance). This committee is comprised of
three non-executive directors. The finance, compliance, risk management and internal audit

functions all provide quarterly updates on their activity to this committee.
Executive Management Team

The executive management team report to the Board and periodically the executive management
invite the investment manager to attend the Board meetings for discussion on investment

performance.

During the Reporting Period, the Company’s executive management team was comprised of the
Chief Executive Officer, the Chief Risk Officer and the Chief Finance Officer. They had overall
management accountability for the day to day business of the Company and were responsible for
reporting on such matters to the Board & its sub-committees. The executive management team
are supported by three functional committees (Sales & Marketing, Operations and Finance,
Compliance & Risk) which facilitate process management, awareness, and appropriate

governance amongst the key functions of the business.
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The Company’s executive management team remain directly responsible for implementing any group

strategy at the Company level and decisions with respect to how the Company should conduct its UK

regulated business.

An overview of the key functions of the Company and its key function holders (including their

respective Company reporting lines) is shown in the diagram on the next page.
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* Led by the Aetna International Chief Executive, Richard di Benedetto, who is accountable to and reports to the
CEO of the CVS Group in respect of the activity of Aetna International and its group strategy

* Al EMEA RGM (David Healy) is a Group Influence Function Holders (SMF7) and a member of International
Leadership Team

* The International Leadership Team sets and monitors the strategy for the Aetna International

* It has strategic and operational committees established to support Aetna International strategy

*Al EMEA RGM (David Healy) is a Group Influence Function Holders (SMF7) and a member of International
Leadership Team

* EMEA RGM is responsible for reporting to the International Leadership team on EMEA business activity and
relaying group strategy to his direct reports

* AICL Chief Executive Officer (Damian Lenihan) ("CEO") reports into EMEA RGM

Duties and responsibilities set by terms of reference and UK legal/ regulatory framework
Meets quarterly

Currently comprised of 3 executive and 3 non-executive members

Oversee the conduct of the company's business and supervision of management

Agree and monitor strategy within the Aetna International Group strategy parameters

[

* Duties and responsibilities set by terms of reference and UK legal/ regulatory framework

* Meets quarterly

* Currently comprised of 3 independent non-executive members

* Oversight of financial reporting, audit/ auditors (external and internal), compliance, internal controls and risk
management

* Chair of Committee reports to the Board

* Compliance, Risk Management and Internal Audit functions report to this committee on a quarterly basis

* Overall management accountability for AICL

* Responsible for implementing company and Aetna International Group strategy in UK
* Comprised of the company's CEO, CFO and CRO

* Responsible for reporting to AICL Board (and its sub-committee)

*Meets 8 times per year

*Develop Aetna International EMEA sales strategy

*Review progress vs. targets and financial review vs. earnings

*Pipeline and retention management activity

*Alternative distribution initiatives and updates

*Proactive management and planning for product development

*Composition includes EMEA RGM, CFO, CEO, CRO and representatives from sales, operations, underwriting,

*Meets bi-monthly

*Oversees and approves the region-wide risk & compliance management practices

*Identify and evaluate the EMEA’s principal operational, business and compliance risks, including the
company's risk management framework and the policies, procedures and practices employed to manage risks,
and the region’s ethics and compliance programs

*Composition includes EMEA RGM, CRO and representatives from legal, compliance and internal audit

*Meets monthly

*Review financial reporting

*Provide oversight of the finance function within EMEA

*Management of expenses versus budget and delivery of cost control initiatives

*Report on financial performance and regulator issues to the International Leadership Team on a monthly
basis

*Composition includes EMEA RGM, CFO, CEO, CRO and representatives from sales, operations, underwriting,
marketing and product

*Meets twice a month

*The purpose is to ensure all debts are collected in a timely manner to reduce credit exposure and improve
cash flow

*Escalation point for any issues relating to invoicing or delays in collections

*Reviews Accounts Receivable Reports

*Composition includes CFO, CEO, CRO and representatives from sales, operations and finance

*Meets monthly
*Provides management oversight and risk analysis of the execution of underwriting strategy against plan

* Mixture of Quarterly Deep Dives on actions/trends and spotlight meetings giving high level updates/ key
issues driven by regional requirements

*Composition includes, inter alia, EMEA RGM, Chief Underwriting Officer, Central Underwriting KFH, CFO, CEO
and Head of Operations
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There were no changes to the composition of the directors of the Board during the Reporting Period.
Remuneration policy and practices

The Company has no direct employees. All of the employees performing services on behalf of the
Company in the UK are employed by AGBUK, who is the principal service provider to the Company.
The CVS Group establishes the remuneration policy for all employees, which includes a mixture of

fixed pay and bonus incentives.

The CVS Group Human Resource function completes market research for CVS Group employees to set
benchmarked pay ranges for fixed pay. The market review also reviews additional market-based

benefits which can be added to the basic compensation package.

The CVS Group offers defined pension contributions for employees and the contribution rates are set
based on market research. The bonus incentives are linked to personal performance and the
performance of the CVS Group. Funding for bonus awards is approved by the Board of Directors of
Aetna Inc. The performance of the Company is included in the total performance calculations for
determining bonus funding approved by the CVS Group and there are no incentives linked specifically

to the Company’s performance.

The Chairman and Chief Executive Officer of the Company meet on an annual basis to review the CVS

Group remuneration policy to ensure it is appropriate for the Company.
Material transactions with Shareholder

The Company remains sufficiently capitalised to meet its growth targets and maintain its solvency
position. Consequently, there were no additional capital contributions in the period (2019: $42m

capital injection).
Assessment of Corporate Governance Structure
The governance structure has been designed to ensure that management can provide the necessary

oversight of the business and make decisions, whilst also supporting the responsibilities of the Board.

The Board has clearly defined responsibilities and delegated authorities to its sub-committees.

The Board is satisfied that the system of governance, including the operation of the Board sub-
committees, operates effectively and is appropriate to the size and complexity of the business. The
Board has full access to all levels of management prescribed in the governance structure and receives

information regularly on the performance and controls operating within the business.
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The CVS Group sets the broad business strategy for the Company. The Board reviews the Company’s
strategy and annual business plan, which is prepared by the executive management team taking into

account the broad strategic direction from the CVS Group.

The Board scrutinises the strategy and business to assess its risk and benefits and determine if its

implementation is in accordance with:

e the Company’s risk appetite
e the Company’s short term and long-term strategy
e the Company’s legal and regulatory responsibilities; and

e the fair treatment of the Company’s policyholders.

The governance structure provides a mechanism for the Company to anticipate and respond to
potential changes in the business environment or its risk profile in an appropriate amount of time. The
risk management structure integrates risk assessment into the strategic and business planning cycles,

which enables the Company to maintain a manageable risk profile.

B.2 Fit and proper requirements

The Company has a documented procedure for ensuring that all senior management functions (“Key

Function Holders”) are, and remain, fit and proper in accordance with UK regulatory requirements.”

In assessing whether a person is fit and proper to be a Key Function Holder, the Company considers

the following regulatory prescribed criteria in relation to that person:

(a) personal characteristics (including being of good repute, honesty, integrity, and financial
soundness)

(b) the level of competence, knowledge & experience

(c) qualifications and professional standards; and

(d) the training undertaken or to be undertaken by that person.
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In relation to (a) and (b), the Company looks for evidence that the person has:

e appropriate qualifications

e experience and knowledge in insurance and financial markets

e anunderstanding of the Company’s business strategy, business model; system of governance

e anunderstanding of financial and actuarial analysis (to the extent applicable)

e knowledge of the legal and regulatory framework and requirements applicable to the
Company and its business; and

e the ability to adequately support the sound and prudent management of the Company.

The above criteria are assessed prior to the person’s appointment as a Key Function Holder through
self-assessment questionnaires, interviews with the Human Resources team senior management and
third-party background checks (covering employment references, criminal records checks, credit

checks and academic/ professional body checks), as appropriate to the function concerned.

Once appointed, the person is subject to periodic fitness and propriety checks by the Company. This

fit and proper process and the appointment of Key Function Holders is overseen by the Board.

In addition to the above, the Company has a robust recruitment process and performs appropriate
employment checks on all other employees operating within the key functions of the Company’s
business. This is overseen by the Chief Executive Officer in conjunction with the Human Resources

team.

B.3 Risk Management System including the Own Risk and Solvency Assessment
Risk Management Function and System

The Board has delegated oversight of the risk management system to the Audit & Risk Committee.
The Chief Risk Officer is responsible for discharging, managing, and the day to day oversight of, the
Company’s risk management function and reporting to the Audit & Risk Committee in respect of the
same. The risk management function is responsible for the implementation of the Company’s risk

management system.

The Audit & Risk Committee has approved the implementation of a risk management system to
identify, measure and track risk indicators for the Company. The risk management system includes a
risk appetite statement, risk register, risk tolerances and a risk scorecard for monitoring performance

against qualitative and quantitative tolerances.
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The Chief Risk Officer is a member of a management committee, which meets regularly to review
legal, internal audit and compliance issues, including business performance metrics, business

developments and other material changes which could impact the risk profile of the business.
The Chief Risk Officer presents quarterly risk updates to the Audit & Risk Committee, which includes:

e executive summary of the business issues reviewed by the management risk committee
e risk scorecard summary

e risk tolerances summary

e solvency capital summary; and

e anoverview of the risk management process.

The Company’s risk management (“RM”) process can be summarised using the following diagram:

Operating
Committee
/7 Planning
Board Reviews & Risk Appetite
Approves RM Analysis

Process

Risk & \ \

Audit Identify &
Committee Assess Risks

Oversight

Risk Monitoring
& Controls

Stress Scenario
& Testing

Solvency/Capital
Assessment &
Management
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Own Risk Solvency Assessment (“ORSA”)

Process

The ORSA is a forward-looking risk assessment of all of the Company’s material risks in the context of
its business strategy and risk appetite, in order to determine current and future solvency needs of the
business. The Company’s ORSA process is governed by its ORSA policy, which describes the purpose,

process and governance over the ORSA.

The Board is responsible for the Company’s ORSA and ensuring that it is performed in accordance with

the ORSA policy and applicable law and regulation.

The ORSA process is coordinated by the Chief Risk Officer. The objective of the ORSA process is to
assess its capital adequacy in light of its assessment of its risks and the potential impacts of its risk

environment and enable it to make strategic decisions.

The risk management cycle and reporting to the Audit & Risk Committee supports the objectives of
the ORSA by presenting regular updates on the Company’s risk profile. The risk scorecard is used to
track emerging risk issues that impact the Company’s ability to manage its solvency capital. The

tracking includes new business opportunities which could trigger requirements for additional capital.

The key risk assurance functions which provide updates to the Audit & Risk Committee as part of the

ORSA process are:

e the risk management function which manages the ORSA process and its outputs, which identifies the
key risks; and
e the actuarial function which runs tests on the Company’s balance sheet, for capital adequacy and

produces the resultant output.

The Board reviews the report following completion of the ORSA process and considers the need for

any management actions to be incorporated into the final ORSA report, such as:

e assessment of the appropriateness of the Solvency Il Standard Formula for determining the Solvency
Capital Requirements of the Company

e review of the Company’s solvency capital calculations and scenarios

e decisions in relation to its capital

e reassessment of the Company’s risk profile and appetite

e additional risk mitigation actions; and

e reassessment of the Company’s investment strategy.
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The results and conclusions contained in the final ORSA report and the Board’s resultant actions and
decisions, are communicated to all relevant staff, including outsourced control functions, once the

report has been considered and approved by the Board.

Frequency

The ORSA process is repeated and an ORSA report prepared annually or earlier when certain material
trigger events occur, as decided upon by the Company’s Audit & Risk Committee in concert with the

Board and in accordance with the ORSA policy.
Interaction of solvency and capital management with risk profile

The Aetna International Group capital management process monitors the capital requirements for the
Company on a quarterly basis. As part of this, the risk management function prepares risk scorecard
summaries, which include tolerances for monitoring the Own Funds available to meet the Company’s

Solvency Capital Requirement and Minimum Capital Requirement.

The solvency monitoring is reviewed under the capital management process so that any changes in

business circumstances or its risk profile can be tracked for additional capital requirements.

The Company determined that the Solvency Il Standard Formula would be used to calculate the
required solvency capital and to assess the overall solvency needs. The Company administers a mono-
line product with a short tail risk and the Solvency Il Standard Formula is appropriate for the level of
complexity in the Company’s business. The AM Best capital model was also used to check capital
requirements and the capital assessment under this model was slightly lower than the capital

requirements under the Solvency Il Standard Formula.
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B.4 Internal Control System
Internal Control System Overview
The Company operates a “three lines of defence” internal control system:

First line — Business Controls

The Board owns and manages the risks of the Company and has responsibility for the Company’s
compliance with the requirements associated with the legal and regulatory environment in which it
operates. The Board has implemented systems and controls, including appropriate internal policies
and procedures, to comply with such requirements and to manage risks and monitor these alongside
the development of its business strategy.

The Chief Executive Officer has been delegated responsibility by the Board for management of
compliance with business controls and is responsible for reporting on such matters to the Board and

its sub-committees.

Second line — Internal Control Functions

The compliance and risk management functions form the second line of defence to ensure that the
Company has an effective risk management control system. Further detail on the Company’s

compliance function is provided below.

Third line - Internal Audit function

The internal audit function forms the final layer of the internal control system and is an independent
and objective function which is ultimately responsible for providing the Board with assurance that the
Company has effective internal controls. Further detail on the Company’s internal audit function is

provided in Section B5 below.

Compliance Function

The Compliance Function is responsible for:
e Compliance Risk Monitoring

The Compliance Function identifies, assesses, monitors and reports to the Board (via the Audit & Risk
Committee) on the Company’s compliance risks (including the risk of it incurring legal and regulatory
sanctions, significant financial loss, significant strategic or operational disruption, significant

policyholder detriment or damage to reputation as a result of the Company’s failure to comply with
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applicable laws and regulations). This includes reporting on any material non-compliance by the

Company with such measures and/ or any applicable law and regulation.
e Supporting the implementation of legal & regulatory changes and internal controls

The Compliance Function assists the business with the implementation of controls to address changes
in the legal and regulatory environment and manage compliance risk. This includes advising the Board
on the Company’s compliance with the rules and other laws, regulations and administrative provisions

adopted in accordance with the PRA Rulebook for Solvency Il firms.
e Regulatory reporting and correspondence

The Compliance Function coordinates and oversees the preparation and filing of non-finance related

regulatory reports, non-product filings and correspondence with the Company’s regulators.

The Chief Compliance Officer is responsible for discharging, managing and overseeing the Company’s
compliance function. He or his delegate reports to the Audit & Risk Committee on compliance matters
on a quarterly basis — this includes details of any material compliance breaches and any corrective

action undertaken in the previous reporting period.

The compliance function also provides updates on compliance activity at monthly management
committee meetings, which are comprised of senior management and individuals from other key

control functions (internal audit and risk).

The compliance function also has a reporting line into the Chief Executive Officer in respect of day to
day compliance matters. It otherwise operates independently from the business teams of the
Company as a second line of defence and the Chief Compliance Officer has a separate group reporting
line into the Chief Ethics and Compliance Officer of Aetna Inc. This ensures that the compliance

function is an effective and impartial compliance risk governance operation.

There is a compliance policy which is due for review annually and approved by the Board. The Chief
Compliance Officer is responsible for this policy and ensuring that it is implemented. The Board
ensures that the compliance function has the necessary access to all personnel (including third parties
whom the Company deals with), systems and records in order that it can perform its role in full support

and adherence of the compliance policy.
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B.5 Internal Audit Function

The internal audit function of the Company is responsible for providing the Board with independent
and objective assurance in respect of the Company’s system of governance; in particular, it assists the
Company in accomplishing its objectives by bringing a systematic and disciplined approach to evaluate

and improve the effectiveness of the organisation's governance, risk management, internal control.

There is a dedicated internal audit team in the UK which has a primary focus on Aetna International’s
business and specifically covers the Company. This team forms part of the wider CVS Group internal

audit function which is headed by the Head of Internal Audit for Aetna Inc.

The Company’s Head of Internal Audit is primarily responsible for overseeing and discharging the

Company’s internal audit function with the support of a local internal audit team.

The Company’s Head of Internal Audit and/or his delegate reports to the Company’s Audit & Risk
Committee on a quarterly basis. This reporting structure ensures that audit issues and action plans

receive adequate consideration and effective action.

The Company’s internal audit charter also provides a mechanism for the Chairman of the Audit & Risk
Committee to engage directly with the head of the internal audit function, independent of the

executive management.

The planning process includes management input, a review of emerging risks and professional auditor
judgment. The internal audit charter for the Company also provides for the Audit & Risk Committee
to request ad-hoc or specific internal audit reviews for the Company, if the Audit & Risk Committee
deems this necessary. The Audit & Risk Committee approves the annual internal audit plan for the

Company.

Results and conclusions of audit work are reviewed with operating and financial management directly
responsible for the activity being evaluated and other management, as deemed appropriate. The
purpose of reviewing results is to reach an agreement as to the facts presented by the auditors and to
obtain management action plans to address issues. Communications include the engagement’s

objectives and scope, as well as applicable conclusions, recommendations, and action plans.
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Once an audit is completed and results are communicated, the internal audit function follow-up to
ensure that management action plans (“MAPs”) are effectively implemented. The status of all
management action plans will be reported quarterly to the Company’s senior management and Audit

& Risk Committee, with specific details around any MAPs delayed past their due date.

B.6 Actuarial Function
The actuarial function is responsible for the following activities:

e co-ordination of the calculation of technical provisions. This consists of assessing the
sufficiency of the provisions, assessing the uncertainty in the estimates, and justifying the

differences between successive periods

e reviewing the appropriateness of the models and assumptions, considering the sufficiency
and quality of data, and interpreting deviations of best estimates against experience. There is

also a requirement to consider the verifiability of assumed management actions
e providing opinions on underwriting policy and reinsurance arrangements

e contributing to the effective implementation of the risk management system of the Company.

In particular:

o in relation to the Solvency Capital Requirement (“SCR”) and Minimum Capital
Requirement (“MCR”), the Company’s Chief Actuary reviews the output of the model used
by the Company to calculate the SCR and MCR. Specifically, any perceived or possible

inconsistencies or issues identified in the model results are raised; and

o the Chief Actuary approves the preparation of the ORSA presented to the Audit & Risk

Committee in conjunction with the risk management function.

The Chief Actuary is responsible for discharging, managing, and overseeing the actuarial function. In
addition to ad-hoc updates to the Board and Audit & Risk Committee (as may be required from time
to time), the Chief Actuary is required to produce an annual report for the Board. This report covers
all the information necessary for the Board to form its own opinion on the adequacy of technical

provisions and on the underwriting and reinsurance arrangements of the Company.

37



B.7 Outsourcing

The Company outsources and enters into outsourcing arrangements only where there is a sound
commercial basis for doing so, and where the risk can be effectively managed. A due diligence process
is undertaken prior to any final decision being made as to whether to outsource a material business
activity. This addresses all material factors that would impact on the potential service provider’s ability

to perform the business activity.

The Company has established an Outsourcing Policy setting out the requirements for identifying,

justifying and implementing material outsourcing arrangements.

This Policy has been adopted by the Company and covers the following:

e definition of outsourcing

e risk mitigation strategies

e  Board and management responsibility

e internal control procedures

e due diligence

e  business continuity management

e contractual agreements

e management and control of the outsourcing relationship; and

e final approval.

The Company’s outsourcing arrangements are subject to an annual review and a report with any

findings from that review are presented to the Board.
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The following table details the critical or important operational functions the Company has outsourced

together with the jurisdiction in which the providers of such functions or activities are located:

Aetna Global Benefits | Operations (including claims management Intra-Group United Kingdom Chief Executive
(UK) Limited Sales Officer/ Chief
Actuarial Finance Officer
Finance
Underwriting
Internal Audit
Risk Management
Legal
Compliance
Tax
Information Technology and Infrastructure
Aetna Life Insurance | Investment Management Intra-Group United States of | Chief Finance
Company America Officer
PWC Tax compliance services Third Party United Kingdom Chief Finance
Officer
HGS Claims processing Third Party India Chief Executive
Officer
Genpact Call centre Third Party Manila Chief Executive
Officer
Microsoft Cloud services (Azure) for information | Third Party sub- | UK Aetna
systems, networking & disaster recover. contractor International IT
Director - Dan
Veitch
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B.8 Any other information

The Company has assessed its system of governance and has concluded that it effectively provides for
the sound and prudent management of the business and that it is proportionate to the nature, scale

and complexity of the operations of the Company.

There were no material changes to the system of governance during 2020 (save as those noted

elsewhere in this report).
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C. RISK PROFILE

Risk management objectives and risk policies overview

The Company is exposed to a variety of risks when undertaking its activities. The Board has policies in
place to identify and manage the key risks in accordance with its risk appetite. The key risks that the

Company is exposed to are as follows:

e underwriting (insurance) risk
e market risk

e  credit risk

e liquidity risk

e  operational risk; and

e  Regulatory risk and capital management

The Board approves the use of the Standard Formula to calculate the level of risk margin required to
manage the key risks. A quantitative analysis of the risk margin required for each key risk is shown in

the table below, with comparatives for the prior year.

SCR Calculation 5000 5000

2020 2019
Market Risk 29,135 30,840
Default Risk 13,014 21,191
Health Risk 52,774 50,876
Diversification -23,473 (27.815))
Basic Solvency Capital Requirement 71,450 75,092
Operational Risk 9,791 9,852
SCR 81,241 84,944
Surplus Solvency Margin 122,556 102,901
Total Eligible Own Funds after restriction for Singapore RFF 203,797 187,845
SCR Ratio 251% 221%
Minimum Solvency Requirement 20,310 22,310

The following sections outline the Company’s views on each of these risks and the measures and

controls in place to manage them.
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C1 Underwriting Risk

The Company experienced growth in the period, where lapse activity was offset by additional new
business and targeted renewal increases were achieved to cover expected medical cost inflation. The
business accepted was in line with the Company’s underwriting protocols and underwriting risk

appetite.

The key elements of the Company’s insurance risk management framework are its underwriting risk,

reserving risk, reinsurance risk and lapse risk.
Underwriting strategy

The Company’s underwriting strategy is to maintain and grow a balanced portfolio of international
private medical insurance contracts with an appropriate spread of risk which will yield a targeted

return on risk capital for its shareholders.

Underwriting direction is established during the annual business planning process, when the
upcoming underwriting year’s target portfolio is structured. The strategy, and associated business
targets, is communicated to business managers and appropriate underwriting authorities and controls
implemented to ensure the desired risk profile is achieved. Adherence to underwriting guidelines and
authorities is achieved through monitoring and review controls established by the executive

management team.

Premium Risk

Premium risk arises from the failure of pricing
strategies. It encompasses the risk of loss due to the
potential timing, severity and frequency of covered
claims differing from the assumptions at the time

the risk was underwritten and priced.

Reserve Risk

Reserve risk arises from failing to set sufficient cash
reserves to cover the uncertainty surrounding the

timing, frequency and severity of claims costs.

Catastrophe Risk

Catastrophe risk arises from the failure to manage
risk aggregation or accumulation that may result in

an increased exposure to catastrophe losses.

Lapse Risk

Lapse risk reflects the risk of loss, or of adverse
change in the value of insurance liabilities, arising

from the discontinuation of a policy.
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Further review of the portfolio, its composition and yield, is formally undertaken by the Board. The
short tail nature of international private medical insurance results in the ultimate expected losses
associated with a given insurance contract, or portfolio of contracts, being known within a relatively

short timeframe after conclusion of the associated contract indemnity term.
Reserving risk

To manage reserving risk and ultimate reserves risk, management employs a number of techniques to
monitor premium and claims development patterns. An external independent actuary also performs

an annual review of claims reserves.

The objective of the Company’s reserving policy is to produce accurate and reliable estimates that are

consistent over time.
Reinsurance strategy

The Company has structured a reinsurance programme that is designed to reduce the impact of
adverse loss experience on equity to a tolerable level. The Company is exposed to the risk of adverse
loss experience on a frequency and severity basis and has structured its reinsurance programme to

appropriately respond to such risks in both individual and catastrophic loss scenarios.

The existing reinsurance programme restricts the Company’s losses per claim to a maximum of $250k.
The Company only contracts with reinsurers that are considered to have an appropriate level of

financial standing and credit worthiness, as determined by the Board.

In addition, the Company is exposed to the risk that claims provisions do not meet the ultimate cost

of settling claims through claims management risk and reserving risk.
Lapse risk

The Company monitors the mix of individual risk business (where premium refunds may apply for early
cancellation) and group risks (where there is likely to be some claims activity resulting in no premium
refund). Most of the business underwritten is group risk business and therefore the potential losses

arising from early cancellations are not material.
Material changes to the measures used to assess underwriting risk

There were no material changes to the measures used to assess underwriting risk in the period.
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C.2 Market Risk

Market risk is the risk that changes in market prices, such as interest rate, foreign exchange rates and

prices will affect the value of the Company’s assets, the amount of its liabilities and/or the Company’s

income.

The Board approved investments parameters recognise the “prudent person principle” in relation to

the management of assets held by the Company, including selection criteria to ensure the assets

selected meet clearly identifiable, easily tradable, meet minimum credit rating criteria and that the

market valuation can easily be verified by an independent party.

The components of the Company’s market risk are shown below.

Market

Component

Spread risk

Risk Description

The potential financial loss due to the increase in spread that an asset trades at

relative to comparable government bonds.

Currency risk

The potential financial loss due from the change in currency exchange rates causing

an adverse change in value of the liabilities compared to assets held.

Interest rate risk

The potential financial loss due to a reduction in value of the investment portfolio

due to a change in interest rates.
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Spread risk mitigation

There are investment parameters approved by the Board, which focus on high quality debt
instruments. The investment assets include a bias towards highly liquid, sovereign government bonds.
The Board reviews performance against the investment parameters and their effectiveness on a
quarterly basis and the investment parameters are reviewed and approved by the Board annually. The

current investment parameters are an effective control against a market change in spread risk.
Currency risk mitigation

Management reviews the matching of assets and liabilities regularly and reports to the Board (who
discusses the effectiveness of the mitigation) on a quarterly basis. There are no material market

currency risks which require action.
Interest rate risk mitigation

Interest rate risk is the risk the unfavourable movements in interest rates could adversely impact on

the capital values of the Company’s financial assets and liabilities.

The investment strategy approved by the Board is focused on high quality, short duration debt

instruments. An analysis of the Company’s invested assets is detailed in the table below:

TC2.1 < 3 months Over 12
Bonds to Maturity $S000 months

$000
US Government Bonds 14,606 55,400 70,006
Singapore Government Bonds 48,731 48,731
Corporate Bonds and Commercial 34,682 5,338 4,033 47,568 91,621
Paper
Total 98,019 5,338 4,033 102,968 210,358

Whilst the Company transacts business with insureds who are domiciled in countries outside of the

UK, it principally denominates its insurance contracts in USD, its functional currency.
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As illustrated above the Company invests in in short term government bonds, corporate bonds, and
commercial paper. Since the funds are short-term, they are not subject to large movements from
changes in interest rates. The Company does not hold any external borrowings as part of its financial

liabilities profile at the balance sheet date so is not exposed to any movement in market interest rates.

The Board reviews performance against the investment strategy and their effectiveness on a quarterly
basis and the investment strategy is reviewed and approved by the Board annually. The quarterly

monitoring of asset duration is effective for mitigating against changes in interest rates.
Any interest rate risk arising on the Company is minimal.
Material changes to the measures used to assess market risk

There are no material changes to the measures used to assess market risk as listed during 2020.

C.3 Credit Risk

The Company defines credit risk as the risk of financial loss to the Company should a counterparty fail

to meet its contractual obligations.

The Company only holds investment and cash balances in accordance with the credit ratings specified
in the Board approved investment parameters (which as noted earlier recognise the “prudent person
principle”) to mitigate the risk of financial loss from counterparty default. The Company has used
credit quality steps based on ratings from its nominated External Credit Assessment Institutions

(“ECAIs”) when calculating its counterparty default risk.
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The Company’s investments and cash ratings are represented in the table below:

TC3.1 % Held Solvency Il Credit
Asset Class Quality Step
Investment Bonds AAA Moody 40% 1
Investment Bonds AA Moody 4% 2
Investment Bonds A Moody 5% 2
Investment Bonds A Fitch 1% 2
Investment Bonds A Standard & Poor 1% 2
Investment Bonds AA Standard & Poor 17% 2
Cash AA Moody 17% 2
Cash A Moody 13% 2
Reinsurance asset A AM Best 1% 2

The Board receives a report on a quarterly basis which monitors the effectiveness of, and compliance
with, the investment parameters. The risk appetite for the range of credit ratings allowable for
investments and the quarterly monitoring is effective in managing the default risk from
counterparties. There were no material changes in the mix of credit ratings attaching to the Company’s

assets during the Reporting Period.

Policyholder receivable balances are diversified, but unrated, and are continually monitored by the
Company’s credit control function for impairment, with policies suspended and or cancelled in the

event a policyholder breaches premium payment term.
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c4 Liquidity Risk

Liquidity risk is the risk that the Company does not have timely access to sufficient cash reserves in

order to satisfy its obligations as they fall due.

The Company’s principal obligations relate to the settlement of claims arising on its insurance
contracts. The nature of the Company’s insurance activities is such that the profile of claims incurred

follows a high frequency, low severity profile.

Such a profile lends itself more readily to cash requirement forecasting than low frequency high
severity insurance lines of business such as property catastrophe, thereby reducing inherent liquidity

risk.

The Group Capital committee monitors the solvency position of the Company and the liquidity
requirements for the service company in a quarterly basis, including forward looking solvency and
liquidity forecasts. The Company’s finance function forecasts cash requirements monthly and
quarterly cash forecasts are reviewed with the investment manager. The forecasting process considers
the nature and duration of technical provisions in accordance with the “prudent person principle”
under Solvency Il rules. The liquidity analysis on the next table, show that there is cash and cash

deposits of $89,670K currently available to meet the technical provisions of $135,253k.

The level of cash retained versus cash released for investment is monitored and reported to the Board.
The Board set minimum cash balances to be maintained, depending on the volatility expected in the
cash flow forecasts. The Risk Appetite Statement includes specific measures in relation to the liquidity

requirements and the liquidity risk tolerance is reported in a quarterly risk scorecard to the Board.

Allied to this is the Company’s strategy of investing a large proportion of insurance funds in high credit
quality short duration securities, $98,019k, which provides access to substantial immediate liquidity

should this become necessary.

In the discussion on stress tests in section c.6 below, the Company has considered the potential impact
for any short-term volatility on premium collection and stress tested the current accounting provision
for aged debts by 100%. The stress tests discussed in section C.6 also include additional volatility in
claims medical costs. 40% of the total liquid assets available to meet technical provisions are invested
in AAA government bonds. Premium collection will be monitored very closely over the coming months
due to possible impacts from Covid-19 on timely collection of premiums and there are sufficient liquid

assets to cover liquidity requirements throughout 2021.
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The Company is not forecasting expected profits on future premiums, as disclosed in the QRT S.23.01

appended to this report.

The table below provides details of the liquidity and duration of Company’s financial assets as at 31

December 2020:
TC4.1 — Summary Liquidity Analysis % Total
Cash on demand 38,551 13%
Cash on deposit (redeemable within 1 month) 51,119 17%
Investment Bonds < 3 months to maturity 98,019 33%
Investment Bonds > 3 months to maturity 112,339 37%
Total 300,028 100%

Change in measures used to assess liquidity requirements

The calculation of the technical provisions includes anticipated margin on the unwinding of future cash

flows, with full provision maintained for past due premiums.

C.5 Operational Risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated
with the Company’s processes, personnel, technology and infrastructure, and from external factors
other than credit, market and liquidity risks, such as those arising from legal and regulatory

requirements and generally accepted standards of corporate behaviour.

Operational risks arise from all of the Company’s operations and are faced by all business entities. The
Company’s objective is to manage operational risk so as to balance the avoidance of financial losses
and damage to the Company’s reputation with overall cost effectiveness and to avoid control

procedures that restrict initiative and creativity.

The primary responsibility for the development and implementation of controls to address
operational risk is assigned to senior management and is overseen by the Board. Compliance with the
Company’s standards is supported by a programme of periodic reviews undertaken by the internal

audit function.
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The results of internal audit reviews are discussed with the management teams, with summaries

submitted to the Audit & Risk Committee and senior management of the Company.

The Company also considers different stress scenarios, including failure of IT operating platforms, loss
of key talent and the loss of Farnborough office. The CVS Group maintains strict security protocols for
all hardware and software used within the Group, whereby all Group sites are subject to Group
protocols in relation to the installation of IT software and IT infrastructure. The Group IT security
function operate scanning controls across all applications and software used by the Company. There
are escalation procedures in place for any identified Cyber Threats and the Group IT Security provide
summary IT security reports on a quarterly basis to the Board. The Board has also approved risk
tolerances for the level of notifiable security breaches, and these are included in the quarterly risk

scorecard presented to the Board.

There are documented controls included in the Company ORSA which mitigate against the loss of
operations for these key risks. There are documented procedures for the key controls and monitoring

processes

Under the reverse stress tests documented in the ORSA, the most extreme and unlikely event to
impact the operations of the Company would be if the CVS Group was unable to continue operations.
A secondary event which could disrupt operations would be a major incident at the Farnborough
office. However, the disruption caused by any such event would be reduced by activating the business

continuity plan, which is regularly tested and documented.

There were no material changes to the Company’s outsourcing risk profile during the period.
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C.6 Stress Testing and Sensitivities

The Company has performed stress and scenario testing of the material risks to which it is exposed.
The Company has sufficient Own Funds to meet its SCR. There are no realistic stress scenarios that
could bring the Company’s Own Funds below its SCR and the Company is more than adequately

capitalised to absorb losses.

The Company also completes reverse stress tests on an annual basis to examine the conditions that

would render the Company’s business model unviable

The table below provides summary details of the stress and scenario testing completed:

Stress & Scenario Testing:

Business Planning Material risks over 1-year planning period Annually
Material risks over 3-year planning period Annually

Strategic Planning All risks Annually

Risk specific Liquidity risks Monthly
Underwriting risks Monthly
Market risks Quarterly

Reverse Stress Testing:

Business Planning Solvency & Capital Annually
Liquidity Annually
Strategic Strategic & reputational Annually

51



In order to monitor the severity and impact of material risks on the Company, the stress tests detailed

in the table below were included as part of the Company’s ORSA:

Projected

Change

Change
Material Own Solvenc in SCR U Mitigating Management
Stress Scenario \ own gating g

Risks Funds Coverage (from Actions
Funds
base)

(from
base)

Base position 197,840

Robust and frequent monitoring:

- monthly performance monitoring
- quarterly forecasts of financials
including renewal and new business
volumes, premium rate increases
and claims experience

- detailed analysis to support
annual pricing reviews

Unexpected increases to

medical claims volumes

and/or medical claims costs

results in 5% deterioration 88,398 179,885 203% 695 (18,650)
to the loss ratio, impacting

own funds and the Health

Underwriting Risk SCR

Increased value of AED/USD
foreign currency mismatch
amounting to two months'

worth of AED premiums All foreign currency exposures and
(decrease in AED assets) the timing of foreign currency
increases currency risk in 91,233 197,840 217% 3,530 (3,530) settlements are monitored to

the SCR. Even though AED is ensure net exposures are

pegged to USD, the SCR maintained at target levels

assumes currency matching
benefit can only be obtained
for Euro pegged currencies.

Delays in receipt of

premiums, increasing the Existing Credit controls operate to
total premiums receivable mitigate risk:

Py $12m (with the entire 93,399 197,840 212% 5,697 (5,697) - monthly credit control reviews
increase amounts allocated - escalation of management

to amounts owed for over 3 reviews for larger debts

months) increases - engagement with customers

Counterparty Default Risk

Liquidity stress requires

AICL to convert $20m of

financial investments to

cash, reducing interest rate 88,164 197,840 224% 461 (461)
and spread risk and

Existing credit controls maintained
to ensure premiums collection cycle
in line with liquidity management

. . forecasts

increasing counterparty

default risk

Aggreg_ate of Stress 98,036 179,885 183% 10,334 (28,289) Ow.n Fl.!nds surplus is en‘ough to
Scenarios maintain solvency margin
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The test results were performed using business planning data from the 2021 business plan originally
prepared in quarter 4 2020. The assumptions in the 2021 business plan and the actual results shown

in Sections D&E below have been defined as the base position for the stress testing.

In addition to the stress tests completed above, the Company also identified circumstances that could
potentially render its business model unviable, including the effects of the failure of the parent
company and the impact of significant operational failures or regulatory interventions on the business

that could resultin business failure. There were no results creating additional actions for the Company.

C.7 Regulatory risk and capital management

Regulatory risk is the risk that the Company breaches the requirements of local regulatory bodies,
most notably the Prudential Regulation Authority (PRA) and the Financial Conduct Authority (FCA).
The company mitigates this risk through the effective operation of defined governance structures
and effective capital management. The Company is required to hold sufficient capital to comply with
the capital requirements applicable to Solvency Il firms under the PRA rulebook. The Company has
complied with these capital requirements throughout the period. Management also carries out its
own assessment of the level of capital resources it regards as appropriate more than these

regulatory minima.
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C.8 Other Material Risks

Brexit

With effect from the 1°* October 2020, the Company commenced the migration of approximately
10% of its portfolio to its sister company incorporated in Ireland, Aetna Health Insurance Company
of Europe DAC. This migration will ensure that Aetna’s EEA customers are underwritten by a
company authorised in the European Union post Brexit. The Group has already invested capital in
the Irish company to support the migration of risk from the Company. The remaining portfolio in the

Company will not be directly impacted by Brexit.

Covid-19

The Company continues to actively monitor the impact of the Covid-19 virus. The Group have
implemented a policy for staff to work at home and these arrangements were tested before the policy

was implemented.

The Company has reviewed its underwriting practices to make sure all risks continue to be accepted
in accordance with its underwriting risk appetite. The Company has considered potential impact to

claims costs but does not anticipate any material impact to the Solvency surplus at this time.

There may be some impact for the Company’s customers and the Company will continue to regularly
assess any potential impact to expected business growth and liquidity. However, it has noted that cash
collection was strong in 2020 as customers with no material increase in the credit risk for premiums

past due

c9 Other material information

The information presented in Section C represents the Company’s risk profile. There is no other

additional information to disclose.
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D. VALUATION FOR SOLVENCY PURPOSES

The following table analyses the Company’s assets and liabilities on 31 December 2019, showing the

movement between the IFRS valuation and the Solvency Il valuation.

TD.1 Section - Notes Valuation &  Solvency Solvency
Net Assets $000 Reclassification ! ]
Adjustments

2020 2020 2020 2019
Deferred Acquisition Costs D1-1 14,147 (14,147) - -
Intangible Asset D1-2 904 (904) -
Deferred Tax D1-3 - - - -
Financial Investments:
Government Bonds D1-4 118,737 648 119,385 111,858
Corporate Bonds & Commercial Paper D1-4 91,621 - 91,621 84,620
Deposits other than Cash Equivalents D1-4 - 51,119 51,119 18,186
Reinsurance recoverable D1-5 1,829 887 2,716 (239)
Insurance receivables D1-6 104,206 (62,149) 42,057 104,624
Reinsurance receivables D1-7 3,851 (3,159) 692 3,334
Trade receivables D1-8 1,627 (648) 979 841
Cash and cash equivalents D1-9 89,670 (51,119) 38,551 25,218
Total Assets 426,592 (79,472) 347,120 348,442
Technical Provisions D.2 180,177 (43,924) 136,253 143,568
Insurance Balances payable D3-10 34,945 (34,945) - 7,894
Reinsurance payable 161 - 161 1,700
Trade and other payables D3-11 6,806 (1,028) 5,778 703
Other Liabilities D3-12 1,138 - 1,138 6,039
Total Liabilities 223,227 (79,897) 143,330 159,904
Net Assets/Own Funds E 203,365 425 203,790 188,538
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D.1 Assets

Assets are valued at the amounts for which they could be exchanged between knowledgeable willing
parties in an arm’s length transaction. The classes of assets stated in the economic balance sheet are
valued individually. The Company closely monitors the valuation of assets and considers if there are
any changes in circumstances which might require a change in the valuation applied. Such changes

might include:
e new market developments that change market conditions
e new information
e information previously used is no longer available; and
e improvements to valuation techniques.

The Company also applies the materiality principle, applying judgements to estimates and estimation
methods where necessary. The principles that have been applied to the valuation of the financial

assets is detailed further below.

There were no changes to the recognition and valuation bases used or to estimations during the

reporting period.

Note 1: Deferred Acquisition Costs

Deferred acquisition costs of $14,147k are excluded from the valuation of assets for solvency

purposes. Under Solvency Il rules, the value of deferred acquisition costs was recognised at nil.

Note 2: Intangible Assets

Intangible assets representing the amortisation of a premium paid for renewal rights on a portfolio
are excluded from the valuation of assets for solvency purposes. Under solvency valuation rules the

intangible assets are recognised at nil.

Note 3: Deferred Tax

Deferred tax is estimated using the balance sheet method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the

amounts used for taxation purposes.

A deferred tax asset is not recognised in the 2020 Solvency Il balance sheet (2019: Nil) as there is

insufficient evidence at the reporting date in relation to the timing of the future economic benefits for
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the utilisation of the cumulative tax losses. This position will be reviewed when profits are reported in

future periods.

The growth in the Company in the last 3 years has mainly stemmed from business migrating to the
Company from within Aetna International. The total business remains a single product and there is

track record for positive underwriting margins on the business migrated to the Company.

The unrecognised deferred tax asset for 2020 is $10,917K (20