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Executive Summary
Purpose
This is NPA Insurance Ltd’s annual return on its Solvency and Financial Condition Report (SFCR). It is publicly
available. It is based on financial information at 31 December 2019.
This report describes the business and provides a review of performance of the Company, its system of
governance, risk management, valuation for solvency purposes and capital management. The Company is
governed by its Board of Directors, via various governance and control functions that it has in place to monitor
and manage the business.
This SFCR has been prepared in order to assist stakeholders to understand the solvency of NPA Insurance Ltd
(NPAI), following the Solvency II guidelines. The report is provided to the Prudential Regulation Authority (PRA)
as part of the 31 December 2019 regulatory submission.
The report reflects the capital requirements of the PRA Rulebook, ‘Solvency II Firms: Reporting Instrument 2015
(PRA 2015/23)’ (the Rulebook), which incorporates into the Rulebook the requirements set out in Article 51 (1)
of Directive 2009/138/EC (the Solvency II Directive) and all directly applicable EU Regulations adopted in
accordance with the Solvency II Directive (the Solvency II Regulations).
The contents of the report are considered to be appropriate for the nature, scale and complexity of the
Company’s business.
On 11 April 2018 the PRA published ‘CP8/18 Solvency II: external audit of the public disclosure requirement.’
This consultation paper proposed removing the audit requirement in respect of the public Solvency II reporting
of smaller insurers and this was implemented on 15 November 2018. The PRA considers the burden of an audit
for smaller firms is higher than anticipated and many of the key benefits of an audit requirement for those firms
will have been realised in the two years for which the requirement applied. The Company has taken advantage
of the exemption from an external audit of this SFCR.
Business and Performance Summary
NPAI underwrites professional indemnity and legal defence cover for community pharmacy and indemnity
pharmacy locums. It also offers cover for personal and commercial risks for vehicle, property and other risks and
this is referred to as the general insurance book of business. The Company had in place until 31st December 2019
a delegated authority agreement with insurers for the general insurance book. From 1 January 2020 the
Company has started to underwrite the bulk of this business with reinsurance to cover this part of the business.
The Company does not write any life business and the vast majority of the policies are short term, usually of one
year duration. Most of the Company’s policies are sold in the United Kingdom with the remaining policies sold in
the Republic of Ireland.
Refer to Section A below for further details relating to the business and performance during the reporting
period.
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System of Governance
NPAI recognises the importance of strong corporate governance and has established an appropriately designed
governance framework, system of control and committee structure.
The Company’s administration, management and supervisory body is a Board of Directors together with Audit
and Risk Committees, which assist it, effectively discharging its governance responsibilities. Most of the Directors
are independent non-executive Directors with diverse backgrounds and skills, which helps to bring a broad and
deep understanding of the needs and expectations of current and potential policyholders. In addition there is an
Executive Director and Chief Operating Officer who have responsibility for the day-to-day management of the
Company. The Company has implemented a revised governance framework ensuring alignment with the Senior
Managers Certification Regime (SMCR) and the Insurance Distribution Directive. Further information on the
system of governance is detailed in Section B.
Risk profile summary
The key risks faced by the Company are influenced by the nature and scale of the business currently in-force, the
assets held to back the business and the Company’s investment policy.
The risks to the Company will differ over time as the current strategy evolves and the external environment in
which the business operates changes.
The risk assessment calculates the Solvency Capital Requirement (SCR) using the Standard Formula, and the risk
profile as at 31 December 2019, is as follows:

Standard Formula Risk

Non-life risk
Market risk
Operational risk
Counterparty risk
Diversification

2019
%
56.88
58.12
5.66
6.82
(27.48)

2018
%
53.46
61.74
5.46
6.78
(27.44)

See Section E.2 for more information.
Following a decision by the Company to further de-risk the Company’s investment profile in 2019 and
underwrite more business from 2020 the key risk component will change from market risk to non-life
underwriting risk.
Valuation for solvency purposes summary
The Company’s solvency valuation is based on UK GAAP accounting standards and uses Solvency II guidance and
principles to translate the UK GAAP balance sheet into a Solvency II own funds assessment. The main translation
difference is the recalculation of the technical provisions using a best estimate approach as defined by the
standard formula basis that has been adopted.
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Balance sheet for the Company for the year ended 31 December 2019:
Statutory Solvency II values
Accounts (£m)
(£m)
34.4
33.1
15.2
15.2
19.2
17.9

Total assets
Total liabilities, including technical provisions
Shareholders' funds/own funds

Capital management summary
The Company has a robust capital management process. The Company regularly calculates its solvency ratio,
defined here as the ratio of available capital/own funds to the regulatory capital requirement.
As at 31 December 2019 the Company had own funds of £17.9m compared to an SCR of £5.4m. This translates
to a solvency ratio of 3.33. This calculation is still subject to supervisory assessment.

The Company’s own funds include retained profit which has arisen from past underwriting and investment
surpluses. As such all capital is Tier 1 and there are no restrictions on the availability of the Company’s own
funds to support the Minimum Capital Requirement and SCR.
The Company remains well funded, with resources in excess of the Solvency Capital Requirements and the
Minimum Capital Requirement. Further details of the Company’s funding position are shown in the ‘Capital
Management’ section.
COVID-19
2020 has begun with the outbreak of a new strain of the Coronavirus (COVID-19) resulting in global pandemic
and with it unprecedented Government intervention and demands on the community pharmacy sector.
The nature of our ownership and customer base means that we are at the forefront of providing support and
protection for the continued provision of front-line medical services in the UK.
At present, we are not having to make major adjustments to our underwriting stance in terms of pricing or cover
offered but this is under continuous review in twice-daily management meetings.
Operationally, we have deployed the NPAI workforce to work remotely from the office to ensure service
continuity for our policyholders and this will remain in place for the time being. Adjusting workflows and
capabilities where required is again under continuous review by management.
The Company took steps to ‘de-risk’ its investment portfolio at the tail end of 2019 and that, along with timely
actions from our Fund Managers, has seen the recent volatility in financial markets affect us significantly less
than may have been expected.
The Company’s balance sheet exposure has been reviewed and actions are being taken to further reduce
sensitivity to economic shocks.
Strategically, we are having to make adjustments to our intended plans for growth for this year and beyond but
we are continuing, where possible, to build our systems and capabilities to allow us to take advantage of the
opportunities that will present themselves over the coming months.
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COVID-19 (Continued)
Notwithstanding the Company’s robust capital and liquidity position and the operational and financial actions
that are being taken, should a further deterioration in the situation arise, the Company will take remedial action
to lessen further adverse implications arising from the potential impacts on financial markets, insurance
exposures and operations.
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A. Business and Performance
A.1. Business and external environment
NPAI is a private limited United Kingdom insurance company incorporated in 1899. It is authorised and regulated
by the Prudential Regulatory authority (PRA) and regulated by the Financial Conduct Authority (FCA). The
Company registration number is 64269. The immediate and ultimate parent company is the National Pharmacy
Association Ltd (NPA) which is a UK registered company limited by guarantee. The NPA is a trade association
representing the interests of community pharmacy. NPAI has no active subsidiaries.
Contact details for the PRA:
Bank of England
20 Moorgate
London
EC2R 6DA
Contact details for the FCA:
12 Endeavour Square
London
E20 1JN
The registered office of the Company is:
Mallinson House
40-42 St Peter’s St
St Albans, Herts.
AL1 3NP
The statutory auditor for the Company is:
PricewaterhouseCoopers LLP
7 More London Riverside
London
SE1 2RT
The Company, as a Category 5 firm, has no named supervisor and is managed through the smaller insurer regime
by the PRA.
The Company continues to provide professional indemnity and legal defence cover to the members and
customers of the NPA as well as to locums, primary care and hospital pharmacists, pharmacy technicians and
pharmacy students. This book of business is referred to as ‘indemnity’ which the Company writes on its own
account. It also offers cover for personal and commercial risks for vehicle, property and other risks and this is
referred to as the general insurance book of business for which the Company received commission from a small
number of insurers in 2019. The Company has started to underwrite property based policies within the general
book of business this year.
The Company has not identified any internal or external events during the year ended 31 December 2019 that
have had a material impact on the business. There has been no material change in the Company’s business, risk
profile, solvency position and system of governance in 2019. The Company has maintained a sound risk profile
and a strong solvency position in 2019 although the solvency profile change as the Company underwrites more
business.
The NPAI Board reviews the Company’s capital position on a regular basis and determines the appropriate
capital to be maintained by the Company.
The Company’s year runs to 31 December each year and it reports its results in GBP (pounds sterling).
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Climate change risk
Climate risks are recognised as a critical threat to society and pose uncertainty to an insurer’s business activities
particularly in the areas of underwriting, investment and risk management.
Climate risks comprise at least three elements: physical risks, transition risks and liability risks. Physical risks arise
from weather and climate-related events, for example rising sea levels due to melting ice caps. Transition risks
arise as society adjusts to a low-carbon economy, including the risk that investments may lose value as a result,
leading to so-called stranded assets. Liability risks relate to climate-related insurance claims under liability
insurance policies and direct legal claims against insurers for failing to manage climate risks.
The Company will incorporate the financial risks from climate change into existing financial risk management
practice as the underwriting of property based policies develop. The Company will purchase peril data for flood
and subsidence. That data results from the modelling of historic data, mapping of flood plains and flood
defences impacts. Also the data will attempt to account for changing trends in weather patterns and changes in
sea levels. However, that is based on changes in existing patterns being projected forward which may or may not
be the right way to look at climate change. We do not purchase storm data but our reinsurers do and this goes
into the models they create for us to determine the extent of our reinsurance purchase. Our reinsurance
purchase helps manage profit and loss and capital impacts from weather events and is by necessity taking a
perspective over a number of years.
The Company will in future integrate climate-related issues into the ORSA and use stress and scenario tests to
assess climate risk exposures. This will involve identifying risks, assessing risks and translating them into stress
factors and monitoring risks. Risk mitigation actions will also be considered. The key issues will be the quality of
reliable data on this matter and how long a time horizon should be considered. Outputs from climate stress tests
along with other stress tests will be used when making decisions which may impact business strategy and the
risk appetite. Channels through which the financial risks from climate change may materialise are less relevant
today but will need to be monitored in the future. The long term impact should be neutral as the Company will
not write business at a loss or with a different risk appetite. The Company will monitor sensitivity of the balance
sheet to changes in key risk drivers and external conditions and will also work with reinsurers to understand
capital impacts which will be measured against the risk appetite.
In addition, the Company will look into how to embed the financial risks attributable to climate change into the
governance arrangements and how these risks are to be disclosed. As the Company has only just started to
underwrite property based insurance it could take several years to provide data that would be meaningful to
analyse the impact of climate change as opposed to the impact of occasional adverse weather conditions.
The Company’s asset manager undertake environmental, social and corporate governance (ESG) risk
management process to minimise adverse performance due to ESG related factors including climate change.
This is addressed by the asset manager’s ESG assessment at the point of investment with underlying managers
and reviewed regularly as part of the ongoing monitoring.
Finally, the Company will update its risk appetite statement to incorporate the financial risks of climate change.
Currently we will not accept the risk without Flood Re ceding arising from properties in postcodes where there is
a worse than in 1 in 75 flood return period. The identification of those postcodes comes from the use of peril
data and expresses itself in our rating structure when the selection of such a postcode becomes a refer risk that
we would then cede to Flood Re if we want to write the case.
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A.2.Performance Summary
The company produces its financial statements in accordance with UK GAAP FRS 102.
Summary profit and loss for the year ended 31 December 2019 was as follows:

Earned premiums, net of insurance
Other technical income
Change in the provision for free renewals
Claims net of reinsurance
Net operating expenses
Surplus before investment income
Net investment income
Profit before tax
Tax
Profit after tax

2019

2018

£’000
5,114
1,574
(367)
(2,144)
(4,420)
(243)
1,478
1,235
(161)
1,074

£’000
5,052
2,063
(569)
(1,751)
(3,702)
1,093
(535)
558
(4)
554

As at 31 December 2019 the net assets of the Company were £19,196k (2018: £18,672k).

The Company has made a profit on ordinary activities before taxation of £1.2m. The profit arose from the
Company’s indemnity and broking businesses, benefiting from a favourable claims experience and lower
operating expenses together with gains on investments. This profit has been achieved despite operating in
highly competitive markets as well as ongoing claims inflation. NPAI continues to respond positively to the wider
range of activities being pursued within community pharmacy, providing cover and service solutions that are
valued by both members and customers.
Competition in the UK general insurance markets remains intense and there has been no reduction in the
competitive pressures on NPA Insurance Limited’s (“NPAI”) products and services. Capacity is freely available
both in the reinsurance market and via funded joint venture campaigns. Government initiatives and revised
spending strategies for healthcare continue impact community pharmacy and provide an impetus for the
seeking of broader cover. ‘Brexit’ continues to present challenges, with much uncertainty over how the financial
services industry will meet the potential changes in the regulatory and freedom of services framework.
In addition, the UK remains one of world’s most competitive general insurance markets, particularly in the
vehicle and property sectors where the bulk of our broker business is focused. The increasingly commoditised
nature of these policies leads to aggressive pricing, diverse distribution structures, and the opportunity for
sector competitors to access backing for pharmacy-specific offerings. This has led to sustained downward
pressure on premiums. An attempt at a market correction on premiums met with only limited success,
particularly for domestic property with little improvement in overall profitability.
Nevertheless, NPAI has retained its pre-eminent position in the provision of insurance cover to the world of
pharmacy, with significant penetration across the sector.
The insurance industry in general is embracing advances in technology in ever more sophisticated ways to
combat instances of insurance fraud, as well as identifying better and less desirable risks as well as providing
new methods of securing cover. We can expect to see further advances made and activity in this area as well as
developments in the way insurance is offered and purchased.
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A.3.Performance from underwriting activities
TECHNICAL ACCOUNT – GENERAL BUSINESS

2019
£

2018
£

6,427,635
(1,452,846)
4,974,789

6,555,617
(1,446,616)
5,109,001

Earned premiums, net of reinsurance
Gross premiums written
Outward reinsurance premiums
Net premiums written
Change in the gross provision for unearned premiums
Change in the provision for unearned premiums, reinsurers’ share
Earned premiums, net of reinsurance

127,947
11,459

(61,205)
4,654

5,114,195

5,052,450

480,746
1,574,056
(366,657)
6,802,340

(137,595)
2,063,326
(568,744)
6,409,437

2,602,690
(497,688)
2,105,002

3,827,147
(1,335,935)
2,491,212

(130,520)
169,158
38,638
2,143,640
4,420,223
6,563,863

(2,679,681)
1,939,523
(740,158)
1,751,054
3,701,830
5,452,884

Allocated investment return transferred
from the non-technical account
Other technical income
Change in the provision for free renewals
TOTAL TECHNICAL INCOME
Claims incurred, net of reinsurance
Claims paid
– gross amount
– reinsurers’ share
Change in the provision for claims
– gross amount
– reinsurers’ share
Claims incurred, net of reinsurance
Net operating expenses
TOTAL TECHNICAL CHARGES

BALANCE ON THE TECHNICAL ACCOUNT FOR GENERAL BUSINESS

238,477

956,553

Gross written premium from the indemnity business was £6.4m (2018: £6.6m). The vast majority of this
turnover is derived from within the United Kingdom. However net earned premiums increased marginally from
£5.1m to £5.1m.
The split of gross premiums written by class of business is as follows:
2019
£
5,229,077
1,198,558
6,427,635

Liability insurance
Legal expenses
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2018
£
5,322,058
1,233,559
6,555,617

Net claims costs were £2.1m compared to £1.8m in 2018. Claims costs have increased as a result of a slightly
higher number of claims with higher average reserves.
The split of net claims costs by class of business is as follows:
2019
£
1,490,067
235,439
418,134
2,143,640

Liability insurance
Legal expenses
Claims handling costs

2018
£
1,024,846
315,781
410,428
1,751,054

The Company purchases reinsurance to mitigate the impact of large value claims and against the impact of a
large number of low value claims.
Outward reinsurance premiums remained steady at £1.45m in 2018 and 2019.
Other technical income represents commission from the general book of business and was £1.6m in 2019
compared to £2.1m in 2018

A.4.Performance from Investments
The Company considers its investments to be its long term asset which supports the Company’s retained surplus
and the technical reserves (on a UK GAAP basis). The Company’s strategy is to invest in a broad range of assets
via funds to reduce the risk of market volatility and to generate an overall total return.
The following statement summarises the investment performance and investments held by the Company for
the year ended 31 December 2018 and 2019.
2019
£
Investment income
Income from listed investments at fair value through profit and loss
Income from other investments
Net gains on the realisation of investments
Total income
Investment expenses and charges
Investment management expenses, including interest
Net losses on the realisation of investments
Net unrealised gains/(losses) on investments
Net foreign exchange (losses)/gains
Total investment return

2018
£

141,583
68,210
245,916
455,709

58,093
58,357
116,450

(92,301)
(92,301)
1,135,424
(21,176)
1,477,656

(86,115)
(26,567)
(112,682)
(540,650)
687
(536,195)

The Company benefitted from large gains from its exposure to equity investments in 2019. Despite this the
Company has continued to further reduce its exposure to equities to reduce investment volatility and realise
gains.
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Current value
2019
2018
£
£

Historical Cost
2019
2018
£
£

Shares and other variable yield securities
and collective investment vehicles
Debt securities and other fixed-income securities

20,121,828

21,255,830

18,668,711

23,431,596

Subordinated notes

2,786,254
220,000
23,128,082

2,634,545
220,000
24,110,375

2,800,048
220,000
21,688,759

2,684,249
220,000
26,335,845

All of the above investments, except short term deposits, were listed on the UK Stock Exchange.
Investment income comprises interest receivable and dividends received, together with realised investment
gains and losses, net of investment expenses, charges and interest. Realised gains and losses are calculated as
the difference, between net sale proceeds and the previous valuation. Unrealised gains represent the difference
between the valuation at the balance sheet date and their purchase price or, if they have been previously
valued, their valuation at the last balance sheet date. Also included in total investment return are exchange rate
gains and losses. No gains or losses have been published directly in shareholders’ funds.

As at 31 December 2019 the Company had investments of £23.1m and cash balances of £3.5m.
Income from listed investments arose from fixed income instruments held via the Company’s asset manager.
The investments at the balance sheet date comprise of core assets in a short dated credit fund, a return seeking
multi asset fund, a UK Treasury Gilt, a money market fund and investment deposits. The multi asset fund invests
in a broad range of asset classes including equities, fixed interest securities, exchange traded funds, units in
collective investment schemes, cash and near cash derivatives. During the year the Company took the decision
to reduce its risk profile by reducing exposure to the multi asset fund which itself reduced its own equity
exposure. These actions have crystallised some of the unrealised gains.
Most of the investment income is derived from interest on short term deposits and a UK Treasury Gilt and
income from instalment payments on the general insurance book. Investment management expenses were
broadly similar to the previous year.
The Company does have direct holdings of securitised investments.
A.5.Performance of other activities
The Company had no other material income or expenses in the year reporting period or the previous reporting
period other than that attributable to underwriting and investments.
A.6.Any other information
There are no other material matters in respect to the business or performance of the Company over the
reporting period.
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B. System of Governance
The Company has a system of governance together with a governance structure in place as follows:

The system of governance has been designed around a risk management framework together with its related
controls and processes, and is strengthened by outsourced internal auditors and actuarial service providers.
The Directors of NPAI consider the system of governance to be adequate and proportionate to the nature, scale
and complexity of the risks inherent in its business.
B.1.General Governance Arrangements
The Company’s administration, management or supervisory body is a Board of Directors and various committees
which assist it in effectively discharging its governance responsibilities. To better meet the governance
objectives of the Board it was decided to separate the Audit and Risk Committee which was facilitated by the
recruitment of an appropriately skilled Non-executive Director. The Company has implemented a revised
governance framework to support a project to underwrite more business as well as ensuring alignment with
SMCR and IDD. As well as separate Audit and Risk Committees there is a Change and Authorisation Committee
and Steering Committee for the project. There is also a separate Product Governance Committee reporting to
the Risk Committee Finally there is a Remuneration Committee to deal with matters pertaining to executive
remuneration.
The Board’s role is to provide oversight and leadership of the Company within a framework of prudent and
effective controls which enable risk to be assessed and managed. The Board believes that a strong system of
governance is essential to help the business operate smoothly and to aid effective decision making and support
the achievement of the Company’s objectives. The Board is responsible for promoting the long term success of
the Company and for setting the strategic aims, monitoring management’s performance against those aims,
setting the Company’s risk appetite and ensuring that the Company is adequately resourced and that effective
controls are in place.
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There is a shareholder agreement between NPAI and NPA which sets out the responsibilities of both parties.
Under the Solvency II governance map the NPAI Board reports to the Finance and Financial Audit Committee
(‘F&FA’) of the NPA whose Chairman is the Treasurer of the NPA and will have a group manager SMR 7
responsibility. The F&FA Committee consists of six Directors of the NPA Board of Management. The NPAI Board’s
policy is to appoint and retain non-executive directors, who can apply their wider business knowledge and
experiences to their oversight of the Company, and to review and refresh regularly the skills of the Board. The
Board monitors the performance of the Company and compliance with the governance framework through the
reports in the Board agenda and through regular contact with senior members of the organization. The Board is
responsible for maintaining a sound system of internal control to safeguard the Company’s assets.
The Board are committed to training and development through various programs. The Board has established a
framework for risk management and internal control and reserves to itself the setting of risk appetite. The risk
appetite statement is a statement which describes the risk appetite (and hence the risks) that the Company is
willing to operate within. The Company is risk averse with respect to underwriting risk, and this is reflected in
the way it conducts its insurance business and its reinsurance program. At present the Company has a moderate
tolerance to market and equity risk given the low yield and increasing economic growth environment, though it
is monitoring the recent trends of rising interest rates and seeking investment advice as needed.
The monitoring of the establishment and operation of prudent and effective controls is delegated to the Audit
and Risk Committees which report to the Board.
The Board comprises an independent Chairman, Managing Director, Chief Operating Officer, two independent
non-executive directors and two non-executive directors who sit on the Board of the NPA and are appointed by
an election by their peers. Another INED will be appointed next year to support the delivery of the strategy. All
appointments are subject to regulatory approval. There is a robust system for corporate governance with a clear
division of responsibilities. The Chairman is responsible for the leadership and management of the Board,
overseeing the induction, evaluation and ongoing development of the directors, ensuring that the group meets
its overall governance standards and maintains an open and cooperative relationship between the Company and
the NPA. The Managing Director is responsible for developing the Company’s overall strategy, leadership of the
senior management team and effective oversight of the day to day operations of the Company.
The remuneration of the executive is currently recommended by the NPAI board to the NPA Nomination and
Remuneration Committee which is chaired by the Chairman of the NPA and whom holds the SMF7 function.
The following were members of the Board as at 31 December 2019:
Lisa Banks (Chief Operating Officer)
Iain McCusker, Chairman (Non-executive Director)
Paul Coleman, (Managing Director)
Ian Cordwell (Non-executive Director)
Bernard Mageean (Non-executive Director)
Rajesh Patel (Non-executive Director and member of the NPA Board)
The term of the independent non-executive directors is three years and that of the non-executive directors is
four years. The executive (Managing Director and Chief Operating Officer) are permanent roles until he/she
leaves the post.
There is a formal induction process for new directors. The needs of a new director joining the Board are assessed
and appropriate training arranged. Existing directors are provided with the opportunity to attend training
sessions.
The Board meet on average seven times a year and operates within established terms of reference. It is supplied
with appropriate and timely information to enable it to review business strategy, trading performance, business
risks and opportunities. Minutes document the discussions held in meetings and actions taken by members.
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As mentioned above the Board has appointed and authorised the Audit and Risk Committees to manage aspects
of the Company’s affairs including financial reporting, internal control and risk management. The committees
monitors the scope, results and cost effectiveness of the internal and external audit functions, the independence
and objectivity of the external auditors, and the nature and extent of the non-audit work undertaken by the
external auditors together with the level of the related fees. In addition the committees oversee the risk
management framework and advises the Board on how to best manage the Company’s risk profile. The Audit
and Risk Committees, for reasons of sound governance, is chaired, not by the NPA Chairman, but by a suitably
qualified NEDs, currently Ian Cordwell and Bernard Mageean respectively. The Company has implemented a
revised governance framework to ensure alignment with the Senior Managers and Certification Regime and the
Insurance Distribution Directive.
The responsibilities of the Board and the Audit and Risk Committees include the following:
 Compliance Function;
 Internal Audit Function; and
 Risk Management Function
These functions are explained in more detail in this report.
There were no other material changes in the system of governance over the reporting period.
B.2.Remuneration policy
The objective of the remuneration policy is to attract, motivate and retain effective people.
An executive director’s base salary provides the core reward for the role and is set at a level designed to recruit,
retain and motivate the skilled individual to deliver the Company strategy. The performance related bonus for
the executive is determined by the NPAI board and recommended to the NPA for approval. The Remuneration
Committee is chaired by the Chairman of the NPA whom holds the SIMF12 Remuneration function. No Director
participates in any part of the meeting covering their remuneration. The executive director and chief operating
officer are also a members of the NPA’s defined contribution pension scheme.
To strengthen the governance structure a Remuneration Committee has been set up to be a sub-committee of
the NPAI Board and will be a delegated committee of the Board.
The chairman and non-executive directors receive a set fee without bonus and do not have any pension
benefits. The Company does not operate a performance related remuneration scheme for any of its nonexecutive directors. It therefore does not encourage excessive risk taking and its policies are consistent with
sound and effective risk management. The remuneration is designed to recognise the responsibilities and time
commitment of the non-executive directors to attract individuals with necessary skills and experience to
contribute to the future growth of NPAI.
For employees the Company aims to ensure that total remuneration levels are appropriate and incentivise
behaviours that are aligned to the long term sustainability of the Company.
NPA operates an auto-enrolment compliant defined contribution pension scheme for employees of the
Company.
The Company’s remuneration does not offer any entitlement to shares.
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B.3.Fit and Proper Requirements
The Company’s Fit and Proper policy provides a framework ensuring that individuals running the business or
fulfilling key functions have the necessary skills, appropriate knowledge and experience and are of good repute
and integrity.
It is the Company’s policy to recruit, develop and maintain competent and appropriately skilled persons to
perform key functions commensurate with regulatory requirements and protection of NPAI’s good reputation.
This is achieved through appropriate vetting at recruitment, clear statements of responsibilities and a continued
reassessment of competency fitness and propriety that is embedded in the individual’s performance
management process.
The ‘Fit and Proper’ requirement is the standard required by the FCA and PRA when appointing controlled
function holders and the Company applies the same requirements when appointing those who effectively run
the Company or have other key functions. The Company recognises the value of the fit and proper requirements
in that a company run in a fit and proper manner, by fit and proper directors and other individuals holding key
functions or roles, will benefit from the knowledge and experience brought to the Company and is more likely to
be successful. The Company is satisfied that compliance with this is sufficient to ensure that individuals fulfilling
controlled functions meet all regulatory requirements.
A fit and proper person is anyone occupying a key position within the Company such that they may influence
policy and strategic decisions. Such persons must be demonstrably honest with integrity and a good reputation.
In addition, they must demonstrate compliance, capability and financial soundness and meet the FIT section of
the PRA Handbook.
There is no definitive definition for ‘fit and proper’, however the term includes amongst other considerations the
concepts of honesty, solvency and competence.
The Company has embedded the new PRA’s Senior Insurance Managers Regime which has replaced the Senior
Insurance Managers Regime.
The compliance function adopts appropriate systems and controls in the registration of individuals across the
Company ensuring that identified individuals meet the regulator’s fit and proper criteria at the point of
registration but not limited to external verification process and internal assessment. The fit and proper
assessment includes reviewing the CV of the candidate, an in-depth interview, obtaining references and carrying
out due diligence checks. Due diligence checks include verification of identification and address, criminal record,
reference, credit checks and a probationary period of employment. The candidate is also asked to declare any
interests so that the Board can review whether they have a conflict of interest. There is an ongoing responsibility
on those persons occupying key positions to maintain their fit and proper status throughout their employment
in that role.
B.4.Risk management system including the ORSA
The Company has a proportionate risk management function.
The Board sets the Company’s risk strategy, appetite and framework. It assesses its underlying risk profile, its
comfort with the risks taken and whether those are within the risk appetite on an ongoing basis. The Company
must operate within the limits set by the Board and these are monitored by both risk type and in the aggregate.
This enables the Company to evaluate how different risks interact to determine where correlations and
concentrations may occur, and allows the Company to pursue its strategic objective of seeking balance and
diversity. Key risks and mitigating actions and controls are in place to manage the identified risks and these are
detailed in the risk register which is subject to a biennial review, at a minimum.
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The Risk Committee (RC) oversee the risk management framework, the development and operational
implementation of the risk management policies and procedures, and advises the Board on how best to manage
the Company’s risk profile. The RC monitors and reviews the risk profile, the effectiveness of the risk
management activities and the adherence to the agreed risk appetite and parameters.
The risk appetite statement sets out the nature, type and degree of risk the Company is prepared to take to
meet its overall objectives. The risk appetite is owned by the Board and reviewed on a regular basis as new risks
emerge, or at least annually. The objective is to protect the shareholder, policyholders and other stakeholders
from negative events. The Committee ensures that the necessary processes are in place to achieve compliance
with statutory requirements and to protect the Company’s policyholders, staff and assets.
The Company has a wide range of tools to monitor risks and ensure it remains within the appetite set by the
Board:
















Own Risk and Solvency Assessment
Key risk indicators (e.g. solvency capital ratio)
Internal audit reports
Risk register
Capital management policy
Review of financial performance (monthly management accounts) with key indicators
Budget
Underwriting and outsourcing policies
Board review of the above
Fully resourced compliance function
Documentation of procedures
Ensuring the adequacy of reinsurance cover
External actuarial review of claims
Ensuring compliance with the Risk Appetite Statement
Performing regular solvency calculations

The information on risk management these tools provide is reported to the Risk Committee and to the Board
where necessary. The Head of Compliance holds the Head of Risk function SMR 5.
The risk management system is effective and well integrated into the organisational structure and in the
decision making process of the Company with proper consideration of the persons who effectively run the
Company or have other key functions.
Own Risk and Solvency Assessment (ORSA)
An important part of the risk framework is the process involved in the production of the ORSA report. This
assessment requires the Company to properly determine its own solvency needs to cover both short and long
term risks. The risk based approach requires the Company to hold an amount of funds commensurate with the
risks to which it may be exposed and thus the ORSA represents the Company’s opinion and understanding of its
risks, overall solvency needs and own funds held.
The intention of the ORSA is to enhance awareness of the interrelationship between the risks the Company is
currently exposed to, or may face in the long term, and the associated capital requirements. As a management
tool it is designed to enhance risk awareness in the Company’s culture and decision making process and to assist
the Company to obtain a real and practical understanding of the risk it is assuming.
The Company’s ORSA assessment helps to ensure that the Company can continuously meet its regulatory capital
requirements, as well as the internal capital targets in the face of changes to the Company’s risk profile and
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business plans as well as the impact of developments in the external environment. Future ORSAs will consider
the impact of climate change on insurance and governance requirements.
The ORSA report contains information covering:
- Forward looking solvency and balance sheet projections
- Status of key risks for all major categories as identified in the risk register
- Own Economic and Capital Assessment
The Board conducts its own risk and solvency assessment which covers the overall solvency needs of the
Company, taking into account the Company’s risk profile, overall business strategy and approved risk appetite
and tolerance limits.
The Board has in place processes which are proportionate to the nature, scale and complexity of the risks
inherent in the Company’s business which enable the Board to properly identify and assess the risks that the
Company faces in the short and long term and to which the Company is or could be exposed.
The ORSA is an ongoing process, with a full ORSA Report produced on at least an annual basis and in the event of
a material change to the risk profile of the Company. The ORSA includes a calculation of economic capital
required for the business after taking account various stress tests on the balance sheet.
Article 45 of the Solvency II Framework and Directive Proposal requires the Board to own the ORSA process. As a
result, at the November 2019 Board meeting, the Board were presented with a combination of stress and
scenario tests and their impact on Solvency. The Board are satisfied that the stress tests are appropriate and
they have approved the ORSA.
The ORSA process is reviewed and overseen by the Managing Director. The Managing Director attests to the
continued appropriateness of this report and if it is no longer considered to be appropriate this will be escalated
to the Board.
The ORSA process for the Company comprises the following high level stages:








Determination of strategic goals and objectives
Data collection and analysis
Setting of risk appetite, tolerances and actions taken to stay within risk appetite
Risk management and monitoring framework
Assessment of capital requirements for regulatory purposes and own economic purposes
Assessment of the adequacy of solvency relative to capital requirements
Calculation of technical provisions

The ORSA process includes an assessment of the Company’s capital requirements over the next 12 months. A
risk identification exercise is performed to highlight those risks that should be captured within the Company’s
economic capital model. The level of economic capital required is then derived using stresses consistent with the
99.5% confidence level movement over a 12 month timeframe. The instantaneous capital available to the
Company is recalculated under the movement of each risk factor.
A further component of the ORSA process is the forward looking risk assessment. Here an analysis is performed
which considers risks and extreme scenarios that could render the business model as non-viable. The analysis
captures both quantitative and qualitative factors and provides a framework by which the impact of all identified
events can be mapped to the business plan and capital requirements.
The information provided ensures that risk and capital implications are recognised in the decision-making
process and that appropriate control plans are developed to support successful delivery of business strategies
and priorities.
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The Company’s ORSA covers various scenarios including an increase in claims provisions, a fall in the value of
investments, a decline in premiums and paying additional dividends to the shareholder. These scenarios were
considered in various combinations sustained over a five year period. The results formed the inputs of the
Economic Capital Model. The Company has maintained the requisite level of solvency derived from the model.
B.5.Internal Control System
Internal controls refer to a control system within an organisation which oversees the proper conduct of its
business. Internal controls encompass the policies, processes, culture, tasks and other aspects of an insurer that
support the achievement of the insurer’s objective. A sound internal control system facilitates the efficiency of
operations, contributes to effective risk management, assists compliance with applicable laws and regulations,
and strengthens capacity to respond appropriately to business opportunities.
The internal controls system assists the Board and Senior Management in the fulfilment of their respective
responsibilities for oversight and management of the Company. The internal controls system provides them with
reasonable assurance from a control perspective that the business is being operated consistently with the
strategy and risk appetite set by the Board, the agreed business objectives, the approved policies and processes,
and applicable laws and regulations.
The Company has an internal control policy which ensures that there are systems of checks and balances such
that employees follow approved and documented policies and procedures which enable the Board to
adequately monitor the business. In addition, these systems are periodically audited by internal and external
auditors.
The Company’s internal control and risk management system involves the governance bodies and the operating
and control structures maintaining different and clearly defined responsibility levels, with the objective of
ensuring the adequacy of the system as a whole at all times. Delegation of responsibilities to key function
holders and their direct reports is set out in the Governance map.
The governance bodies include the Board of Directors and senior management.
The Board is responsible for the system of risk management and internal control and for monitoring its adequacy
and effectiveness. The Board’s objective is to ensure that the Company has an appropriate system in place for
the identification and management of risks, including the development of internal controls to address the risks
so identified.
Management is responsible for carrying out the directives of the Board of Directors including the
implementation of strategies and policies and the establishment of an effective internal control system. Through
regular and effective communication, management ensures that each staff member is fully aware of his/her role
and responsibilities. Delegation of tasks and activities is undertaken commensurate with the level of competency
required and the skill and experience of the individual. There are clear reporting lines which are set out in the
Company’s organisation chart included in this document. Open, constant dialogue and meetings are held
between management and staff to ensure there is no overlap in each member carrying out his/her duties.
Segregation of duties and functions minimises the risk of financial crime.
The types of control that exist within the business include, but are not limited to:
 Reconciliations
 System controls
 Authorisations and Approvals
 Physical Controls
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In implementing each of the control activities in the business, consideration is given, where possible, to the
segregation of duties to reduce the possibility of controls being overridden.
The organisational structures involved in the internal control function are:
-

-

Internal audit (see below Section B6 for more detail)
External audit. External audit provides feedback to the Audit Committee on the operation of the internal
financial controls reviewed as part of the annual audit. The Company is exempt from the external audit
of this Solvency and Financial Condition Report
Policies and procedures. Attached to significant risks are a series of policies that underpin the internal
control process. Written procedures support the policies where appropriate.
Monthly reporting. Comprehensive monthly reporting is designed to monitor key risks and their
controls.
Business planning and budgeting. The business planning and budgeting process is used to set objectives,
agree action plans, and allocate resources.
Major risks. The Company’s major risks are identified in the Risk Register using a risk scoring process.
Audit and Risk Committees. The function of these Committees have been described above.
Product Governance Committee. This is a sub committee of the Risk Committee to ensure that
policyholders are treated fairly in relation to products sold by the Company.
Compliance. The Compliance function is responsible for determining whether the organisation and the
internal procedures are suited to prevent the risk of judicial or administrative sanctions, loss of assets
and damage to reputation, as a result of a violation of laws, rules or measures issued by the regulatory
authorities. Whilst the business is responsible for implementing first line controls to manage and
mitigate regulatory risk the role of Compliance is to:
 Train and advise the business so there is a good understanding of the regulatory requirements and
the regulatory environment in which it operates
 Evaluate regulatory risk and assist in the identification of regulatory risk and advise on ways to
manage and mitigate risk to protect the firm and its policyholders
 Track, assess and communicate the impact of new regulation in a way that is tailored to the
business
 Advise the business on the design and implementation of controls
 Monitor and challenge the behaviours and controls in the business to promote the compliance
culture.
 Establish the framework for managing the Company’s compliance risk
 Approve certain policyholder communication prior to issue

Compliance interacts with regulatory bodies and authorities. Compliance monitors trends and changes in
regulations and shares information and collaborates with regulators to manage reputational and compliance
risks.
Compliance engages in a variety of activities and processes to identify, assess, control, measure, mitigate,
monitor and report compliance risks across the business as part of its oversight and administration of the
Compliance Plan.
The Board believes that the above internal control checks are appropriate given the nature, scale and complexity
of the business.
Administrative, accounting, IT functions and HR facilities are outsourced to the NPA. Various internal controls
operate in these outsourced areas to minimise the possibility of any one individual being able to override
processes. Further details about the services outsourced are provided in the ‘Outsourcing’ section.
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The Company is committed to upholding the values of the FCA’s ongoing Treating Customers Fairly Initiative. The
Company’s ethos is that its policyholders are treated fairly and this underpins our core philosophy. The
Company’s policyholders are the core of the business and are at the forefront of our strategy and service. The
Company is committed to providing excellent customer service as evidenced by high retention levels.
The external auditors, PricewaterhouseCoopers LLP, have also assessed the risk of management override of
controls. In this regard they:




Challenge management on key judgemental balances (e.g. IBNR reserve, free renewal reserve).
Perform testing of key reconciliations (e.g. bank reconciliations)
Test manual journals

The external auditors did not identify any issues for reporting.
B.6.Internal Audit Function
The Company uses an external organisation, PKF Littlejohn LLP, to carry out an annual internal audit and this
process is overseen by the Head of Compliance and reports to the RC. The Head of Compliance holds the
controlled Function of ‘Head of Internal Audit’ SMF 5. By outsourcing the internal audit function to a third party,
the Company benefits from a wide pool of independent experts who provide benchmarking of processes and
controls against other similar insurance market participants. Internal audit supports the Company in
accomplishing its obligation by bringing a systematic, disciplined approach to evaluate and improve the
effectiveness of risk management control and governance processes.
The internal audit’s mission is to independently examine and evaluate the functioning, effectiveness and
efficiency of the Company’s internal control system and all other elements of the system of governance. Internal
audit activities are designed to provide advice to management in improving the internal control environment,
and monitor the implementation of strategic control initiatives and management’s remediation activity.
Management is satisfied that the Company’s outsourced internal audit function is objective and independent
from its operational functions.
Independence of the Internal Audit function is supported through the outsourced provider, if required, reporting
directly to the Chairman of the Risk Committee. The Company does not engage its internal auditors for reasons
other than a review of internal controls, as a safeguard against the risk to independence and objectivity.
A risk based and cyclical coverage approach is used to determine the annual Internal Audit Plan. This plan is
agreed and shared with the Audit and Risk Committee and the Board along with progress reports, key findings
and the number of open and past due issues. There is a rolling programme of internal audit activity which
includes independent evaluation of compliance with company policies and technical reviews of underwriting and
claims functions.
The output from the internal auditors is also reviewed by external auditors.
The internal audit procedure that was scheduled for 2019 has been deferred to 2020 as a result of the
implementation of a project to enable the underwriting of more products and to access new markets.
The Company will look to tender for the provision of the internal audit function in 2020 as the Company has
used its current service providers for three years and a rotation of this function will enable a fresh review of
controls and procedures.
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B.7.Actuarial Function
The Actuarial Function Holder SMR 22 is the Managing Director. The operational actuarial activity is outsourced
to BDO LLP to ensure that the Company has access to specialist actuarial knowledge and experience of general
insurance. The actuary is appropriately qualified and has the appropriate level of skill necessary to perform this
function in accordance with applicable professional and technical standards. By outsourcing the actuarial
function to an external consultancy firm, this ensures that the Company’s actuarial function is objective and free
from influence of other functions or the Board. The Board do not consider it necessary to appoint a full time
actuary given that the Company is a small insurer underwriting few lines of business. Not having a full time
actuary is entirely consistent with the Solvency II directive in relation to proportionality and commensurate with
its risks and appetite.
The actuarial function is responsible for:






Calculating the technical provisions (including IBNRs), including:
- Ensuring the appropriateness of methodologies, models and assumptions
- Assessing the adequacy and quality of data used
- Informing the Board of the reliability of the calculations.
Analysing the movement in technical provisions, including the comparison of the best estimates against
experience.
Opining on the underwriting policy and adequacy of the reinsurance arrangements.
Contributing to the effective implementation of the risk management system, in particular to the
modelling risk aspect of the ORSA and MCR/SCR calculations.

The actuary maintains regular contact with the Managing Director and the Finance Team, attends Board
meetings and provides an annual report to the Board on its activities. The actuary’s year end review of reserves
is subject to external audit.
Management is satisfied that there is an effective actuarial function which is outsourced to persons of
appropriate experience and expertise.
B.8.Outsourcing
The Company has chosen to outsource some of its operational functions and activities in order take advantage
of economies of scale and external expertise. Many of these functions are outsourced to the NPA. The long
established relationship with the NPA diminishes the risk of any issues arising from this arrangement.
The Company is committed to complying fully with all applicable regulatory requirements relating to the
outsourcing of a function, including the requirements of Solvency II and the requirements of the FCA and PRA.
The Company’s policy for outsourcing is to ensure that adequate systems of governance are in place with
outsourcing partners as the Company is responsible for discharging its Solvency II obligations whether or not
these are outsourced. To meet these requirements the following controls are in place:
-

An outsourcing policy sets out a risk and impact assessment of outsourcing on the Company’s business
activities;
The policy sets out the criteria for determining whether a function or activity is crucial or important;
The policy sets out the due diligence process that should be followed prior to the outsourcing services of
appropriate quality are authorised;
The policy sets out the monitoring arrangements required to meet the outsourcing risk assessment and
written details that should be contracted between both parties;
The policy sets out the required continuity arrangements and exit strategies for outsourced critical
functions, which are largely managed by the Company as discussed above.
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Currently the actuarial function, internal audit and investment management functions are outsourced to UK
providers as it is more cost effective to outsource given the nature and scale of the organisation. The
relationships are managed by the executive and overseen by the Board and various committees.
The administrative services to the Company e.g. finance (including treasury), HR, IT, marketing, facilities,
member administration are outsourced to the NPA which is set out in a shareholder agreement. It is viewed to
be cost effective to outsource these functions given the symbiotic relationship with the NPA, the shared
premises and customer base. The relationship is managed by the executive and overseen by the Board. The cost
of providing these operational services is agreed between the respective Boards. There is also a service fee
agreement between the NPA and NPAI.
The Company believes that senior management have sufficient knowledge and experience regarding the
outsourced function to be able to challenge the performance and results of the service provider.
The Company also assesses the impact of outsourcing on its operational risk in the Company’s Risk Register.
The Board retains responsibility for discharging all outsourced activities and the Board’s oversight is exercised
through the following activities:
 Approval of scope and content of outsourcing
 Review of internal delegations of authority
Fundamental responsibilities such as the setting of strategy and policies, the oversight of the operation of the
company’s processes, and the final responsibility for members, are not be outsourced. Critical or important
operational functions and activities will not be outsourced.
NPAI is a wholly owned subsidiary of NPA which is a mixed activity insurance holding company (MAIHC). Group
supervision and reporting does not apply to the MAIHC. There is a shareholder agreement between NPAI and
NPA which sets out the responsibilities of both parties. The NPAI Board will report to the Finance and Financial
Audit Committee of the NPA whose Chairman is the Treasurer of the NPA who has group manager SMF 7
responsibility.
B.9.Any other information
The Board believes that the system of governance of the Company is appropriate to the nature, scale and
complexity of the risks inherent in its business. There have been no material changes within the system of
governance over the reporting period. All the relevant points have been detailed in this report and there are no
further disclosures required at this time.
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C. Risk Profile
The Board is responsible for overseeing the Company’s risk management and internal control systems, which
management is responsible for implementing. The Company maintains a strong risk governance framework
using the Risk Committee consisting of executive and non-executive Directors. The Risk Committee monitors and
reviews the risk profile and the effectiveness of all risk management activities and, in particular, monitors
adherence to agreed risk limits per the Company’s risk appetite statement.
The Company uses the Standard Formula to calculate its regulatory capital requirements. The Company ensures
that it remains in continuous compliance with the requirement to ensure that it maintains a level of capital in
excess of its regulatory SCR. The Board reviews the management accounts and other relevant information at
each Board meeting to assess whether there is any deterioration in the financial results that may impact
negatively on the Company’s capital position and which may impact on the ability to meet its regulatory
requirements.
The Company’s risk register details the risks to which it is, or may be exposed. For each risk there are a number
of controls in pace that are used to mitigate the risk and these are monitored over time. Risk controls can be
tools or techniques to proactively identify, manage and reduce risk and may involve policies, standards,
procedures and operations of the Company. The risk register describes risk controls for each risk and identifies
controls ownership. The Compliance Officer facilitates the process to enable the risk owners to identify risks,
develop control activities to mitigate the risk within appetite and to carry out risk assessments. The Compliance
Officer assesses the effectiveness of the controls and works with control owners to address any control
weaknesses. Information on risk is presented to the Risk Committee which is chaired by a Non-Executive
Director.
As mentioned above a range of sensitivity tests is conducted for the Company which allows for a better
understanding of the key sensitivities for capital requirements. The Company carries out stress and scenario
testing as part of the ORSA process. As part of this process, the Company also assesses explicit scenarios most
likely to render the business unviable, a process known as reverse stress testing. Following the ORSA process
management concludes that the Company has sufficient capital to meet its solvency needs and to achieve its
business goals to within an acceptable level of confidence.
The Company has projections for solvency and its components to monitor material risk exposures given the
Company’s business strategy. The claims projections are based on past claims history industry statistics and
these have been reviewed by the actuary.
C.1.Underwriting risk
Underwriting risk is defined as the risk of loss resulting from the inherent uncertainties as to the occurrence,
amount and timing of insurance liabilities, focusing on risks that arise from the acceptance of business.
The company takes a conservative approach to underwriting risk, prioritising the financial security of the
Company, adherence to regulatory requirements and protection of its policyholders.
The key underwriting risks which the Company is currently exposed to are set out below:
 Adverse claims development (reserve risk). This is the risk arising from risk of loss, or of adverse changes
in the value of insurance liabilities resulting from fluctuations in the timing, frequency and severity of
insured events, and in the timing and amount of claims settlement;
 Inappropriate underwriting risk (premium);
 Lapse risk – this is the decrease in future contracts used in the calculation of technical provisions.
The Company will be exposed to non-life catastrophe risk as the Company starts to underwrite property based
policies.
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The Company predominantly trades in the UK and only a very small proportion of its business is conducted in
Euros. Where possible, assets are considered by both currency and duration profile in relation to the liabilities
thereby managing the impact of foreign exchange and interest rate risk on the solvency position. Under this
strategy, the total assets are sought to be held broadly in proportion to the currencies of the technical
provisions.
The Company mitigates underwriting risk through the following:
 Purchase of reinsurance. The Company purchases reinsurance to manage its exposure to large individual
indemnityrisks and large claims in aggregate. The reinsurers have a high grade of creditworthiness. The
Company intends to underwrite property business and has purchased reinsurance for that book of
business. The Company will continue to act as broker for the motor book which carries no insurance
risk;
 Effective claims management. Senior management regularly review claims files and use KPIs in managing
claims;
 Review of prices annually (for the indemnity business) although price adjustments have happened midyear when it was deemed necessary;
 Performing regular solvency calculations;
 Appropriate and regular reporting on a monthly basis at management/claims/underwriting meetings
and quarterly at Board level. Monthly management accounts are reviewed internally and these
accounts, together with a business report, are presented to the Board, seven times a year.
 Additional tools:
- Independent actuarial reviews
- Regular internal and external audit review of premiums and claims
- Pricing for larger customers and higher claimants is based on assumptions which have regard to claims
trends and past experience
- ORSA to assess the performance of key risks under stressed conditions
Due to the wide geographical spread of the business in the United Kingdom the potential for a concentration of
risks to significantly affect capital levels is limited. The Company’s indemnity policies are pharmacy specific
targeting highly educated and trained individuals operating in a heavily regulated market.
There are strong controls around the calculation of the underwriting risk within the standard formula including
the review of inputs and parameters by management, sensitivity testing (in the ORSA) and the review of the
results.
The company models certain stresses and scenarios through its SCR financial model in the ORSA. The Company
models the impact of claims increases, reduction in policyholders and lower reinsurance recoveries. Under each
of the stresses occurring in isolation the solvency ratio remains within the Company’s risk appetite.

A 20% increase in Solvency II technical provisions would decrease the SCR to 2.94
The company has experienced favourable loss ratios in recent years resulting in strong underwriting
performance.
The company does not use special purpose vehicles.
C.2.Market risk
Market risk refers to the risk of loss resulting from adverse financial market movements including interest rates
and exchange rates. Market risk is a key component of the SCR.
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The Company is exposed to market risk through its holdings of collective investments. These investments are
diversified over a number of companies, industries and geographical locations in such a way to avoid excessive
reliance on any particular asset, issuer or group of undertakings and excessive accumulation of risk in the
portfolio as a whole.
Included in market risk is currency risk which arises from unmatched foreign currency assets. Due to the
significant levels of investments held in overseas currencies the Company is exposed to currency risk. These
investments are listed and traded on the UK Stock Exchange.
The largest component of market Risk for NPAI are equity risk, spread risk and concentration risk and there is a
large diversification benefit. The Company has de-risked part of its portfolio in 2019 to reduce equity risk.
A decrease in the value of invested assets may have a material adverse effect on the Company’s results, financial
condition and liquidity. Current mitigation tools against this include:





Governance processes around investment strategy
Regular monitoring against the investment risk appetite
Capital management policy sets limits on asset classes
Portfolio diversification and asset allocation

In addition the Board maintains a risk register. The risks recorded in the register are categorised by category of
risk, and then graded based on their likelihood and impact.
The Company has delegated its tactical investment decision making to a fiduciary manager, which also provides
investment advice to the Company under a Fiduciary Management Agreement. Investment decisions are made
by the asset manager in accordance with targets and restrictions agreed with the Company and set out in the
Fiduciary Management Agreement and Capital Management Policy. The Fiduciary Management Agreement
includes targets and restrictions, as part of a strategic asset allocation, which are designed to ensure that the
Fiduciary manager can identify, measure, monitor, manage, control and report to the Company the risks in
investments made so as to allow the Company to assess the relevant risks as part of its solvency assessment.
The Company receives a monthly investment report from its asset manager and a quarterly summary which
includes a narrative analysis of its quarterly investment performance and the risk profile of the investment
portfolio.
During the year the asset manager reduced the risk profile of the assets under management by reducing
exposure to the growth component of the portfolio and by making that component itself less risky by reducing
its equity exposure. This resulted from a review by the asset manager of prevailing economic indicators and
asset valuations.
The Company invests the assets used to cover the MCR and the SCR in accordance with the ‘prudent person
principle’. The prudent person principle defines that assets must be invested in a manner that a ‘prudent person’
would - that is the decisions are generally accepted as being sound for the average person.
The essential element of the Prudent Person Principle is that investments held to meet the liabilities should be
appropriate to the nature of the liabilities. The Prudent Person Principle removes the restriction on the type of
assets that an insurer can hold although under Solvency II capital charges are used as a measure to determine
risk. This higher freedom should be matched with policyholder protection. To do this the Company believes it
has an adequate system of governance ensuring a high level of responsibility and accountability and an
adequate level of reporting to its supervisors. The Company has in place a system that ensures proper
identification, measurement, monitoring, management, control and reporting of its investments.
The Company carries out stress and scenario testing as part of its annual ORSA which includes stress testing of a
decrease in investment valuations. For all stresses and scenario tests the solvency after the stress test is
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projected for a period of five years to assess the current and future solvency position after the occurrence of the
stress event or scenario. The exposure to market risk is also monitored periodically by running the standard
formula based capital model.

A 20% decrease in the value of investments will decrease the SCR to 2.92
The Board will regularly assess compliance of the investment portfolio with its targets and restrictions and
review the Company’s investment risk appetite in line with the EIOPA Prudent Person Principle (Solvency II
Article 132) and PRA rules.
The Company operates primarily in the United Kingdom with some business occurring in the Republic of Ireland.
The functional and presentational currency of the business is pounds sterling and therefore the business
activities have limited exposure to movements in exchange rates.
The Company does not directly invest in derivatives.
C.3.Credit Risk
The Company has exposure to credit risk which is the risk that a counterparty will be unable to pay amounts in
full when due.
The Company’s risk appetite states the minimum credit rating for reinsurers and depositors as well as the
maximum exposure to a single deposit taker.
Key areas where the Company is exposed to credit risk are:




Reinsurers: Through reinsurers’ share of insurance liabilities and amounts due in respect of claims
already paid
Cash and short term deposits: Through default of the bank holdings of cash and cash equivalent.
Corporate bonds: Through the failure of the bondholder to pay interest or capital.

Reinsurance is used to manage insurance risk. This does not however discharge the Company’s liability as the
primary insurer. If a reinsurer fails to pay a claim for any reason, the Company remains liable for the payment to
the policyholder. The Company’s risk appetite is that reinsurers all maintain a minimum of an ‘A’ credit rating.
The Company is alerted by its brokers on any changes of the credit rating of its reinsurers.
The Company’s capital management policy documents its investment policy including how it identifies, measures
and controls associated risks as well as meeting regulatory and legal obligations.
The Company carries out stress and scenario tests in the ORSA for credit risk and exposure to counterparty
credit risk is also monitored periodically by running the standard formula based capital model.
The majority of cash and short term deposits are held with institutions having a credit rating of at least an ‘A’.
No derivatives or other risk mitigation techniques have been used in relation to credit risk.

C.4.Liquidity risk
Liquidity risk is the risk that the Company is unable to meet its obligations as they fall due as a result of
policyholder benefits payments and cash requirements from contractual commitments. Such outflows would
deplete available cash resources for operational, trading and investment activities. In extreme circumstances
lack of liquidity could result in the sale of assets at distressed prices. The primary liquidity risk of the Company is
where there are insufficient available assets to pay claims to its policyholders as they fall due.
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Liquidity risk is managed as follows:







Forecasting: the Company prepares cash forecasts so that inflows and outflows can be known in
advance. The Company’s main sources of inflows are insurance premiums and commission income
whilst outflows are largely expenses and payments to policyholders through claims and general
administration costs.
Cash: available cash is invested according to the Company’s investment policy and cash requirements
have historically been met through regular income streams. The Company monitors the levels of cash
and short term deposits on a daily basis ensuring adequate liquidity to meet the expected cash flow
requirements due over the short term.
Stress tests: The Company runs stress tests in the ORSA to estimate the impact of a major catastrophe
on the cash position to identify potential issues.
Liquid assets: The vast majority of the Company’s investments are in highly liquid assets, which can be
converted into cash swiftly and at minimal cost.

Liquidity risk is not considered to be a material risk for the Company.

C.5.Operational Risk
Operational risk refers to risk from inadequate or failed internal processes, people, and systems, or from
external events, including regulatory control failures or cyber attacks.
The management of operational risk is a core component of the Company’s risk management framework and
there are various lines of defence to mitigate operational risk.
The first line of defence is the business function. Managerial staff are responsible for identifying potential risks
and maintaining appropriate controls with consideration of any relevant outsourcing arrangements. The second
line of defence is provided by oversight functions including the Audit and Risk Committee who review the Risk
Register which includes key operational risk areas. Internal audit provides retrospective independent assurance
over the design and operation of controls and is the third line of defence. The Company also has a business
continuity plan in place which deals with external events which may impact operations.
There are many facets of operational risk that may impact the Company:
i)

Information systems failure

The firm considers the risk of error or failure associated with the technological aspects (IT systems) of its
operations. Specifically technology risk refers to both the hardware systems and the software utilised to run
those systems.
The NPA has a dedicated IT department to run and maintain all systems including those used for NPAI.
Furthermore, computers and servers are replaced to keep up to date with technology. All electrical systems are
tested externally once a year. There are IT Policies including GDPR compliance documentation, an Information
Security policy plus email and IT systems usage policy. The Company is archiving legally related emails and
ensuring non-manipulation. This is completed using Exclaimer which works in conjunction with Outlook to
process emails in the background.
The NPA IT department has specialist skills in infrastructure and software application support and has improved
significantly all IT systems and processes across the NPA group. This will make a significant impact in reducing
technology risk. Daily back-ups are made to an external site, real-time replication is also used to a dedicated
disaster recovery provider to ensure IT systems are available in the event of business interruption.
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Another IT risk to be considered is breach of data security of electronic data and or hard copy data files. The
impact of this would be regulatory censure and damage for the NPAI brand. All NPA data is held on internally
facing servers. No external facing servers have any sensitive data and all NPA IT systems are protected behind a
secure firewall and multiple security layers.
Security of IT systems has been increased to upgrade the firewalls and introduce hardware level encryption on
laptops. An external penetration test was conducted from external to internal on the NPA network with no
critical or high risk issues found.
There is a dedicated server room within the Company. All IT hardware required to run the business is located
within the air conditioned, temperature monitored room with a dedicated electrical supply purely for the IT
systems. The IT hardware is also backed up with an uninterruptable power supply in the event of a power
failure. The uninterruptable power supply was tested this year and all batteries replaced to ensure high levels of
availability in the event of power failure.
The entire virtualised IT infrastructure and software is replicated to a dedicated disaster recovery provider.
All data including Virtual Machines and databases are replicated offsite and a copy is kept locally on secure
servers onsite.
Disaster recovery processes are in place and fully documented to ensure the business can operate in the event
of service disruption.
All merchant services are PCI compliant and PayGuard software has been introduced into the telephone system
which enables customers to key in their credit/debit card numbers rather than reading them out to the
operator.
ii) Compliance with legal and regulatory requirements
The Company is subject to a comprehensive set of legal and regulatory requirements. Non-compliance could
lead to fines, public reprimands, damage to reputation, increased prudential requirements, enforced suspension
of operations or, in extreme circumstances, withdrawal of regulatory authorisation. Non-compliance may also
lead to costs relating to investigation and compensation of affected members. In addition, reputational damage
may adversely affect the long term future of the Company.
These risks are mitigated by the Compliance function and regular audit reviews.
Senior management regularly monitors major media outlets to identify and evaluate possible sources of
regulatory or legislative changes. Where a likely source is identified the Company will look to minimise any
detrimental impact on the Company’s strategy whilst exploiting any opportunities that may arise.
iii) Conducting business fairly and ethically
The success of the Company is built on a foundation of fairness and honesty in its dealings with its key
stakeholders. A breakdown of the Company’s cultural values could expose it to the risk of reputational damage
and contribute to an increase in a range of other business risks.
The Company has put in place a range of controls and processes to manage this risk. The key decision makers are
encouraged to take a holistic view and not simply focus on narrow commercial factors.
The Company is wholly owned by the NPA which is a trade association for independent community pharmacy
owners in the UK. The NPA holds the ethos of a membership organisation based on the following principles:
Support, Protect and Represent. The members of the NPA are at the heart of all the activities of the
organisation. As noted above the Company is committed to the values of treating customers fairly.
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iv) People – loss of key staff or flight risk
The Company could be adversely affected by the loss of one or more key employees or by an inability to attract
and retain qualified personnel.
The Company’s remuneration strategy is designed to reward talent and success and the Company has a proven
track record of being able to retain high-performing staff. The aim is to recruit talented staff and invest in their
technical and professional development over many years so that they have a well-rounded experience to take
on more senior roles within the group.
v) Fraud risk
Fraud risk relates to the risk associated with intentional misappropriation of funds, undertaken with the
objective of personal benefit at the expense of the firm.
In assessing fraud risk, the firm considers the possibility of fraudulent acts occurring within the firm and the
extent of controls which management has established to mitigate such acts.
A review of the claims process with regards to fraud risk has found sufficient risk and controls are in place to
mitigate these risks to de-minimus levels.
Fraud risk (both claims and non-claims) is controlled by:
a. restricted access to files and documentation
b. segregation of duties and peer review of cases
c. management review of activity (e.g. monthly claims analysis and management accounts review)
d. authorisation procedures in moving funds which involves segregation of duties
e. separate invoice authorisation, cheque payment procedures and payment limits
f. robust claims management processes
g. bank reconciliations are performed by staff not involved in the payment approval process
h. internal audit reviews
No incident of deliberate fraud has been noted in the history of the firm as far as management is aware.
NPAI have fidelity insurance to cover employee fraud within the Company.
NPAI have a good reputation and standing with members and is conscious of the protection of its name and
brand.
The external auditors have assessed the risk of fraud in revenue recognition. They have performed detailed
testing on premiums, commission revenue and investment income including realised and unrealised gains. They
found no issues to report.
vi) Reputational risk
NPAI is entirely dependent on the good reputation of the NPA as the trade association for pharmacists. The
Association is well regarded by its members for providing high quality services and supporting members to
develop their businesses.
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vii) Group risk
NPAI is largely dependent upon the name and reputation of the NPA, its parent Company, for its business.
However, as the relation is symbiotic, NPA’s members rely on being indemnified through the NPA which is
covered by NPAI insurance as a result of membership. Given such a unique relationship there is no reason why
such a relationship should not continue and in fact NPAI was incorporated before the NPA.
The Company is supporting its shareholder in investing in products and services for the benefit of its members.
NPA has been investing in projects to support its members against the Government funding cuts in the retail
pharmacy sector and may require additional dividends for its investment program.
The NPA Group does not have any external borrowing.
viii) Loss of key customers/members
A key risk to the business would be the loss of policyholders with a significant number of stores. These
organisations represent large revenue streams and their loss would impact the business and profitability
although this may be mitigated by eventual lower claims values; although the Company may be penalised due to
minimum reinsurance thresholds. The key impact would be the loss of contribution to reinsurance costs where
the Company has minimum premiums to cover. Action has been taken to provide bespoke solutions to the larger
policyholders.
ix) Pharmacy Funding Cuts
The Department of Health have imposed cuts to pharmacy funding through a fixed five year settlement. This will
have a detrimental impact on the Company’s policyholders. The Company is monitoring the situation and there
is an expectation of market consolidation and the closure of some pharmacies in the long term.
There is very little concentration of risks as these are very disparate events with very little or no correlation with
each other. The impact of operational risk on the total capital charge is very small and the charge in the standard
model formula is based on technical provisions and earned premiums.
There were no changes to the material risk exposures during the reporting period, nor to the measures used to
assess those material risk exposures.
C.6.Other material risks
Strategic Risk
Other potential material risks, which are not included in the previous categories include a series of strategic risks
such as:






Risk of further competition entering the market, mitigated by management keeping abreast of market
changes and ensuring that the Company’s products are appropriate and competitive;
Failure of corporate strategy, mitigated by regular review of strategy by Board and Management;
Inadequate risk management, mitigated by the risk management system in place described above,
including regular monitoring of the risk register by Management;
Increased activity from financial services regulators as a consequence of Brexit, mitigated by monitoring
the regulatory and political landscape.
The Company has embarked on a strategy to underwrite further new classes of business to maintain and
improve its medium and long term prosperity. The Company is familiar with these markets having acted
as a broker for this business.
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The Company is aware of the dangers of following an inappropriate strategy or failing to implement a desired
strategy.
Regulatory Risk
Regulatory risk is the risk of loss arising through a breach of regulatory requirements or failure to respond to
regulatory change. The Company is required to comply with the requirements of the PRA and FCA.
Risk mitigation includes ensuring that the Compliance Officer monitors that regulatory reporting is performed
with the agreed timeframe and the Company is in compliance with its regulatory obligations.
Stress Tests
Stress tests are performed on the material risks the business is exposed to and are conducted on an annual
basis. Stress tests carried out as part of the ORSA process on the solvency position at the time as well as the
projected positions. These tests have highlighted that the Company is sufficiently capitalised to meet obligations
to policyholders under stressed conditions.
C.7.Any Other Information
All material information regarding the Company’s risk profile is disclosed above. The Company does not provide
any collateral, has no collateral agreements and has no contingent liabilities. The Company does not engage in
securities lending or borrowing and has not entered into any ‘repo’ agreements. The Company does not invest
directly in derivatives.
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D. Valuation for Solvency Purposes
Regulatory Balance Sheet
In accordance with Article 75 of the Solvency II Directive assets and liabilities other than technical provisions
have been measured in accordance with the principle of an arm’s length transaction between knowledgeable,
willing parties using market consistent valuation methods. Technical provisions have been valued in accordance
with Article 76 of the Solvency II Directive.
The material classes of assets shown in the Solvency II balance sheet and values for the corresponding assets
shown in the Company’s financial statements are shown below as at 31 December 2018:
Type
Assets

Description
Intangible assets
Property, plant and
equipment
Collective investments
Deposits
Reinsurance recoverables
Reinsurance receivables
Loans and mortgages
Cash and cash equivalents
Any other assets

Total assets

Solvency II
£
30,492

Statutory Accounts
£
1,175,674
30,492

20,121,828
220,000
2,315,025
50,598
2,995,254
3,509,784
1,071,115
33,100,350

20,121,828
220,000
2,423,368
50,598
2,995,254
3,509,784
1,071,115
34,384,367

10,646,590
10,132,014
514,576
1,435,885

10,630,905
1,435,885

440,619
902,441
1,626,743
15,203,927
17,896,423

440,619
902,441
1,626,743
15,188,242
19,196,125

Liabilities
Technical provisions
- Best Estimate
- Risk margin
Insurance and intermediaries
payable
Reinsurance payable
Trade payable
Other liabilities
Total liabilities
Dividends
Excess of assets
over liabilities
(‘Own Funds’)

D.1.Assets
Intangible assets
Intangible assets have a nil valuation for Solvency II purposes.
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Change
£
(1,175,674)
(108,343)
0
(1,284,017)
15,685

15,685
(1,299,702)

Investments
Investments comprises of subordinated notes, a money market fund, a UK Treasury Gilt, a short duration
corporate bond fund and a multi asset fund investing in a broad range of asset classes including equities, fixed
interest securities, exchange traded funds, units in collective investment schemes, cash and near cash. The
Company believes its policy on the fair value of investments to be consistent with the hierarchy of valuation
methods required for Solvency II. Accordingly, the valuation policy on fair values is applied consistently between
the Company’s Solvency II reporting and its statutory financial reporting. Investments are therefore valued for
Solvency II purposes on the same basis as the annual financial statements, which follow UK GAAP. All
investments except subordinated are traded on mainstream exchanges. A breakdown of investments is shown in
Section A.4. As these are listed on the UK Stock Exchange their valuation is based on a fair value level 1 basis.
The value of the subordinated loans is based on a fair value level 2 basis.
The fair value of financial instruments traded in active markets is based on quoted bid market prices at the
balance sheet date. A market is regarded as active if quoted prices are readily and regularly available from an
exchange, dealer, broker, industry group, pricing service or regulatory agency and those prices represent actual
and regularly occurring market transactions on an arm’s length basis. The quoted market price used for financial
assets by the Company is the current bid price. These investments are included in level 1. Instruments included
in level 1 comprise primarily ‘blue chip’ equity investments classified as shares and other variable yield securities
and authorised unit trusts. Level 2 assets are financial assets that do not have regular market pricing but whose
fair value can be determined based on data values or market prices.
Reinsurance recoverable
Reinsurance recoverable are estimated based upon gross provisions for claims outstanding, having due regard to
collectability. Included within this total is a proportion of reinsurance payables, which is considered as being past
due, and so net off against reinsurance recoverables. Reinsurance recoveries in respect of estimated claims
incurred but not reported are assumed to be consistent with the historical pattern of claims reported to date.
For the Solvency II balance sheet, these recoveries have been discounted at the risk free rate and the majority of
the difference between the Solvency II figure and the financial statement figure reflects this discounting.
Other assets
Other balances represent tangible assets, reinsurance receivables, cash at bank and other assets. Receivables
are recognised when due and include amounts due from insurance contract holders. Receivables are recognised
as amounts expected to be received. Due to the short term nature of the Company’s receivables amounts are
not discounted. Following a review of tangible fixed assets it is the opinion of the Directors that the fair value of
plant and equipment is materially the same as the carrying value in the financial statements and therefore no
adjustments have been made. All other assets are valued for Solvency II purposes on the same basis as the
financial statements. There were no changes to the recognition criteria during the year.
D.2.Technical provisions
Solvency II introduces a fundamentally different approach to establishing technical provisions for outstanding
claims and premiums compared to UK GAAP. Article 76 of the Solvency II Directive requires that technical
provisions should represent the current amount an insurer would have to pay for an immediate transfer of its
obligation to another insurer. In general, technical provisions are calculated as the sum of a best estimate of the
claims, premiums and expense cash flows that are discounted to give an estimate of the provision. Finally a risk
margin is added. Technical provisions are not discounted in the financial statements.
The best estimate is calculated as a probability-weighted average of future cash flows, discounted using the
relevant risk-free interest rates which are derived from swap rates using the EIOPA yield curve. The cash flow
projections take account of all future cash flows over the full lifetime of the existing contracts.
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The premium provision is the expected present value of future cash flows relating to future claims events on
existing policies. The unearned premium reserve is used as a starting point to estimate the gross best estimate
premium provision. The calculation of the best estimate of the premium provision relates to all future claims
payments arising from future events that are insured under existing in-force policies, corresponding future
administrative expenses, and all expected future premiums. To determine the nominal amount of future claims
and expenses the cash flow projections for unearned premiums are multiplied by the combined ratio.
This means that expected profits are immediately recognised as the Company applies its estimated combined
ratio which is less than 100% which it historically has been.
The claims provision is the expected present value of future cash flows relating to claims events which have
occurred. The claims provisions on a UK GAAP basis have been used as a starting point for the expected nominal
value of the Solvency II future cash flows. Projected cash flows are estimated by applying payment patterns to
the estimates of gross claims and recoveries. The payment patterns have been calculated based on historic
trends using standard actuarial techniques with an overlay of actuarial judgement. Under this method the
amount of claims paid to date are arranged by year of development (the period from policy inception to claim)
and policy year. The pattern of claims development revealed by this claims triangle is determined and then
applied to estimate claims amounts in the later years of development. The historic claims pattern is relatively
stable and these are used to project future expected cash flows of the ultimate claims. These cash flows are
discounted back to give the value of the claims liability.
Claims, premiums and expense cash flows have been discounted using the EIOPA yield curve.
The Company operates in a relatively stable market condition and technical provisions have broadly remained
the same as in the previous reporting period.
The risk margin has been considered to ensure that the value of the technical provisions is equivalent to the
amount that would be expected to have to be paid to a third party insurance company in order to take over and
meet the insurance obligations of the Company. The risk margin has been calculated based on the estimated
capital requirements to run off the Company’s obligations and applying a cost of capital of 6%. The capital based
to run-off the portfolio is based on a simplification method. Rather than explicitly calculate the SCRs of the
Company at each future maturity, a simplification is applied to estimate these future SCRs.
Allocated claims handling expenses are included in these estimate claims reserves and unallocated claims
handling expenses are calculated as a percentage of total operating costs. These expenses are allocated
between the claims and premium provisions.
Technical provisions for solvency purposes are required to allow for events not in data loading, those that may
not have been historically observed before. These events are referred to as ‘Events Not In Dataset’ (ENID) and
are not presented in a set of observable historical loss data. This is a difference in valuation methodology
compared to the UK GAAP accounts which consider best estimates which can be reasonably foreseen, and
therefore leads to a loading on the technical provisions to consider the probability-weighted effect of events
which have not previously been observed. The Company has made an estimate of ENIDs and has incorporated
this loading to the Solvency II claims and premium provisions.
The Company adopts the principle of correspondence in its treatment of all reinsurance, for both current and
future reinsurance contracts. Technical provisions take account of future reinsurance premiums where the
purchase is consistent with the ongoing business strategy as laid out in the budget.
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The key areas of uncertainty around technical provisions are as follows:








Estimation of claims outstanding – while information about claims is generally available, assessing the
cost of settling the claim is subject to some uncertainty. The inherent uncertainty in insurance claims
makes it likely that historical data will not be wholly predictive of the actual future emergence and
development of claims. Significant delays may occur in receiving notification of certain claims and a large
measure of experience and judgement is involved in assessing outstanding liabilities, the ultimate cost of
which cannot be known with certainty at the reporting date. The Best Estimate technical provisions are
determined on the basis of information currently available. However it is inherent in the nature of the
business written that the ultimate liabilities may vary as a result of subsequent development. However
the Company’s historic claims data demonstrates a high level of stability particularly with low value
attritional claims. The major uncertainty is the value and frequency of large losses which have been
historically infrequent. The Company’s reinsurance program partially mitigates the impact of this
uncertainty.
Estimation of the losses relating to claims which have been incurred but not reported (‘IBNR’) – this is
generally subject to a greater degree of uncertainty than estimating the claims outstanding since the
nature of the claims is not known at the time of reserving.
Events not in data loading – estimating a provision for events not in data is subject to considerable
uncertainty as the events being reserved have not been observed.
Risk margin – the risk margin, being the margin payable to transfer the business to another insurance
carrier, is uncertain due to the requirement to forecast future solvency capital requirements over the
period of a run off. However, the Company’s claims have a short to medium tail and therefore the
capital impact arising from this uncertainty is expected to be low. This risk margin makes up only a small
proportion of the technical provisions.
Long tail claims – whilst the vast majority of claims are settled within a relatively short period there can
be few claims that take much longer to settle particularly if a minor is involved. There is inevitably a
greater degree of uncertainty for such claims. Historically the Company has experienced very few long
tail claims.

The Company manages the risks around these uncertainties via the following actions:
 Ongoing monitoring of claims, including regular reviews of claims handling functions.
 Maintaining a reinsurance arrangement to limit the impact of adverse claims development
 External actuarial reviews
 Monthly and quarterly provision calculation and reviews
The Company has not applied the matching adjustment, volatility adjustment, transitional risk-free interest term
structure or the transitional deduction in calculating its technical provisions. There has been no unbundling of
material contracts in the calculation of technical provisions. There is generally no difference when contracts are
bound and incepted as contracts are recognised when paid for and accounted for based on inception dates. No
risks have been transferred to special purpose vehicles.
There have been no changes in the recognition and valuation basis for technical provisions under Solvency II
during the reporting period. As a result we have not included a description of the change in technical provisions
since the last reporting period.
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Below is the reconciliation of technical provisions between UK GAAP accounts and Solvency II balance sheet.

Technical provisions per Financial Statements

Reconciliation Per Solvency II
General
Liability
Legal Defence
Total
9,493,937
1,136,970
10,630,907

Remove UPRs
Introduce Premium Provision
"Principle of Correspondence" adjustment
Future Premium Provision direct debit income
Events Not In Dataset
Discounting

(2,493,411)
2,210,312
46,679
(157,340)
93,750
(106,424)

Best Estimate

9,087,503

1,044,512

10,132,015

455,716

58,860

514,576

9,543,219

1,103,372

10,646,591

Risk Margin
Technical provisions per Solvency II

(560,811)
497,137
5,187
(20,878)
31,250
(44,343)

(3,054,222)
2,707,449
51,866
(178,218)
125,000
(150,767)

Refer to S.17.01.01 in the Appendix for further detail on the technical provisions, including a breakdown of the
gross and net technical provisions, including the risk margin line by line.
Below is the reconciliation of reinsurance recoverables between UK GAAP accounts and Solvency II balance
sheet.
Reconciliation Per Solvency II
General
Liability Legal Defence
Total
2,259,724
163,643
2,423,368

Reinsurance recoverables per Financial Statements
Net reinsurance payables against recoverables
Remove reinsurers' share of UPRs
Introduce Premium Provision
Introduce provision for bad debt
Future Premium Provision direct debit income
Events Not In Dataset
Discounting

(661,107)
586,046
(45,194)
(18,723)
56,250
(12,329)

Reinsurance recoverables per Solvency II

2,164,666
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(50,750)
44,988
(3,273)
(2,484)
18,750
(20,516)
150,359

(711,857)
631,034
(48,467)
(21,207)
75,000
(32,845)
2,315,025

Data adjustments and recommendations
Overall we consider that the technical provisions are prepared on a suitable basis in line with the approach laid
down in the legislation and the sources of interpretation we have referred to. It is expected that our approach
will continue to develop and be refined in response to guidance by the Regulator and our ongoing continuous
improvement reviews. There were no data deficiencies for which an adjustment was necessary. Control over
data sources and the processing of that data are good. The link between our GAAP reserves and our Solvency II
provisions will be understood by those undertaking the work and enables reliance to be placed on underlying
accounting controls as well as those specific to the technical provision exercise. Where simplified approaches are
warranted, proportional and will not lead to a material error, we have adopted such approaches.
The Company purchases reinsurance for its indemnity business to manage its exposure to large individual risks
and large aggregate claims. This allows the Company to mitigate exposure to insurance losses against the risk
appetite, reduce volatility of reported results and protect capital.
The current reinsurance contract expires on 30 June 2020 and incorporates excess of loss insurance and
aggregate insurance cover. The former covers large claims whilst the latter covers all claims up to a threshold.
NPAI did not underwrite the general insurance policies in 2019 but has started underwriting property based
general insurance policies this year and these policies from a reinsurance programme.
D.3.Other liabilities
Other liabilities consist of amounts payable to insurance intermediaries, reinsurance payables (less a proportion
netted off against reinsurance recoverable), trade payables and other miscellaneous liabilities. These are valued
on the same basis as UK GAAP. All balances are expected to settle within six months of the year end and are
subject to minimal uncertainty risk as to the timing or amounts and therefore no discounting was applied to the
financial statement amount to determine the fair value for Solvency II purposes as the impact is not likely to be
material.
The Company offers ‘free renewals’ whereby policyholders are granted a free year of insurance on qualifying
(property based) policies if they make no claims for five consecutive years. The free renewal concept applies
only to the general book of business. The expected cost of future free renewals is calculated annually and
provision is made for this cost by way of a transfer to the provision for the free renewals, and a reduction in
revenues.
All general insurance policies that carry a free renewal clause were underwritten by an insurer up to 31
December 2019. The Company will take on the full free renewal obligation from this year.
The Company has made a provision for default arising from reinsurance recoverable in the Solvency II balance
sheet. The provision is based on the total exposure to the counterparty and the rating of the counterparty. The
Company has applied a weighted average probability of default to each exposure.
The Company has not taken any credit for the loss absorbing capacity of deferred taxes. This adjustment relates
to the increase in the value of deferred tax assets that would occur if the Company were to make an immediate
loss of an amount equal to the sum of the Basic SCR (after deduction of the adjustment for the loss-absorbing
capacity of technical provisions) and the operational risk capital requirement.
D.4.Alternative methods for valuation
The Company does not use any alternative valuation methods.
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D.5.Any other information
The Company does not have any operating leases and has no defined benefit staff pension scheme. There are
no off-balance sheet liabilities. All material information regarding valuation for solvency purposes is disclosed
above. Article 310 requires a description of the relevant assumptions about future management actions and
policyholder behaviour on valuation for solvency purposes. This is not applicable to the Company.
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E. Capital Management
Capital management is the collection of processes and activities undertaken to provide sufficient capital to
enable the company to meet its liabilities and ultimately ensure its survival, particularly in the case of losses
arising from adverse events. The Company considers items described as Own Funds in the balance sheet as
being capital for the purpose of capital management.
E.1.Own Funds
It is the Company’s policy to maintain sufficient own funds to cover the SCR and MCR at all times. The Risk
Appetite Statement specifies a higher minimum capital requirement for the Company to maintain.
The Company’s primary objectives when managing its capital position are to:
 protect its ability to continue as a going concern and thus to protect its policyholders
 comply with regulatory capital requirements
 safeguard the Company’s ability to continue operating

The Company’s own funds as at 31 December 2019 were £17.9m and these comprised of £6.0m of permanent
ordinary share capital and £11.9m of retained profit and loss reserves. These reserves have arisen from past
underwriting and past investment surpluses. The company does not have preference shares or subordinated
liabilities which restrict the availability of capital. There are no planned changes to the composition of own
funds. Own funds are managed in order to generate income and capital growth to meet the cost of current and
future liabilities. They are also managed to meet statutory solvency and internal capital requirements.

The Company’s ordinary shares have full voting, dividend and capital distribution (including on wind up) rights;
they do not confer any rights of redemption.
All of the Company’s own funds are Tier 1 basic own funds and all are available to meet the SCR and MCR
without restriction. Tier 1 capital is the best form of capital for the purposes of absorbing losses. The Company is
satisfied that the following Tier 1 classification criteria are complied with:
 Subordination – Tier 1 funds rank after the claims of all policyholders, beneficiaries and nonsubordinated creditors
 Loss absorbency – Tier 1 funds are immediately available to absorb losses
 Sufficient duration – Tier 1 funds are undated
 Free from incentives to redeem – Tier 1 funds are only redeemable at the option of the insurer
 No mandatory fixed charges - dividends can be cancelled
 No encumbrances – Tier 1 funds are unconnected with other transactions and no restrictions, charges or
guarantees.
No basic own fund item is subject to the transitional arrangements referred to in Articles 308b(9) and 308b(10)
of the Solvency Directive. There are no ancillary own fund items and no deductions are required to be made
from own funds. There are no significant restrictions affecting their availability and transferability.
It is the Company’s intention to maintain own funds of no less than the amount per the Company’s risk appetite
and the capital requirement calculated under the Own Risk and Solvency Assessment (ORSA). In assessing the
own funds required, the Board considers its forecasts over a five year business planning period. The ORSA
exercise is undertaken at least annually, or when the risk of the Company changes.
The key difference between the Company’s equity as shown in its audited financial statements and the excess of
assets over liabilities as calculated for solvency purposes relates to the calculation of technical provisions and
reinsurance recoverable under Solvency II as explained above.
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Assets representing own funds are invested in investment funds and term deposits, with the remainder being
working capital held in current asset and liabilities.
Below are the reconciliations of Equity and Net Assets between the UK GAAP balance sheet and Solvency II
balance sheet.
2019
2018
Equity in the Financial Statements
£
£
Ordinary Share Capital
6,000,000
6,000,000
Retained profit
Total

13,196,126
19,196,126

12,672,235
18,672,235

Recategorise retained profits in reconciliation reserve
Reconciliation Reserve
Basic Own Funds

(13,196,126)
11,896,424
17,896,424

(12,672,235)
12,433,466
18,433,466

GAAP Members' Funds

£
19,196,126

Disallowance of intangible assets
Change in valuation of reinsurance recoverables
Total reduction in Assets

(1,175,674)
(108,343)
(1,284,017)

Change in valuation of Technical Provisions
Addition of Risk Margin
Net off reinsurance payables with reinsurance recoverables
Total increase in Liabilities

(498,891)
514,576
15,685

Proposed dividend

-

Solvency II Members' Funds

17,896,424

A detailed analysis of the reconciliation reserve is provided in Section D.
The company reviews, as part of its ORSA process, the current and likely future capital position of the business
and whether there is a material risk that its solvency may be threatened. In the event that the Company’s
projected solvency is at risk, defined as not having sufficient capital resources to cover the SCR, then the
company will draw up appropriate plans to rectify that position.
E.2.Solvency Capital Requirement and Minimum Capital Requirement (SCR and MCR)
The MCR is calculated by Absolute Floor of the MCR (AMCR), which is €3.7m, and applying the year end GBP
conversion rate to convert the AMCR’s euro value to GBP. The conversion rate used for 31 December 2019 is
specified by the PRA. The Solvency II balance sheet position of the firm along with the SCR and MCR as at 31
December 2019 is shown below:
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Amounts (£)
Total assets
Total technical provisions
Non-insurance liabilities
Dividend payable
Own funds
SCR
Capital surplus
SCR coverage ratio
MCR

31/12/2019
33,100,350
10,646,590
4,557,337
17,896,423
5,367,396
12,529,027
333%
3,186,921

31/12/2018
32,258,893
10,440,505
2,834,923
550,000
18,433,465
5,455,834
12,977,631
338%
3,288,301

The SCR corresponds to the value at risk of basic own funds subject to a confidence level of 99.5% over a one
year time frame.
The Company uses the Standard Formula as the basis for calculating capital requirements having reviewed the
assumptions underlying the formula and assessed as appropriate for the firm. The Company believes that the
Standard Formula provides an appropriate representation of the Company’s underlying risks. The Company is
not aware of any material risks that are not covered by the Standard Formula.

The SCR of the Company as at 31 December 2019 was £5,367k and the solvency coverage ratio was 333%
which means that the Company is well capitalised for the business it conducts. A breakdown of the SCR is
shown below.
The final amount of the SCR remains subject to supervisory assessment.
The SCR of the Company is made up as follows:
Risk Component (£)
Market Risk
- Interest rate risk
- Equity risk
- Spread risk
- Currency risk
- Concentration risk
- Diversification
Counterparty default risk
Non-life underwriting risk (premium and reserve risk)
Diversification
Operational risk
Total

31/12/2019
611,723
1,279,606
1,202,446
516,412
1,702,799
(2,193,612)
366,255
3,053,223
(1,475,416)
303,960
5,367,396

31/12/2018
960,496
1,581,257
1,370,678
528,421
1,216,154
(2,288,810)
369,913
2,916,603
(1,497,013)
298,136
5,455,835

The decreases in interest risk, equity risk, spread risk, and currency risk are due to the Company’s reduction in
investment in a multi asset fund which itself has reduced its risk profile. The increase in concentration risk is due
to the increase in the intercompany balance with the NPA.
The Company is exposed to market risk derived predominantly from the assets held by the Company to meet its
insurance liabilities. A key component of market risk is equity risk which arises from the level or volatility of
market prices for equities.
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There are two possible methods to calculate the equity risk capital requirement: the ‘standard’ approach and
the ‘duration based’ approach. The standard approach has been used. (The duration based approach is
applicable largely to life insurers). For each type of equity the capital requirement is calculated by applying a
downwards shock the size of which is dependent on the perceived riskiness of the equities. In addition, for the
equities which are not strategic equity investments, a ‘symmetric adjustment’ is applied. This adjustment allows
the equity shock to move within a band of 10% on either side of the equity stress. In rising markets the
adjustment will increase the capital requirement and vice versa.
The Company is exposed to counterparty risk in the form of cash deposits and recoveries from reinsurers. Within
the counterparty risk module a calculation is performed for the risk mitigation effect of reinsurance. The
Company has chosen the simplification calculation according to Article 107 whereby the total risk mitigation
effect for all counterparties is calculated as the difference between the gross and net underwriting risk capital
requirements. The Company has chosen this simplification method as the Company has always had the benefit
of reinsurance.
The Company is exposed to non-life underwriting risk as a result of the insurance policies it sells. In this category
the Company is only exposed to non-life premium and reserve risk which covers the risk of loss:
 Due to new premiums being written at inadequate rates
 On exposures during the year
 From inadequate claims provisions brought forward.
Points of note regarding the calculation elements of non-life underwriting risk: The present value of net premiums expected to be earned after the end of the following year in respect
of existing contracts is considered to be nil. Some contracts have rating guarantees beyond a single year.
 The estimate of the premiums to be earned in the following twelve months is the combination of the
earned part of the year end unearned premium reserve (calculated using the combined ratio) and a
projection of the earned part of the next year’s written premium (considered as being 50% of GWP,
assuming business is written smoothly during the year).
 The capital charge relating to man-made catastrophe risk is calculated as being the reduction in basic
own funds that would arise from a gross loss equal to a prescribed factor of the gross premiums in
relation to the risk group to be earned in the following year. The risk mitigation here is the amount
received from reinsurers should a loss of that gross magnitude occur. As the limit of reinsurance exceeds
the gross earned premiums, the mitigation in the Company’s instance essentially reduces the
catastrophe risk charge to zero.
No undertaking specific parameters have been used to calculate the SCR pursuant to Article 104(7) of the
Solvency II Directive. A duration based equity sub module is not used in the calculation of the SCR. The SCR is
calculated including a symmetric adjustment to the equity capital charge applied to cover the risk arising from
the change in the level of equity prices per the EIOPA Delegated Acts. The SCR remains subject to formal
supervisory assessment and includes no adjustments or capital add-on.
E.3.Use of the duration-based equity risk sub-module in the calculation of the Solvency Capital Requirement
This is not applicable to the Company.
E.4.Differences between the standard formula and any internal model used
This is not applicable to the Company.
E.5.Non-Compliance with the MCR and Non-Compliance with the SCR
The Company has complied with the MCR and SCR during the reporting period and has maintained capital
sufficient to meet its minimum capital requirement throughout the period covered by this report.
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E.6.Any Other Information
There is no other material information to disclose regarding the capital management of NPAI
The Company has not used an internal model.
Where possible the Company has taken the advantage of the principle of proportionality. In accordance with
Article 29, Member States shall ensure that the provisions of the Directive are applied in a manner that is
proportionate to the nature, scale and complexity of the risks inherent in the business if an insurer.
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APPENDIX 1: QUANTITATIVE REPORTING TEMPLATES
The sections to follow set out the annual QRTs for NPAI as at 31 December 2019 that we are required to disclose
as part of our SFCR in line with Solvency II regulations.
We note that values are shown in thousands of pounds.
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