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STATEMENT OF MANAGEMENT'S
RESPONSIBILITIES

The Management Board hereby confirms that the Annual Report of Triglav Re, d.d. with all its integral parts is
written in accordance with the Companies Act and the International Financial Reporting Standards. The sum-
mary of the annual report for 2016 contains the selected information from the Annual Report 2016 of Triglav
Re, d.d.

The Management is responsible for preparing the annual report so that it gives a true and fair view of the Com-
pany’s financial position and its operating results for the year ended 31 December 2016.

The Management Board also confirms that the appropriate accounting policies have been consistently applied
and that the accounting estimates have been prepared with due care and diligence. Furthermore, the Manage-
ment Board affirms that the financial statements together with related notes have been prepared on the basis
of the assumption on further operating activities of the Company and in accordance with the applicable law and
International Accounting Standards.

The Management is also responsible for keeping proper and adequate accounting, for taking reasonable asset
protection measures and the measures for prevention and detection of fraud and irregularities.

The tax authorities may at any time within five (5) years from the date on which the tax was charged, check
the Company’s operations, which may result in additional tax liabilities, interest on arrears, penalties from the
corporate income tax or other taxes and duties. The Management Board further states that they are not aware
of any circumstances which may give rise to any potential material liability in this respect.
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This is a translation of the original report in Slovene language

REPORT OF THE INDEPENDENT AUDITOR ON THE SUMMARY FINANCIAL STATEMENTS

To the owner of Pozavarovalnica Triglav Re, d.d.

The accompanying summary financial statements, which comprise the summary statement of financial position as
at 31 December 2016, the summary income statement, summary statement of comprehensive income, summary
cash flow statement, and summary statement of changes in equity for the year then ended, are derived from the
audited financial statements of Pozavarovalnica Triglav Re, d.d. for the year ended 31 December 2016. We
expressed an unmodified audit opinion on those financial statements in our report dated 31t March 2017.

Financial statements and summary financial statements do not take into account any events that occurred after the
date of our audit report issued on those financial statements.

The summary financial statements do not contain all the disclosures required by International Financial Reporting
Standards as adopted by the EU. Reading the summary financial statements, therefore, is not a substitute for
reading the audited financial statements of Pozavarovalnica Triglav Re, d.d.

Management's Responsibility for the Summary Financial Statements

Management is responsible for the preparation of a summary statement of financial position as at December 31,
2016, summary income statement, summary statement of comprehensive income, summary cash flow statement
and summary statement of changes in equity for the year then ended in accordance with International Financial
Reporting Standards.

Auditor's Responsibility

Our responsibility is to express an opinion on the summary financial statements based on our procedures, which
were conducted in accordance with International Standard on Auditing (ISA) 810, Engagements to Report on
Summary Financial Statements.

Opinion

In our opinion, the summary financial statements derived from the audited financial statements of Pozavarovalnica
Triglav Re, d.d. for the year ended 31 December 2016 are consistent, in all material respects, with those financial
statements.

Ljubljana, 31%' March 2017
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OPERATING PERFORMANCE
AND EVENTS IN 2016

1.1 Financial highlights of Triglav Re, d.d.

in EUR

YEAR 2016 YEAR 2015 INDEX
Gross reinsurance premium written 117,417,689 116,839,911 100
Gross claims paid 54,273,094 56,982,465 95
Gross operating expenses* 3,242,172 3,117,791 104
Technical provisions 151,173,519 141,588,235 107
Equity 82,009,270 75,557,215 109
Net profit 6,509,356 10,108,076 64
Number of employees at the year-end 46 46 100
*Gross operating expenses by functional groups

1.2 Significant events in 2016

JULy
On 1 July 2016, the Standard & Poor’s Ratings Services raised the long-term credit rating and the financial
strength rating of “A-" to “A”. Both credit ratings have a stable medium-term outlook.

NOVEMBER
On 2 November 2016, the credit rating agency A.M. Best improved the Company’s financial strength rating

of “A-" to “A” (excellent) and the issuer credit rating of “a-" to “a” (excellent). Both credit ratings have a stable
medium-term outlook.

1.3 Significant events after the end of 2016

After the end of 2016, there were no significant events that could affect the Company’s performance.



1.4 Address by the President of the Management Board
Dear Friends,

Our business performance in 2016 was certainly in line with the set strategic guidelines and we are very satis-
fied with the achieved results based on the Company’s strong capital position, highly professional market risk
analysis and on the very sound knowledge of the global reinsurance market conditions. Despite a strong mar-
ket competition and continuously low interest rates we managed to create a total net profit of EUR 6.5 million,
which means a return on equity of 8.3 percent. The collected premiums were slightly higher than in the previ-
ous year due to the progressively changed market conditions as well as due to the sale of the Czech subsidiary
in the middle of 2015. The combined ratio in 2016 amounted to 96.7 percent but | would like to emphasize that
the loss ratio improved by 1.3 percentage points, while the expenditure ratio decreased as expected which is
due to the current conditions in the reinsurance market.

Slovenia’s economic development in 2016 was favourable, and according to the preliminary data of the Statis-
tical Office for 2016, the GDP in Slovenia increased by 2.5 percent in real terms, which is above the average in
the euro area. Exports were the main driver of growth as in previous years. Global economic growth remained
stable in 2016; however, some developed economies recorded accelerated growth and some major develop-
ing countries a balanced growth. In 2017, moderate economic growth is expected in the euro area at around
1.5 percent. The forecasts for the most important foreign markets where we operate are also relatively favour-
able for 2017, implying a positive impact on the premium growth.

The Company’s business performance is highly dependent on the occurrence of the global natural catastro-
phes and thus it must be pointed out that the losses in 2016 have been below the long-term average although
they were considerably higher than in 2015. Among the most devastating losses in 2016, we must highlight
Japan’s earthquake in April, Hurricane Matthew in the Caribbean and the United States, and the spring floods
in Western and Central Europe. Despite the rather extensive range of these losses, the expenses remained
below the Company’s estimations and therefore did not significantly affect the Company’s overall result. How-
ever, the Company'’s results were affected in the crop reinsurance line of business by the losses that occurred
in Slovenia and Croatia in the last week of April 2016 due to the unusually low temperatures and snowfall.

Despite the low interest rates and high competition in the reinsurance market, our strong capital position en-
sures the positive forecasts for the future. Our activities will continue to be based on the financial stability and
profitability of operations as well as on the effective management system. In accordance with the requirements
of the European directive, we successfully implemented the new solvency regime and the risk management
system which control the risks to which the Company is exposed. It is noteworthy that our capital adequacy
even under the new regime remains excellent. This was also confirmed by both credit ratings agencies Stan-
dard and Poor’s and A. M. Best which upgraded our long-term credit rating and financial strength rating from
“A-“ to “A” with a stable medium-term outlook. By the year 2017 we are entering a new four-year strategic
period in which we expect strong competition in the domestic and global reinsurance market and further lower-
ing of the premium volume. Our key strategic directions will continue to be based on the effective selection of



risks, profitable business operations with the partners outside the Triglav Group and providing the adequate
reinsurance protection for the Triglav Group companies.

2017 is expected to be a challenging year given the current global and regional circumstances. Nevertheless,
owing to our strong financial position, ability in closely monitoring and assessing the market developments, as
well as the efforts and motivation of our experienced employees, we strongly believe that we will reach our
goals under all circumstances.

I would like to extend my thanks to our business partners and employees for their support and confidence.

Gregor Strazar (MBA)
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REPORT OF THE SUPERVISORY
BOARD

Report of the Supervisory Board on the Verification of the Annual Report of Triglav Re, d.d.
for 2016

1. Introduction

In 2016, the Supervisory Board actively monitored and supervised the operations of Triglav Re, d.d. (hereinaf-
ter the Company). It regularly examined the reports on various aspects of the Company’s performance, and in
this context it adopted appropriate decisions and monitored their implementation. Special attention was paid
to the adjustment of the Company’s operations to the Solvency Il Directive, which came into effect in 2016.

The Supervisory Board performed its work within the scope of its powers and competences prescribed by the
law, the Articles of Association and its own Rules of Procedure and it took into consideration the Guidelines of
the corporate governance of Zavarovalnica Triglav d.d., as the parent company of the Triglav Group.

Pursuant to the provision of Article 282 of the Companies Act, the Supervisory Board reviewed the Company’s
Annual Report for 2016 and presented its views in the Report on the Verification of the Annual Report of Tri-
glav Re, d.d. The Supervisory Board also reviewed and adopted the Annual report on the internal audit of the
Company.

2. General information
In 2016, the Supervisory Board was composed of the following members:
. the shareholder’s representatives:

+  Andrej Slapar (Chairman),

«  Tomaz Zust (Deputy Chairman),

. the employees’ representative:
«  Sebastjan Debevec.

The Audit Committee was created within the Supervisory Board to make recommendations to the Supervisory
Board with respect to the audit issues. In 2016, the Supervisory Board held four sessions.



3. Operations of the Supervisory Board and the scope of supervision over
the Company’s governance in 2016

The description of the Supervisory Board's operations and the scope of monitoring and supervision over the
governance of the Company in 2016 are based on the supervision of the Company’s operations performed by
the Supervisory Board within its powers. The Supervisory Board’s responsibility is to supervise how the Com-
pany conducts its business operations and to perform other duties in accordance with the Companies Act, the
Insurance Act, the Articles of Association and the Rules of Procedure of the Supervisory Board.

With regard to its core competences, the Supervisory Board in 2016:

. gave its consent to the Business plan of Triglav Re, d.d. for 2017 and to the Strategic plan up to 2020;

. adopted the audited Annual Report of Triglav Re, d.d. for 2015, the Report of the Supervisory Board of
Triglav Re, d.d. on the verification of the Annual report of Triglav Re, d.d. for 2015, adopted the Opinion
of the Supervisory Board of Triglav Re, d.d. on the Internal Annual Audit Report for 2015; gave a pro-
posal on the distribution of the net profit and proposed to the General Meeting the appointment of the
auditor for the financial years 2016, 2017 and 2018 and gave discharge to the Company’s Management
Board for 2015;

. was briefed on the Management report of Triglav Re, d.d. for the period 1 January 2015 to 31 December
2015 and also on the quarterly management reports for 2016;

. was briefed on the Auditor’s report, Report of the certified actuary to the Annual report 2015 and the
Auditor’s notes to the Annual Report 2015;

. adopted the Annual report on the internal audit in 2015 and was informed on the half-yearly reports on
internal auditing in 2016;

. gave its consent to the Annual plan of the internal audit of Triglav Re, d.d for the year 2017 (and the
strategic plan for the period 2018-2020);

. was briefed on the Report of the certified actuary and the Report on risk dispersion;

. was briefed on the quarterly reports on the Company’s liquidity, solvency, capital adequacy, on the bal-
ance between insurance technical provisions and investments, and on the Report on the Company’s
risk profile and exposure;

. gave its consent to the acts and/or amendments to the acts relating to the Company’s management.

3.1. Audit Committee

The members of the Audit Committee in 2016 were: Tomaz Zust (Chairman), Sebastjan Debevc and Mojca
Lahajner (independent external expert). In 2016, the committee held four meetings.

The duties and competences of the Audit Committee are set out in the Companies Act, the Rules of Procedure
of the Supervisory Board, the Rules of Procedure of the Audit Committee and the Supervisory Board’s deci-
sions. Among others, the Audit Committee:

. monitored and discussed the financial reporting procedures;
. monitored the functioning of the Company’s internal controls, internal audit and of the risk management
systems;



. monitored the statutory audits of annual and consolidated financial statements;

. monitored and reviewed the auditor's independence for the Company’s annual report, in particular the
other type and scope of non-auditing services;

. proposed to the Supervisory Board the appointment of an auditor for the Company’s Annual Report;

. monitored and controlled the integrity of financial information provided by the Company;

. assessed the preparation of the annual report, including the formation of proposal for the Supervisory
Board;

. participated in determining the important scopes of auditing;

. reported on its activities to the Supervisory Board at its sessions.

The Audit Committee conducted a self-assessment of the performed procedures with the aim to ensure a
continuous improvement and quality of its performance.

3.2. Performance of Self-Assessment

The Supervisory Board has established the Audit Committee in accordance with the Companies Act. The
Chairman of the Audit Committee regularly reported on the performed activities at the Supervisory Board ses-
sions, where the adopted decisions, the recommendations and opinions were discussed. Based on a careful
assessment, the Supervisory Board adopted the appropriate decisions.

All members of the Supervisory Board are involved in its functioning. With their attendance at the sessions and
active participation in discussions and decision-making, they contribute to the effective performance of the Su-
pervisory Board’s duties. The Rules of Procedure of the Supervisory Board also include the rules regulating the
procedures in potential conflicts of interest. Within the scope of its duties, the Supervisory Board also adopted
the Rules on managing the conflicts of interest relating to the Supervisory Board and its members.

The Supervisory Board is of the opinion that its cooperation with the Management Board was adequate in 2016
and in line with the applicable legislation and good practice. To its best knowledge, the Supervisory Board was
informed of all events of material significance to the assessment of the situation and its consequences, and
also to the supervision of the Company’s operations. The Supervisory Board regularly monitored the imple-
mentation of its own decisions and the decisions of the Audit Committee. In 2017, the Supervisory Board also
performed a self-assessment.

The Supervisory Board is of the opinion that its composition in 2016 was proportionate to the Company’s size,
business activities and set objectives, as well as to the independence or dependence of its members in the
sense of the Corporate Governance Code.

Based on the above, the Supervisory Board is of the opinion that its work and the work of the Audit Committee
in 2016 were successful.



4. Annual Report of Triglav Re, d.d.
The Supervisory Board verified the legal aspects relating to the Company’s annual report for the year 2016.

The Supervisory Board confirmed that the Annual Report for 2016 was compiled within the legally prescribed
period. Following the statements of the Management Board, the appointed external auditor (Ernst & Young,
d.o.o., Ljubljana) and the certified actuary Milan Stjepanovi¢ (MSc), the Supervisory Board confirmed that the
Annual report covers all the parts prescribed by the Companies Act, the Insurance Act and the implementing
regulations.

The annual report includes:

. Accounting report: financial statements (balance sheet, income statement, statement of changes in
equity, cash flow statement) and the notes to the financial statements,

. Management report.

The Annual Report also includes the following reports:
. Auditor’s report,
. Opinion of the certified actuary as of 31 December 2016.

The Annual report contains all facts prescribed by the law.

The Company set up the insurance technical provisions and other provisions from the profit. The regularity and
sufficiency of the insurance technical provisions was approved by the certified actuary and the external auditor.

According to the decision of the General Meeting on the appointment of the auditor for the financial years 2016,
2017 and 2018 the external auditor, the agency Ernst & Young, d.0.0., Dunajska 111, Ljubljana, carried out the
audit of the balance sheet as at 31 December 2016, income statement, statement of changes in equity and
cash flow statement for the year then ended, and of the summary of significant accounting policies and other
explanatory notes. On this basis, the Auditor’s report was issued on 31 March 2017.

In accordance with the requirements of the Insurance Act, the certified actuary Milan Stjepanovi¢ (MSc) verified
the Company’s performance in 2016 and on 17 March 2017, the Report of actuarial function as of 31 December
2016 was submitted.

In accordance with the provisions of the Companies Act, the Management Board submitted the Annual report
2016 with the Auditor’s report and the Report of the actuarial function to the Supervisory Board to examine it.

5. Proposal for the distribution of net profit as at 31 December 2016

The Supervisory Board examined the Management Board's proposal for the distribution of the net profit as at
31 December 2016.



The Supervisory Board approved the Management Board’s proposal on the distribution of the net profit and will
propose to the General Meeting to adopt a decision on the profit distribution.

6. Opinion on the Annual report by the Internal Audit Service

At the session on 8 March 2016, the Supervisory Board discussed and approved the Annual report on the
internal audit in 2016 prepared by the internal audit service on the basis of the work performed in 2016. The Su-
pervisory Board is of the opinion that the Company’s internal audit service carried out its duties in accordance
with the annual plan for the performance of the internal audit service in 2016, and thus significantly contributed
to the improved functioning of the internal control system and to a more appropriate risk management system
of Triglav Re, d.d.

7. Management Board’s Reporting

The Supervisory Board is of the opinion that based on the reports provided by the Management Board it was
able to properly monitor and control the governance and performance of the Company. The cooperation with
the Management Board is considered to be appropriate and in accordance with the law.

8. Auditor’s report and Report on relations with related companies

In accordance with its competences under the law and the Articles of Association, the Supervisory Board was
informed on the Auditor’s report whereby the auditor confirms that the Company’s financial statements for 2016
in all respects present a true and fair picture of the financial position of Triglav Re, d.d. and that are prepared
in accordance with the International Financial Reporting Standards.

The Supervisory Board noted and examined the Report on the relations with related companies and the State-
ment prepared by the Company’s Management Board in the context of this Report. The Supervisory Board
gave no comments on the Statement of the Management Board. The Supervisory Board was also informed on
the Report on the relations with related companies prepared by the independent auditor whereby he ensures
that the information provided in the Report on the relations with related companies is accurate and true in all
material respects.

9. Report of the actuarial function as at 31 December 2016

In accordance with its competences under the law and with the Articles of Association, the Supervisory Board
noted of the Report of the certified actuary whereby he confirmed that the level of the premiums written in 2016
and the level of the insurance technical provisions as at 31 December 2016 are appropriate and that - within
the reasonable actuarial expectations - ensure the Company’s continuous fulfillment of all obligations from
the reinsurance contracts and that the assets exceeding the insurance technical provisions are invested and



dispersed in accordance with the regulations. The actuary also confirmed that the Company met the regulatory
requirements on the capital adequacy. He presented his report on the Company’s performance in 2016 to the
Supervisory Board.

10. Comments of the Supervisory Board on the Annual Report for 2016

The Supervisory Board has no comments to the Annual Report for 2016 which would retain the adoption of its
decision to approve the Company’s Annual Report.

11. Approval of the Annual Report for 2016

The Supervisory Board approved the Annual report for the year 2016 within the prescribed period, that is, be-
fore the expiry of one month from the submission of the Annual report 2016 to the Supervisory Board.

Ljubljana, 21 April 2017 Andrej Slapar
Chairman of the Supervisory Board
of Triglav Re, d.d.

syl
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GENERAL INFORMATION ON

TRIGLAV RE, D.D.

3.1 Company profile

Company Name

Pozavarovalnica Triglav Re, d.d.

Short name:

Triglav Re, d.d.

Legal form:

Company limited by shares

Registered office:

Miklo$i¢eva 19, 1000 Ljubljana, Slovenia

Website:

www.triglavre.si

E-mail address:

mail@triglavre.si

Company identification number:

13 62 992

Tax number:

16465423

Entry into the Companies Register:

District Court in Ljubljana, Entry No. 1/31/403/00
on 31 December 1998

Share capital:

EUR 4,950,000.00

President of the Management Board:

Gregor Strazar, M.Sc. (Econ)

President of the Supervisory Board:

Andrej Slapar

Activity according to the Standard Classification of Activities:

K65.200 - Reinsurance

Credit rating:

Standard & Poor's: A
AM. Best: A

Ownership structure:

Zavarovalnica Triglav d.d. (100 %).
Triglav Re is an integral part of the Triglav Group.

3.2 Basic data on Triglav Re, d.d.

3.2.1 History of Triglav Re, d.d.

Triglav Re, d.d. was founded in 1998. In the first year of its operations the Company reinsured only the portfolio
of Zavarovalnica Triglav, d.d. and reached a positive operating result. The Company thus fuffilled the found-
ers’ expectations and had a significant impact on the risk equalisation and risk management in the Slovenian
market. In 2000, the Company started its operations on the international market for the first time.

Taking into account a prudent and conservative policy of the risk assumption, the effective risk management
system and the recapitalisation in 2001, the Company has become a reliable partner in the European reinsur-
ance market, especially in the area of Central Europe.



The year 2008 was crucial for the company’s future performance, since the Standard & Poor’s Rating Services
(the S&P) assigned it an “A -" rating which has a direct impact on the growth of business with the Cedants
outside the Triglav Group. In 2009 the rating was upgraded to “A” with stable outlook, which the Company suc-
ceeded to retain in 2011 despite the tense market conditions. In 2012, the S&P downgraded the credit rating to
“A-"as a consequence of the drop in the credit rating of the Republic of Slovenia.

In February 2013, the S&P downgraded the Company’s long-term credit rating “A-" by one notch to “BBB +”,
and removed the warning about a possible downgrade. However, already in July 2013, the SGP upgraded the
Company by one notch to “A-" with a stable medium-term outlook. In 2013, Triglav Re, d.d. was also assessed
by the rating agency A. M. Best and so the Company obtained the credit rating “A -" with stable medium-term
outlook. In 2014 and 2015, both rating agencies reaffirmed the rating of “A -". At the regular annual review in
20186, both credit rating agencies the SGP and A.M. Best upgraded the Company’s financial strength rating of
“A-"to“A“

In 2016, the Company concluded approximately 450 reinsurance contracts with approximately 200 cedants
from more than 50 countries.

3.2.2 Anticipated development of Triglav Re, d.d. in 2017

Despite challenging market and economic conditions over the last few years, Triglav Re expects a favorable
future development. One of the Company’s goals in 2017 is to maintain the current credit rating of “A” as as-
sessed by SGP and A. M. Best. The assigned ratings are essential for the Company, since the credit rating “A”
enables the access to the reinsurance markets, in which the cooperation with the appropriate level of credit
rating either due to the requirements of the local insurance market regulator or due to the internal rules of a
company is historically conditioned.

In accordance with the business plan for 2017 and strategic plan for the period 2017-2020, the Company will,
along with the realization of the reinsurance program within the Triglav Group, continue to increase the reinsur-
ance operations with the Cedants outside the Group. As in the previous years, the growth will be focused on
the conservative underwriting policy and further maintenance of a stable and profit-generating portfolio.

3.3 Triglav Group
Triglav Re, d.d. is a subsidiary of Zavarovalnica Triglav, d.d., Ljubljana, Mikloi¢eva 19.

In addition to Triglav Re, the Triglav Group consists of the following companies:
. Zavarovalnica Triglav, d.d., Ljubljana, Slovenia

. Triglav, Zdravstvena zavarovalnica, d.d., Koper, Slovenia

. Skupna pokojninska druzba, d.d., Slovenia

. Triglav Skladi, druzba za upravljanje, d.0.0., Ljubljana, Slovenia

. Triglav, Upravljanje nepremicnin d.d., Ljubljana, Slovenia

. Slovenijales, d.d., Ljubljana, Slovenia



. Triglav INT, d.d., holdindka druZba, Ljubljana, Slovenia

. Triglav Svetovanje, zavarovalno zastopanije, d.0.0., Slovenia
. Triglav Avtoservis, d.0.0., Ljubljana, Slovenia
. TriglavKo, zavarovalno zastopniSka druzba, d.o.0., Slovenia

. Triglav Osiguranje, d.d., Zagreb, Croatia

. TRI-LIFE, d.0.0., Zagreb, Croatia

. Triglav Osiguranje, d.d., Sarajevo, Bosnia and Herzegovina

. Triglav Osiguranje, a.d., Banja Luka, Bosnia and Herzegovina
. PROF-IN, d.o0.0., Slovenia

. TRI-PRO BH, d.o.0., Bosnia and Herzegovina

. Triglav Auto, d.o.o.

. Autocentar BH, d.0.0., Bosnia and Herzegovina

. Unis automobili i dijelovi, d.o.0., Bosnia and Herzegovina
. Triglav Osiguranje, a.d.o., Beograd, Serbia

. Pista, d.o.o0.

. Lovéen Osiguranje, a.d., Podgorica, Montenegro

. Lovéen Zivotna osiguranja, a.d., Podgorica, Montenegro

. Triglav Osiguruvanje AD, Skopje, Macedonia.

3.4 Shareholders’ equity and the shareholders of Triglav Re, d.d.
As at 31 December 2016, the equity of Triglav Re amounted to EUR 82,009,270. The share capital of EUR
4,950,000 is divided into 15,000 ordinary no-par value registered shares. Each share amounting to EUR 330.00

has an equal portion and corresponding amount in the share capital.

Shareholders of Triglav Re as at 31 December 2016

OWNERSHIP STRUCTURE (in %) NUMBER OF SHARES
Zavarovalnica Triglav, d.d. 100.00 15,000
TOTAL 100.00 15,000

3.5 Credit rating of Triglav Re

On 1 July 2016, the rating agency Standard & Poor’s upgraded the long-term credit rating and financial strength
rating of “A-" to “A” to the Triglav Group - and thereby the parent company Zavarovalnica Triglav d.d. and its
subsidiary Triglav Re. Both ratings have a stable medium-term outlook.

On 2 November 20186, the credit rating agency A.M. Best raised the financial strength rating of “A-" to “A” (ex-
cellent) and issuer credit rating of “A-" to “A” (excellent) of Zavarovalnica Triglav and its subsidiary Triglav Re.
The ratings of both companies have a stable medium-term outlook.
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CORPORATE GOVERNANCE
STATEMENT

4.1 Governance Policy

The Governance System and Policy of Triglav Re d.d., adopted by the Management and Supervisory Boards,
define the main guidelines for the governance of the Company, taking into account the set long-term strategic
objectives and values. They represent the foundation for setting up and implementing a reliable governance
system, which is based on the efficient risk management system and enables the implementation of the busi-
ness strategy of the Company.

4.2 Statement of compliance with the Corporate Governance Code of the companies with the
state capital investment and Commitment to other Codes

Triglav Re, d.d. is a subsidiary of Zavarovalnica Triglav, d.d, which is a company with a state capital investment,
and in its operations, the Company abides by the Corporate Governance Code (hereinafter: the Code). The
Code based on the Slovenian Sovereign Holding Act was adopted by the Management Board of Slovenian
Sovereign Holding (the SSH), while the Supervisory Board of the SSH gave its approval to the document on
2 March 2016. The Code is published in Slovene and English on the Slovenian Sovereign Holding website
(http:// www.sdh.si).

Triglav Re derogates from the Code in the following provisions:
- The composition of the Supervisory Board

The Company derogates from the Code because the ownership structure, the size of the company, the number
of Supervisory Board members and the Company’s position in the Group cannot guarantee the international,
age and gender diversity in the Supervisory Board composition.

- The Supervisory Board prepares the required skill profile for the Supervisory Board members with
regard to the optimal size and composition of the Supervisory Board and the profile is published on the
Company’s website.

The Company in this part partially derogates from the Code, as the skill profile for the members of the Supervi-
sory Board was not published on the website. Zavarovalnica Triglav d.d., as a sole shareholder of Triglav Re,
d.d. defines the procedure for appointing the members of the Supervisory Board in the Corporate Governance
Policy of the Triglav Group. The candidates for the members of the Supervisory Board are proposed by a
three-member Nomination Committee of the parent company, taking into account the skills of a candidate. The
candidates for the members of the Supervisory Board are subject to the conditions specified in the Insurance



Act, the Companies Act and to the criteria of competence and suitability, as set out in the Policy on the ability
and suitability evaluation of the members of the Management Board and the Supervisory Board Re of Triglav
Re, d.d.

- The Supervisory Board consists of independent members.

The Company in this part partially derogates from the Code, because the Supervisory Board members are
either the members of the management bodies or the employees of the parent company in order to achieve
a hetter and more efficient management of Triglav Re, d.d. The employee representative has a contract of
employment with the Company.

- The Company also discloses the earnings of the members of the Supervisory Board, i.e. of the em-
ployee representatives.

The Company in this part partially derogates from the Code, as in accordance with the legislation governing the
protection of personal data does not disclose the earnings from employment of the Supervisory Board member
who is the employee representative.

In its policies and procedures, the Company is also bound by the Insurance Code, which is published on the
website of the Slovenian Insurance Association http://www.zav-zdruzenje.si.

The Code of the Triglav Group, which is published on the website http://www.triglav.eu also binds the Company
as a Triglav Group member; the Triglav Group Code presents the core values and operating principles for
legal and ethical achievement of the business objectives, strategic direction and competitive advantages, while
respecting the principles and standards of a fair and transparent business.

On 25 April 2015, the Management Board of Triglav Re, d.d. adopted a Code of good business practices in or-
der to operate continuously and effectively and thus maintaining the highest standards of business ethics, both
in relation to employees and business partners, as well as in relation to shareholders, members of the general
public, private individuals, groups of persons, organizations, institutions, corporations and government bodies.

In accordance with the Item 3 of Article 70 of the Companies Act, the Company declares that taking into ac-
count the ownership structure, the size of the company, the number of members of the management and
supervisory bodies and its position in the Group cannot implement the policies of diversity in full and therefore
the Company did not adopt it.
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GENERAL ECONOMIC
ENVIRONMENT IN 2016

5.1 Economic environment!

The global economic growth in 2016 is assumed to be 2.2 percent, which is the lowest since 2009. The
UN report states that the low investments remain the main cause for the global economic slowdown. Many
economies in recent years experienced a large decline in private and public investment. This is particularly
true for the oil exporting countries. In these countries, the government decided to reduce investments in public
infrastructure, as a result of the loss of income due to the low raw material prices. At the same time, the labor
productivity growth slowed significantly in the most developed economies, in emerging markets and also transi-
tion countries. The international political environment and the external debts in foreign currencies continue to
represent the high degree of uncertainty.

The economic growth in the euro area in the third quarter of 2016 remained moderate. The GDP increased
by 0.3 percent quarterly, the same as in the second quarter; and by 1.7 percent yoy, also the same as in the
second quarter. The yoy growth was mainly fueled by private consumption growth, which was driven by the
employment growth. In the last quarter of 2016, the confidence in the euro area economy increased substan-
tially. The harmonized unemployment rate in October 2016 fell to 9.8 percent, which was the lowest since July
2009. The confidence in the economy was therefore improved significantly and in December 2016 it reached
the highest value since the beginning of 2011. In December 2018, the confidence of consumers also consider-
ably increased, namely, the highest level in 2016 as a whole was reached. The consensus in December 2016
kept the forecast of economic growth in the euro area at 1.6 percent in 2016. The European Commission, on
the other hand, in the November assessment increased the forecast for 2016 to 1.7 percent. Political uncer-
tainty in the wider global environment and uncertainty about the exit of the United Kingdom from the European
Union could have a prolonged impact on the economic developments in the euro area and the EU according to
Commission estimates. At the end of 2016, the weighted forecast of economic growth in major Slovenian trade
partners increased slightly. In December 2016, Consensus did not change the forecasts for economic growth
for Germany and Italy, which were estimated at 1.8 percent for Germany and 0.8 percent for Italy; however
the forecast for Austria was increased to 1.4 percent. Slightly more favorable economic activity is expected
in Slovenia’s main trading partners in the Eastern and Southern Europe (Croatia, 2.7 percent) and in Russia,
which is slowly coming out of recession. The growth in household consumption contributed to the favorable
outlook; while the negative factors for further economic growth in individual countries are primarily the internal
political and geopolitical risks. In 2017, the economic growth in the euro area is projected to be slightly lower
than in 2016.

1 Source: United Nations, World Economic Situation and Prospects 2017; Central Bank of Slovenia, The economic and financial devel-
opments, January 2017; UMAR, Economic mirror, No. 1/2017.



The economic growth in Slovenia remains among the highest in the euro area, mainly due to the competitive-
ness of the export sector which has over the last decade shown that it is able to increase market shares even
in markets where demand is weak. The export sector has namely contributed more than 40 percent to 2.7
percent GDP growth in the third quarter of 2016. According to the preliminary data of the Slovenian Statistical
Office, the real annual growth of BDP stood at 2.5 percent. Furthermore, the domestic final consumption with
a positive impact on the added value growth in the private services is also strengthening. Taking into account
the employment, wage and consumer credits growth, the households with more balanced consumption con-
tribute significantly to the growth in final consumption, because the consumption of non-durable goods has also
started to grow. Compared with the euro area, the investment remained at low levels, but the outlook is improv-
ing as the investment activities of the companies are strengthening, which is already reflected in the reduction
of their financial profit. The survey carried out at the end of 2016 has shown that the optimism in the domestic
economy is comparable to the level before the crisis started at the end of 2008.

In autumn 2016, the situation on the labor market has improved, but the structural imbalances became more
visible than in the past. Employment growth in the third quarter exceeded 2 percent mainly due to the faster
growth of employment in the private services. At the same time, the number of unemployed at the end of No-
vember 2016 was 9.8 percent lower compared to the previous year. Based on a number of conducted surveys,
the employment growth in the first half of 2017 is expected to continue, while the structural disparities in the
labor market are increasing, since about a third of employers already met with a lack of suitable staff.

Despite the growth in domestic demand, the surplus in the current account of the balance of payments was
close to 7 percent of GDP in October 2016, which is mostly due to the rapid growth in exports of various types
of services, weaker growth in expenditures by residents traveling abroad as well as due to a lowering of deficit
in the income from the equity and from the investments in securities. The surplus in the trade of goods started
to fall slowly in mid- 2016 because the nominal growth of imports - mainly due to rapid growth in imports of
consumer goods, which is accompanied by the increase in private consumption- started to be higher than
the growth of exports. Although the fiscal position of Slovenia is continuously improving, careful vigilance in
controlling the growth of general government expenditure is required. The target government deficit for 2016
was planned at 2.2 percent of GDP; for the first three quarters of 2016, it was estimated at 1.4 percent of GDP.
Despite the delay in absorption of European funds, the revenue increased moderately due to the growth in tax
revenues resulting from the higher household spending, employment growth and corporate earnings. Addition-
ally, the implementation of fiscal cash registers had also a positive impact. The reduction in government ex-
penditure on account of a sharp reduction in investments was also associated with a reduced absorption of EU
funds. The fiscal policy is marked, on the other hand, by relatively high growth in compensation of employees
due to the gradual release of austerity measures, which will continue in the years 2017and 2018. The pres-
sures of various interest groups to increase the general government expenditure significantly increased, which
might make it difficult to successfully achieve the fiscal targets taking into account that the present economic
conditions would be poorer than expected.

In 2016, the level of deflation was diminishing. Prices, measured by the HICP (Harmonised Index of Consumer
Prices), have decreased on average by 0.2 percent (in 2015 by 0.8 percent). In the first half of 2016, the
price dynamics was particularly under the influence of the January oil shock, and the core inflation indicators
remained at low levels despite the growth of the wage bill and private consumption. In the middle of 2016, the



favorable holiday season caused the rise of prices of services, which considerably increased both the total
price growth and the core inflation. Towards the end of the year, the prices of services levelled slightly; the
energy prices stabilized due to the base effect and the rise in oil prices. In December, the headline inflation

stood at 0.6 percent.

Forecast of economic development

Real GDP Growth

Consumer Price Index

Unemployment Rate

2015 2016 2017 2015 2016 2017 2015 2016 2017
e || 2l 16 18 03 07 17 6.7 6.2 6.1
Euro Area 2.0 17 15 0.0 0.3 11 109 100 9.7
Spain 32 31 2.2 -05 0.3 1.0 221 194 18.0
e 4.2 36 2.7 0.7 11 14 74 6.9 6.7
Slovenia 23 23 18 -0.5 0.3 1.0 9.0 8.2 7.9
ol 2.5 2.8 3.0 0.6 0.6 0.8 5.2 5.2 5.2
South Korea 26 27 3.0 0.7 1.0 19 3.6 3.6 33
Germany 14 17 14 0.1 0.4 15 46 43 45
Italy 0.8 0.8 0.9 0.1 0.1 0.5 11.9 115 1.2
i 0.9 14 1.2 0.8 0.9 16 57 6.2 6.4
China 6.9 6.6 6.2 14 21 2.3 41 41 41
e 16 19 21 -0.5 -1.0 0.8 169 164 159
Montenegro 3.2 51 36 16 05 13 / / /
R 0.4 45 41 120 74 72 108 1.3 1.2
Turkey 40 32 3.0 7.7 8.4 8.2 10.3 10.2 10.2

Source: IMF, World Economic Outlook, October 2016

The macroeconomic environment in Slovenia shows that the economic activity in 2017 will continue to strength-
en and according to some forecasts it may be close to 3 percent, which could have a positive impact on the
Slovenian insurance market and, consequently, on the collected refinsurance premium volume. The forecasts
from the most important foreign refinsurance markets are also relatively favorable with expected growth in
premium volume. However, it should be noted that despite some natural catastrophes in 2016 (i.e. earthquake
in Japan in April 2016, the summer floods in China, etc.), the reinsurance capacity is still increasing and thus
the lower business profitability is expected in spite of the increased premium volume.




5.2 Capital markets?

In 2016, the Ljubljana Stock Exchange recorded a few drops and also some encouraging figures. While the
SBI TOP index finished the year 2015 negatively, it was positive at the end of 2016 with the yield of 3.08 per-
cent. Compared to 2015, the turnover and the market capitalization of shares decreased. The total turnover
amounted to EUR 333.67 million, which is 15.1 percent less than in 2015. The largest part of turnover was in
shares, namely EUR 312.97 million or 93.8 percent of the total turnover, followed by bonds with 5.6 percent and
commercial papers with a 0.6 percent share in the total turnover. In 2016, the most traded shares were again
the shares of Krka (KRKG) with a 35.0 percent share in the total turnover structure, followed by the shares of
Zavarovalnica Triglav (ZVTG) with a 9.2 percent share but the share price decreased by 1.28 percent. How-
ever, Zavarovalnica Triglav paid a gross dividend of EUR 2.5 per share, representing an almost 10.0 percent
dividend yield.

In the second half of 2016, the banks’ capacity for financing the households strengthened by a further financial
cut on the corporate sector. The capacity is also increasing by the short-term domestic sources. The quality
portfolio of the banking sector continued to improve as a result of a favorable impact of the economic environ-
ment and a better financial position of the debtors, as well as due to the additional banks’ activities. The banks’
profits are increasing as a result of the cuts in net interest income and a reduction in the costs of impairments
and provisions.

5.3 Insurance market?

The growth in insurance premiums will continue to be the most affected by the development of emerging mar-
kets and developing economies. It is expected that those economies will be faced with a reduced growth in
the coming year, which will affect the demand for life and non-life insurance products, while a solid economic
growth is expected for the developed economies. In addition, the higher value of real estate and financial
investments allow insurance companies to create higher premiums, which will result in a higher level of protec-
tion.

The global growth in property insurance premiums slowed down in 2016 compared with the previous year.
While the 3 percent growth was recorded in 2015, it was reduced by 0.6 percentage points to 2.4 percent in
2016. The lower premium growth (from 2.5 percent in 2015 to 1.7 percent in 2016) in the developed countries is
a consequence of a weaker economic growth and price pressures, particularly in the insurance business enti-
ties. In the West European markets the premium growth in motor insurance is the most significant, particularly
in Germany and Spain. Among the major economies with the accelerated growth in premium stand Canada,
South Korea and Japan. However, the main premium growth drivers remain the markets in the developing
world. In 2016, the expected growth in these countries was 5.3 percent and was significantly lower than the
average of 8.0 percent between the years 2010 to 2014. The positive exceptions are China with a 7.0 percent

2 Source: Ljubljana Stock Exchange, Swiss Re, Sigma No 3/2016 & Global insurance review 2016 and outlook, November 2016
3 Swiss Re, Sigma No 3/2016 & Global insurance review 2016 and outlook, November 2016.



growth and the Middle East and North Africa countries (MENA) with a 9 percent growth. On the other hand,
the life insurance premiums grew faster than the non-life. The expected global premium growth for 2016 is 5.4
percent.

Historically low interest rates, the lax financial markets and low GDP growth negatively affect the profitability
of the insurance industry. In addition, the ongoing regulatory and accounting changes continue to pose a
challenge to the insurers which will result in the further adjustment of the risk management procedures and
increased importance of the supervising functions. In Europe, the insurers and the supervisors are still dealing
with the implementation of Solvency II, which came into force at the beginning of 2016.

Europe’s share in the global insurance market in 2015 declined slightly. According to the latest available data
provided by the reinsurance company, Swiss Re, Europe collected about 32.3 percent of the total insurance
premiums or 3.2 percentage points less than in 2015. North and South America collected by 1.6 percentage
point higher premium volume compared to 2014 and had more than 34.9 percent on the global scale. Asia has
strengthened its position also in 2015 and its share grew by 2.1 percentage points and amounted to 29.7 per-
cent. Africa and Oceania somewhat diminish the position on the global scale; they gathered together approxi-
mately 3.2 percent of global insurance premium. On a global insurance scale, the Slovenian insurance market
was positioned at the 57th place in 2015, the same as in 2014 which means that it represents a 0.05 percent
share of the total global market in 2015, on a global scale, Slovenia was ranked at the 31st place in premium
per capita (two places lower than the previous year) and at the 33rd place in the insurance penetration, that is,
the share of premium in GDP (two places lower than in 2014).

According to the forecasts provided by the reinsurance company Swiss Re, the global life insurance premium
growth in 2017 is estimated to be still modest; however it is expected to increase in 2018, particularly in the
developing countries with the expected growth of 5.7 percent in 2017 and 6.7 percent in 2018. On the other
hand, the life insurance premium is expected to grow faster than the non-life premium. The expected premium
growth for the period 2017-2018 is 4.8 percent in life insurance and 4.2 percent in non-life insurance.

5.4 Insurance market in Slovenia

In 2016, fourteen (14) insurance companies and four (4) foreign branches operated in the Slovenian insurance
market. Among the traditional insurance companies, there were ten composite companies and seven special-
ized companies (life, health and property insurance). The traditional insurance companies collected the insur-
ance premium of EUR 2.033 billion, which is slightly more than the previous year (index 103.1). In the collected
premium volume, the non-life premium represents a share of 71.7 percent and the life insurance premium of
28.5 percent, which shows that the non-life insurance premium increased (index 103.4) compared to the previ-
ous year, while the life insurance premium decreased by 3.0 percent. These figures do not include insurance
operations performed directly by the insurance companies from the other EU Member States. Their proportion
is rising, but still negligible according to our estimation.

The four largest insurance companies controlled the 74.5 percent share of the Slovenian insurance market (in
2015: 71.3 percent). In 2016, Zavarovalnica Triglav, d.d. maintained the leading position with a market share of
29.1 percent. Insurance companies with majority foreign capital (Generali, Merkur, Grawe, Wiener Stadtische



Group, Allianz, Ergo, Ergo Zivljenska zavarovalnica, Arag SE) collected a total premium volume of EUR 235.0
million and thus increased their market share from 11.2 percent in 2015 to 11.6 percent in 2016.

As at 31 December 2016, the market share of Triglav Re, d.d. amounted to 44.3 percent and it increased by
0.8 percentage points compared to 2015.

Market shares of insurance companies Market shares of reinsurance companies
operating in Slovenia in 2016 operating in Slovenia in 2016

Zavarovalnica Triglav Re
Triglav d.d. 44.3%
29.1%
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RISK MANAGEMENT

The effective risk management system is the essential part of business operations of each (re)insurance com-
pany. The aim of a comprehensive and independent risk management system is to ensure the implementation
of strategic and business objectives of the Company.

The Company is striving towards the integration of a comprehensive risk management system in the business
decision-making process, which is a key element of good corporate governance.

The Company’s risk management system complies with the requirements of applicable laws, good business
practices, the limits of acceptable risk and the guidelines of the entire Triglav Group coordinated by the Risk
Management Department of the parent company Zavarovalnica Triglav, d.d.

The Company is exposed to several types of risk such as the insurance and market risks, credit risk, liquidity,
operational and strategic risk as well as reputational risk and capital risk. The Company must identify, assess,
monitor, control, manage and report on them in order to ensure consistency of everyday business plans and
business strategy. Triglav Re is avoiding the uncontrolled risk exposure, but rather ensures the policy of con-
servative risk assumption with profitable results.

In the year 2016, the following key priorities were fulfilled:

- Triglav Re has upgraded the existing risk management system;

- Triglav Re has timely and comprehensively fulfilled the prescribed regulatory reporting requirements;

- Triglav Re has successfully maintained the high capital adequacy, as the available capital continuously
enabled to meet the capital requirements estimated by using the applicable laws and the Company’s
own risk and solvency assessment;

- Triglav Re has continued with the conservative policy of risk assumption and operated within the set
limits of the risk appetite.

The requirements of all three pillars of Solvency Il regime were thus satisfied:

Pillar 1: The required volume and quality of capital should reflect the risk profile to which a (re)insurance
company is exposed in its operations.

Pillar 2: The effective and consistent management system and risk management system must be established
including a reliable and comprehensive internal control. A part of the second pillar also includes the
Company’s own risk assessment which must be taken into account when making business decisions.

Pillar 3: The Company must provide the necessary reporting system in order to inform the supervisory bodies
and also public disclosure of information.

In 2016, the Company’s key activities in the field of risk management were:
- successful implementation of the regular quarterly and annual reporting of the capital adequacy in ac-
cordance with the requirements of Solvency Il



- regularly updating the management and the supervisory body on exposure to key risks,

- implementation of the process of the Company’s own risk and solvency assessment (ORSA),

- upgrading the centralized risk management system taking into account the guidelines of the parent
company,

- updating of the internal acts in the field of governance, risk management and compliance which regulate
the powers and responsibilities and the management system of individual risks,

- upgrading the risk measurement methodologies,

- providing the training for staff members to identify the potential and existing operational risks,

- preparation for a new requirement for public disclosure of the Company’s solvency and financial posi-
tion,

- providing the relevant education programs to understand the importance of proper risk management
system.

6.1 Risk management system

The risk management system can be described as a system that supports a reasonable and careful exposure
to diversified risks, depending on the Company’s ability to assume a risk. In order to ensure a safe and suc-
cessful operating performance of the Company, it is necessary to establish the effective and comprehensive
risk management system that provides appropriate manners of risk management and risk control, thereby
enabling better business decisions.

The Company’s key principles of risk assumption and management are:

- involvement of the management and supervisory bodies in the risk management process,

- assumption of risks within the Company’s capacities and/or with regard to the capital strength,
- timely payments of all outstanding liabilities,

- appropriate organizational structure with clearly defined competences and responsibilities,

- securing and spreading the appropriate risk management culture,

- performance in accordance with the law and regulations.

The underlying documents of the risk management system are the Risk Underwriting and Management Strat-
egy (hereinafter: the Strategy) and the Risk Appetite Statement (hereinafter: the Risk Appetite) of Triglav Re.
They define the main strategic elements of the system and represent the basis for subordinate risk manage-
ment documents, policies, methodologies and instructions.

The Strategy defines the comprehensive risk management system within the Company and the guidelines for
underwriting particular risk types, quantified in the Risk Appetite. This strategic document quantitatively defines
the level to which the Company is able and willing to expose itself in individual risk segments, taking into ac-
count its strategic objectives and capital strength.

Risk management is a corporate governance system, which ensures that the risk profile of the Company is
within the limits set in the Risk Appetite. The risk management system of the Triglav Group is based on the
“Three Lines of Defence” model.



- The first line of defence consists of the business functions, which actively manage concrete business
risks through their business decisions and are primarily responsible for risk identification and underwrit-
ing, effective internal controls and performance of business operations within the prescribed limits,
policies and strategic goals.

- The second line of defence is composed of the following key business functions: the risk management
function, actuarial function, compliance function and Risk Management Committee. The role of the
second level is to implement the effective risk management system which includes the coordination of
activities related to risk management, preparation of methodologies for risk identification, risk measure-
ment and assessment, the exposure limit system, controlling and monitoring the exposure to a risk and
verifying the compliance with the valid regulations.

- The third line of defence includes the internal audit function which is independent from all other orga-
nizational units in the Company. This function executes regular adequacy and efficiency reviews of the
internal control environment in individual functional areas and the risk management system. Further-
more, it controls the activities from the first and the second line of defence.

The Management and Supervisory Boards are not directly a part of the Three Lines of Defence, even though
they play a crucial role in the risk management system. They are serviced by the Three Lines of Defence and
responsible for the operation of the Three Lines of Defence within the risk management system and control
processes.

Within the second and third line of defence there are four key functions that are separate and independent
organizational units. These four key functions are: risk management function, compliance function, internal
audit function and the actuarial function. They are included in the Company’s organizational structure so that
none of them are subjected to any influences that may threaten the ability to perform the duties in an objective,
fair and independent manner. They are allowed to have unlimited access to all information they may require to
carry out their duties.

The Company has implemented the internal regulations in the field of risk management, internal control, com-
pliance function, internal audit and, if appropriate, outsourcing service provider with clearly defined responsi-
hilities, objectives, processes and reporting procedures which must be used. The internal regulations must be
comply with the general business strategy.

The risk management function is responsible for:

- supporting the management and supervisory bodies and other functions in the effective implementation
of the risk management system,

- participating in the appropriate risk management system,

- participating in the important risk management decisions,

- coordinating and supervising the activities in the field of risk management,

- monitoring the Company’s risk profile,

- reporting to the management and supervisory bodies on the risk exposures.

The compliance function is a part of the Company’s control system, which duties comprise:
- evaluation of the possible impact of changes in the legal environment on the Company’s performance



and informing the Company’s Management as well as other departments, services and functions,

- identification and assessment of the risks related to the non-compliance of operations,

- regular reporting to the Management and Supervisory Board on compliance of operations, including on
the non-compliance risk; and providing the guidelines and recommendations,

- participation in establishing and updating the compliance programs in the certain fields, including inter-
nal controls.

The internal audit function is responsible for the Company’s operation and performs a constant and compre-

hensive control over Company’s governance so as to increase the benefits of its operations. The internal audit

examines and evaluates whether the processes of risk management, of control and of Company’s manage-

ment are adequate and whether they operate in a manner which ensures:

- the Company’s overall performance is effective and efficient, including the goals of the business and
financial performance, and the protection of assets against loss,

- accurate identification of a key risk and key risk management,

- internal and external accounting and non-accounting reporting that covers consistency, timeliness,
transparency and other conditions,

- monitors the implementation of internal and external auditors’ recommendations

- compliance with the laws and regulations and the internal rules.

The internal audit function periodically reports on its activities and findings to the Management Board, the Audit

Committee and the Supervisory Board.

The most important part of the actuarial function is related to the calculation of insurance technical provisions,

thus ensuring:

- the use of appropriate methods and assumptions for the calculation of insurance technical provisions,

- assessing the suitability, adequacy and data quality for the calculation of insurance technical provisions,

- verification of the Company’s general policy of risks assumption and reinsurance program,

- conducting own opinion which shows whether the amount of insurance technical provisions is sufficient
to cover all contractual obligations.

Furthermore, the actuarial function is closely connected with the risk management function, as it actively partic-
ipates in the introduction and implementation of the risk management system, particularly in the development,
application and monitoring of the appropriateness of capital requirement calculation models and in conducting
own risk and solvency assessment (ORSA).

The Supervisory Board gives consent to the Management Board with respect to written rules of the risk man-
agement system at the highest level, e.g. the Strategy and the Risk Appetite.

The Management Board of the Company defines the business objectives and is responsible for the implemen-
tation of a solid and reliable system of internal governance, which also includes the effective process of risk
assumption and management in accordance with the applicable law. It adopts all internal acts and important
papers in the field of risk management. The Management Board is committed to achieve optimal profitability
within the adopted Risk Appetite.



The Management Board has appointed the Risk Management Committee which has an advisory role and
also certain decision-making rights. The Risk Management Committee manages all material risks for the Com-
pany and assists the Management Board in monitoring the exposure to key risks and the risk concentration,
controls the performance and adequacy of the risk management system, it participates in preliminary reading of
the internal rules falling within the risk management, confirms the risk measurement methodologies, presents
the risk appetite proposal, regularly reviews the effectiveness of the risk management system and the compli-
ance with the individual key functions.

6.2 Process of risk management
The process of the effective risk management system consists of the following parts:

Risk identification is the process to identify and understand all the risks that occurred or could occur in the
business. The Company has for this purpose implemented the Risk Catalogue which contains a list and de-
scription of existing and potential risk types. The risk management service conducts the annual interviews with
the individual business areas in order to identify the key risks and stress scenarios to which the Company is
potentially the most exposed.

Risk measurement and assessment: The risks are measured by defining and monitoring the quantitative
risk measures that are generally adopted in the insurance and banking sector by using the methodologies
based on mathematical and statistical techniques. The risks which are difficult to be measured are estimated
by professional approaches. On the basis of risk levels, the Company shall take and implement appropriate risk
management measures and monitor movements in exposure to a particular risk.

Management and control of defined risks: The Company’s response to the risk depends on its capital

strength, risk appetite and its business, regulatory and economic environment. The costs of using the risk miti-

gation techniques shall be lower than the amount of loss occurrence and its consequences, taking into account

the probability of its occurrence.

The management of the identified risks is carried out by means of:

- the limits by the individual risks (e.g. investment limits, personal powers, limited exposures to the coun-
terparties, limits relating to the interest and currency consistency of the balance sheet, etc.)

- the retrocession contracts to limit the potential losses as a result of a catastrophe

- the protection against market risk with the derivatives, that the Company may use only for the purpose
of hedging (and not for speculative purposes). In 2016, the Company did not use any derivatives.

The risk control and ensuring the early warning system in case of deviations and/or violations shall be carried
out regularly, according to the comprehensive risk profile of the Company, as well as to the frequency and type
of changes in the business environment. The risk control is managed by the Company’s risk management
service.

Risk reporting system must allow the efficient and timely access to information on the risks in order to ensure
the optimal functioning of the Company and its prompt and suitable reaction. The reports must be submitted



to the management and supervisory bodies and other competent authorities that are involved in the decision-
making process. The results on the risk exposure must be provided in the periodic statements on the risk
exposure, Report on the own risk and solvency assessment and in the Solvency and financial condition report
(SFCR).

6.3 Own risk and solvency assessment (ORSA)

In 2016, the Company’s own risk and solvency assessment (hereinafter: the ORSA process) was again carried
out. The purpose of the ORSA process is to ensure that the Company has sufficient quantitative and qualitative
capital in relation to its risk profile and business strategy, and to ensure the adequate capital reserve which
protects the Company against the negative future effects of the possible financial or economic crisis.

The ORSA process is carried out at least once per year. On the basis of business strategy and future expecta-
tions, it is necessary to identify the key risks and stress scenarios, which could have a negative impact on the
achievement of the planned objectives and limits within the Risk Appetite. All organizational units are included
in the ORSA process and are regularly informed on the results.

Within the ORSA process, the identified risks and the stress scenarios are classified according to the prob-
ability of occurrence and the extent of impact. At the same time, the Company evaluates the adequacy of the
standard formula of calculating the capital requirements, as required under the Pillar | of Solvency II. If it is
established that the standard formula is not sufficient to cover the identified key risks, the Company shall make
additional capital requirements which are set by the Company.

The results of the ORSA process are provided in the ORSA Report. The Management Board, the Senior Man-
agement and the Supervisory Board must be informed on the obtained results.

The implementation of the ORSA process in 2016 reaffirmed the Company’s strong capital base in relation to
the identified risks.

6.4 Capital management

The capital represents the prime criterion for assessing the Company’s solvency, as in its operations the Com-
pany must permanently possess the adequate capital in order to protect the investors’ and contractual partners’
assets. An adequate capital base represents a safety margin for various risks the Company is exposed to. It
is like a shield that protects the Company against any unexpected adverse events. The Company is obliged to
hold sufficient assets corresponding to the Company’s exposure and business strategy.

The Company has defined the following three sets of criteria of assessing its capital strength, which are also
taken into account in determining its dividend policy:
- regulatory capital adequacy,



- capital adequacy based on their own risk and solvency assessment and
- assigned ratings according to the S & P.

In 2016, the Company remained sufficiently capitalized.

Capital adequacy risk and the compliance with capital requirements

Capital risk is the risk of loss due to an inadequate capital structure with regard to the business volume and
method, or problems encountered by the Company when acquiring fresh capital, especially in the case of
unfavourable operating conditions or the need for a rapid capital increase.

In line with the applicable legislation, the amount of available capital for meeting the statutory solvency capital
requirements at the level of individual insurance subsidiaries of the Company is regularly calculated in the re-
porting year. Capital requirements in the Company and the Group remained the same during the year as there
were no major changes in the risk profile.

In line with the applicable legislation, the Company quarterly calculates the amount of available capital to meet
the statutory solvency capital requirements. The capital requirements remained unchanged during the year
2016, as there were no significant changes in the risk profile. The capital adequacy may also be monitored
through the capital model of the S & P agency. The implementation of the ORSA process is of utmost impor-
tance in the capital adequacy management.

Monitoring of capital adequacy criteria allows us to optimize the business operations in accordance with the
strategic objectives.

The Company’s unaudited available capital increased by EUR 8,220,000 in the first three quarters of 2016 and
as in previous years, the Company complied with the regulatory capital adequacy requirements throughout
2016. The total capital may be ranked among the basic own funds of the first class, which represent the highest
quality capital.

On 30 September 2016, the unaudited available capital amounted to EUR 100,242,000. The ordinary share
capital of EUR 4,950,000 and the excess of assets over liabilities (harmonizing/ reconciling reserve of EUR
95,292,000) belong to the Company’s basic own resources/funds. In 2016, the Company had no ancillary own
funds and deductible items from capital.

The unaudited current best estimate of the solvency ratio according to the requirements of Solvency
Il on 30 September 2016

30 September 2016 31 December 2015
Total appropriate capital to cover SCR (in EUR) 100,242,332 92,021,927
Total appropriate capital to cover MCR (in EUR) 100,242,332 92,021,927
SCR - Solvency capital requirement (in EUR) 33,418,739 33,418,739
MCR - Minimum capital requirement (in EUR) 14,046,431 12,974,737
Capital adequacy in relation to SCR (appropriate capital to cover SCR/SCR) 300% 275%
Capital adequacy in relation to MCR(appropriate capital to cover MCR/MCR) 714% 709%

*According to the Solvency Il methodology, the capital requirements are calculated regularly on an annual basis.



As shown in the table above, the Company has a strong capital base, as demonstrated by the own risk and
solvency assessment as well as by the credit rating of SGP and A.M. Best agencies. As of 31 December 20186,
the Company had the “A” rating (Excellent) with a stable medium-term outlook.

The detailed disclosures on capital adequacy for the year 2016 are provided in the Report on solvency and
financial condition of the Company, that also shows the proportion of the capital requirements for each type of
risk.

6.5 Types of risks and their management system

The overall Company’s business operations include the following risks: the underwriting risk, the market, liquid-
ity, credit, operational and strategic risks and the reputational risk.

A description of each risk with its management system is presented below.

6.6 Underwriting risk

The underwriting risks are the risks arising from the Company’s core business. They are related to the risk
of loss or an increase in the insurance liabilities due to an inadequate premium volume, inappropriate as-
sumptions applied in the calculation of the insurance technical provisions, the inappropriate risk assumption,
changes in loss occurrences, and also changes in the natural, economic, political, technological, social and
cultural environment.

For a part of the assumed risk, the Company concludes the outward reinsurance contracts, i.e. the retroces-
sion contracts, in order to manage better its exposure and to protect its own funds. The Company concludes a
combination of proportional and non-proportional retrocession contracts; and their exposure is reduced to such
an extent that corresponds to the amount specified by the maximum retention lines. For the protection against
the accumulation of a large number of claims arising from a loss event (e.g. natural disaster), the Company
protects itself by XL coverage for natural catastrophes.

The Company estimates that the most dangerous events that can affect its performance are the losses arising
from natural disasters; the risk is controlled by monitoring the accumulation of the risk in the same geographical
areas and by estimating the maximum probable loss that could be caused by a natural disaster. According to
the observation analysis, the Company buys the retrocession reinsurance protection to cover the net retained
loss.

The underwriting risks are the risk of insufficient insurance technical provisions, the inadequate premium risk,
the retention risk and the major loss risk as a result of natural catastrophes.



Risk of insufficient insurance technical provisions

The Company sets aside the corresponding insurance technical provisions for all assumed reinsurance busi-
ness in order to cover all future liabilities from reinsurance contracts and possible losses arising from assumed
risk. The risk related to the insurance technical provisions is the possible risk that the volume of technical provi-
sions is lower than it should be to cover all liabilities. This risk is primarily managed by comparing the previous
provisions for outstanding claims and subsequent actual liabilities incurred, by applying appropriate actuarial
methods in formation of the specific insurance technical provisions and by the prudent formation of provisions
for outstanding claims.

According to the International Accounting Standards and the Insurance Act, the Company sets up the following
insurance technical provisions: the provisions for unearned premiums, the provisions for outstanding claims,
the equalisation provisions for credit insurance which are recorded under equity, provisions for bonuses, re-
bates and cancellations, and other technical provisions, such as the provisions for unexpired risks. Those
provisions constitute the basis for the preparation of financial statements in compliance with the IFRS. The
sufficiency of the formed technical provisions is verified with the liability adequacy test (LAT).

To calculate the capital adequacy, the Company forms the insurance technical provisions based on the Insur-
ance Act-1. The value of insurance technical provisions shall be equal to the sum of a best estimate and a risk
adjustment. The best estimate and the risk adjustment shall be calculated separately. The duty of the key ac-
tuarial function is to coordinate the calculation of insurance technical provisions, to ensure that the appropriate
methods, models and assumptions were used for the calculation of insurance technical provisions, to evaluate
the suitability, adequacy and quality of data needed for the calculation of insurance technical provisions, and to
compare the amount of insurance technical provisions by the empirically-based data.

Due to the peculiarities in the reinsurance business operations, for the actuarial estimations for the provisions
for outstanding claims, the Company cannot use the triangle method of paid claims prepared on the basis of
loss occurrence, but it prepares the data on the settled claims by the underwriting years and then by using the
appropriate actuarial methods it estimates the expected future liabilities by individual underwriting year. The
provisions for outstanding claims are not discounted. The excess of net provisions in the total amount of all
underwriting years is positive, reflecting the fact that the risk of insufficient insurance technical provisions was
well-managed in 2016.

As at 31 December 2016, the total net insurance technical provisions amounted to EUR 101,284,343 (ac-
cording to IFRS). The net insurance technical provisions (according to IFRS) by the type of provisions on 31
December 2016 are shown in table below.



Structure of net insurance technical provisions according to IFRS

in EUR
YEAR 2016 YEAR 2015 INDEX
Net provisions for unearned premium 15,307,650 15,479,803 85.7
Net provisions for bonuses, rebates and cancellations 189,556 9,026 107.5
Net provisions for outstanding claims 85,541,242 79,820,075 204.8
Provisions for unexpired risks 245,894 105,626 91.4
TOTAL 101,284,343 95,414,529 102.9

The net insurance technical provisions increased by 6.2 percent compared to the position as at 31 December
2015 and they are fully covered by the asset investments as at 31 December 2016.

Premium risk versus claims

Inadequate premium risk is the risks that the reinsurance claims are higher than expected and/or that premi-
ums earned are lower than expected.

Premium risk management is the responsibility of the heads of departments who underwrite reinsurance busi-
ness. They have precisely defined powers and responsibilities for underwriting, and are responsible that all
procedures related to the underwriting are carried out at a highly professional level. They are also responsible
for setting the strategy of reinsurance portfolio exposure to the particular catastrophe events and regions.
Acrucial reinsurance risk faced by the Company is a risk of a significant loss arising from a particular event or a
series of events. Such loss can affect a number of reinsurance contracts with the same territorial scope of cover
and also a number of different insurance classes that are covered by the reinsurance contract. These risks can
arise from the loss events with low frequency (e.g. natural disasters), from unexpected demographic changes
(e.g. ageing, mortality rate) or unexpected changes in legislation that could have an impact on the amount of
indemnities and compensations. The Company provides the appropriate reinsurance program according to
which that part of assumed business is covered which exceeds the maximum reinsurance coverages defined
in the maximum retention lines. The Company manages the assumed risks by the professional underwriting,
by measuring the risk exposure by geographic areas for various natural hazards, and particularly with the ap-
propriate net retention limits and reinsurance programs.

Major loss risk as a result of natural catastrophes

The Company conducts the reinsurance business with the companies in different regions worldwide. Accord-
ing to the guidelines, the Company is focused primarily on the short-term non-life business. Non-life reinsur-
ance business generally includes the covers for losses caused by a various natural catastrophes. The fire,
engineering, motor and crop insurance covers are the insurance classes that are the most exposed to natural
catastrophes.

Natural catastrophes are considered to be the events with a low frequency but devastating effects, e.g. earth-
quakes, floods, storms, hail, sleet. Arisk is influenced by various factors such as: certain regions are exposed



to frequent occurrence of natural disasters, business performance and the extent of reinsurance cover in a
particular region, the geographic dispersion of reinsurance portfolio, the reinsurance terms and conditions
related to the natural catastrophes.

In assessing the potential loss resulted from the natural disasters, some models and methods can be used
that simulate various catastrophes on the basis of which the amount of loss is estimated taking into account
different return periods for a particular part of the reinsurance portfolio. The Company is monitoring its exposure
using a reference loss event with a return period of 200 years.

The Company regularly monitors its exposure to natural catastrophes by the individual risks and by the geo-
graphical regions. The outward reinsurance contracts (retrocession contracts) are concluded to cover a part of
already assumed risk providing a better control of the Company’s exposure, thereby protecting the Company’s
own assets. The previous reinsurance programs have proved to be appropriate, as the Company has continu-
ously fuffilled all obligations under insurance contracts without any increased risk of liquidity.

6.7 Market risks

Market risk is the risk of loss or of adverse changes in the financial situation of the Company, resulting from
fluctuations in the level and in the volatility of market prices of assets, liabilities and financial instruments. These
include interest risk, equity credit risk, real property risk, credit spread risk and market concentration risk.

The investment portfolio is subject to a risk of loss arising from the adverse changes in the market risk factors
that may adversely affect the value of financial investments.

In order to achieve the market risk management goal, the methods and processes with clearly defined powers
and responsibilities were established so as to identify, measure, assess, manage and monitor the market risk.
The system enables additional quality analyses and reporting on market risks, as well as preparing, propos-
ing and implementing measures aimed at preventing the reduction of surplus of assets over liabilities due to
changes in financial markets, including the real property market. The Company efficiently ensures the compli-
ance with the legislation and internal rules.

The basic rules of the market risk management for the management of investment risk are hased on:

- sufficient resources to cover obligations under reinsurance contracts

- adequate dispersion of investments so as to avoid excessive dependence on an individual type of in-
vestment, on an individual issuer, group of companies, geographical area and excessive accumulation
of risk in the portfolio as a whole,

- good credit quality of the credit portfolio and

- high liquidity investment.

The main instrument for the market risk management is represented by the limits representing restrictions on
taking market risks. The limits arise from the risk appetite and they take into account the capital position of the
Company, its strategic business objectives and the current situation on the financial markets. The exposure to



various asset classes is limited, taking into account the type of the financial instrument, of the issuer and his
credit quality. The limits determine the permissible types of investments and prohibit the use of financial instru-
ments for the purpose of speculation. They also restrict the maximum permissible exposure to a single person
or a group of connected parties.

By monitoring the market risk indicators, using the sensitivity analyses and the stress scenarios, the Company
regularly verifies its vulnerability to the changes in various risk factors and adjusts accordingly.

Interest rate risk is the risk of loss due to the changes in the value of interest-sensitive financial instruments
resulting from the adverse changes in the interest rates and the inadequate interest rate consistency with as-
sets and liabilities.

Akey tool for limiting the exposure to interest rate risk represents the limit system, which prescribes the maxi-
mum permissible interest rate mismatch between assets and liabilities; it also restricts the type of permitted
debt instruments in the investment portfolio and disallows the speculations with interest rate derivatives.

The Company manages the interest rate risk by buying and/or selling the financial instruments with appropri-
ate maturity and interest rates, by various deposits, by choosing the appropriate duration of the interest rate

periods and by adjusting the maturity of reinsurance contracts.

By monitoring the interest rate indicators, using the sensitivity analyses and the stress scenarios, the Company
regularly verifies its vulnerability to changes in the interest rates and adjusts accordingly.

The risk of variations of interest rates

The structure of debt securities

in EUR

31. 12. 2016 31.12. 2015
Debt securities 154,063,393 149,523,152
- Government securities 87,165,125 90,270,939
- Securities of financial institutions 38,638,878 27,733,864
- Corporate securities 28,259,391 31,518,349
- Compound securities 0 0
Financial derivatives 0 0
TOTAL EXPOSED ASSETS 154,063,393 149,523,152
TOTAL OTHER ASSETS 16,056,021 10,401,230
TOTAL FINANCIAL ASSETS 170,119,414 159,924,382

In the case of interest-sensitive assets that pay coupons until maturity, the Company is also exposed to rein-
vestment risk, which is especially important in the current period of low market interest rates. The Company
maintains a partial mismatch between the maturity of assets and liabilities in order to generate additional
returns.



The criterion of the interest rate risk is duration, i.e. duration of assets and liabilities. In 2016, the interest
consistency between the assets and liabilities was within the internally defined maximum allowable difference
between the duration of assets and the duration of liabilities.

The interest rate risk management is implemented at a global level by the appropriate, strategically spread
investments into investments with fixed and variable return and provisions that are covered by these invest-
ments. The Company can control interest rate risk with interest rate derivatives, but in 2016 the Company did
not enter into such instruments.

The Company’s exposure to the market risk due to changes in the interest rates is accumulated in the invest-
ment portfolio, as shown in the table above. The reinsurance operations are exposed to the risk of fluctuations
in interest rates to the extent that assets which give interests and interest-bearing liabilities mature or are
re-evaluated at different times or in different amounts. In 2016, the Company tied the assets only to the call
option deposits with an interest rate of 0.00 percent to 0.01 percent. All deposits have been bound with a fixed
interest rate.

The Company is also exposed to the changes in future cash flows due to the changes in market interest rates.

The Company monitors the exposure to the interest rate risk by monitoring the interest consistency of cash
flows on the asset side (investment portfolio) and liabilities (insurance provisions). In addition, the Company
regularly reviews and makes the estimates of cash flows and the impact of fluctuations in interest rates relating
to the investment portfolio and insurance provisions. The overall objective of these strategies is to limit the net
changes in the value of assets and liabilities resulting from the changes in interest rates.

Sensitivity analysis of financial assets to interest rate risk

The sensitivity of financial assets to the interest rates is expressed as an effect of parallel shift of the interest
rate curve by +/- 100 base points on the fair value of all interest-sensitive financial assets that are not valued
by the amortised cost method, i.e. the debt instruments classified as available-for-sale and at fair value through
profit or loss.

The table shows that the positive and negative changes in interest rates have the greatest impact on the securi-
ties which represent the largest share in the Company’s portfolio.



Sensitivity analysis of financial assets to interest rate risk

in EUR
31.12. 2015
+100bp -100bp +100bp -100bp
Government securities -3,849,500 3,849,500 4,464,714 4,464,714
Securities of financial institutions -1,439,100 1,439,100 -1,141,554 1,141,554
Corporate securities -1,032,700 1,032,700 -835,739 835,739
Compound securities 0 0 0 0
Other 0 0 0 0
TOTAL -6,321,300 6,321,300 -6,442,007 6,442,007
Impact on equity -6,321,300 6,321,300 -6,442,007 6,442,007
Impact on profit/loss 0 0 0 0
6.7.1 Share price risk
Structure of equity securities
in EUR

31.12. 2016 31.12. 2015
Equity securities and investment funds 8,565,667 2,041,868
Shares in EU 6,347,552 1,353,127
Shares in USA 0 0
Shares in Asia 0 0
Shares in emerging markets 1,605,485 688,691
Global shares* 612,630 50
TOTAL EXPOSED ASSETS 8,565,667 2,041,868
TOTAL OTHER ASSETS 161,553,747 157,882,514
TOTAL FINANCIAL ASSETS 170,119,414 159,924,382

The equity portfolio, which is recognized in the statement of financial position at fair value, is exposed to the
price risks. Price risk is the risk that the value of a financial instrument will fluctuate as a result of the changes
in market prices, whether those changes are caused by the factors specific to an individual instrument or its

issuer or by the factors affecting all instruments traded in the market.

The Company’s aim is to achieve the competitive returns by investing in a diversified portfolio of high quality
liquid securities. The Company carries out a regular analysis of the portfolio characteristics. The Company’s
asset in the form of securities is invested in the various companies in different industries. The limits set by the
management and by the regulatory requirements, substantially limit the exposure to stock portfolio. The invest-

ment funds include equity, bond and mixed funds.




Sensitivity analysis of financial assets related to the risk of share price changes

in EUR
31.12. 2016 31.12. 2015
+10% -10% +10% -10%
Shares in EU 634,755 634,755 135,310 -135,310
Shares in USA 0 0 0 0
Shares in emerging markets 160,549 -160,549 68,869 -68,869
Global shares* 61,263 -61,263 5 -5
TOTAL 856,567 -856,567 204,185 -204,185
Impact on equity 856,567 -856,567 204,185 -204,185
Impact on profit/loss 0 0 0 0
Impact on profit/loss 0 0 0 0

* Investments in shares with global investment diversification

Foreign currency risk is the risk of loss due to the changes in foreign currency exchange rates and inad-
equate currency matching of assets and liabilities.

The Company has established the foreign currency limits which represent a key tool for the foreign currency
risk management.

The open foreign currency position for each foreign currency is quarterly monitored by an independent risk
management service, which informs on the results the Risk Management Committee. The Committee also
adopts the decisions concerning the reduction of open foreign exchange positions. The Company is due to the
nature of its operations exposed to foreign currency risk and therefore it is necessary to harmonize the existing
and future assets and liabilities in each foreign currency. The currency structure of investments should reflect
the currency structure of liabilities arising from the reinsurance contracts.

Transactions in the foreign currencies are translated into euro at the reference exchange rate of the European
Central Bank valid for the day. Monetary assets and liabilities denominated in the foreign currency at the
reporting day are translated into euro at the reference exchange rate of the European Central Bank valid on
the balance sheet date. Profit or loss on the monetary items in foreign currency is the difference between the
nominal amount (amortized cost) in the functional currency at the beginning of the period, adjusted for effective
interest and the payments during the period, and the nominal amount (amortized cost) in the foreign currency
translated at the exchange rate of the European Central Bank at the end of the period. Non-monetary assets
and liabilities denominated in foreign currencies that are measured at fair value are translated to euro at the
reference exchange rate of the European Central Bank valid on the day when the fair value was determined.
Exchange differences resulting from the translation are recognized in profit and loss or in the capital, depending
on the classification of each non-cash asset.

The foreign currency risk results from all balance sheet and off-balance sheet items in foreign currency. This
type of risk is managed by balancing the investments with the amount of liabilities or with the amount of insur-
ance technical provisions, which are expressed in the foreign currency clause. The investments structure as



at 31 December 20186 reflects the compliance with the liabilities within internally determined limits. Foreign
currency risk also exists in the liabilities and receivables, particularly from the reinsurance operations abroad
due to the floating exchange rate. The currency risk is mitigated by ensuring the currency consistency of assets
and liabilities towards the same partners.

The currency structure of investments in financial assets contains all the financial investments, including finan-
cial investments of the Company under the reinsurance contracts with the Cedants.

Currency structure of investments in financial assets

in EUR
TECHNICAL
YEAR 2016 INI\:IISQ'I':‘N(I:;:'-I'S in % PROVISIONS CEDED in %
TO REINSURANCE
EUR 155,069,018 91.2% 48,593,375 97.4%
usb 10,018,086 5.9% 866,654 17%
INR 2,212,359 1.3% 0 0.0%
TRY 779,078 0.5% 0 0.0%
ZAR 559,681 0.3% 0 0.0%
OTHER 1,481,191 0.9% 429,147 0.9%
TOTAL 170,119,415 100.0% 49,889,176 100.0%
in EUR
TECHNICAL
YEAR 2015 INI\:IIEQ'I"‘IIV(I:IIE?II:I'S in % PROVISIONS CEDED in %
TO REINSURANCE
EUR 146,482,101 91.6% 44,268,802 95.9%
usb 10,021,772 5.8% 870,412 1.9%
INR 1,990,611 0.0% 0 0.0%
TRY 862,194 0.1% 0 0.0%
ZAR 12,775 0.0% 0 0.1%
OTHER 554,929 2.5% 1,034,492 2.2%
TOTAL 159,924,382 100.0% 46,173,706 100.0%

The currency structure of net insurance technical provisions shows all net technical provisions; the 2015 cur-
rency structure also includes the equalization provisions.



Currency structure of net insurance technical provisions

in EUR
Cumency provisions 2016 in¥ orovisions 2015 n%
EUR 78,564,602 77.6% 77,985,583 80.1%
UsD 7,006,736 6.9% 6,642,343 6.8%
CNY 2,177,979 2.2% 1,181,727 1.2%
KRW 1,703,050 1L7% 2,580,582 2.6%
TRY 1,765,143 1.7% 1,624,413 17%
INR 2,313,739 2.3% 2,464,848 2.5%
Other 7,753,094 1.7% 4,912,043 5.0%
TOTAL 101,284,343 100.0% 97,391,539 100.0%
Insurance technical provisions 101,284,343 100.0% 95,414,529 98.0%
Equalisation provisions 0 0.0% 1,977,010 2.0%

Currency sensitivity for the five largest open currency positions
in EUR
Open foreign Agr;g:;?;i:n App_reciation of
31.12.2016 ASSETS LIABILITIES currﬂlcy currency vs. foreign currency
position EUR by 10 % vs. EUR by 10 %

USD -US dollar 10,622,983 8,813,453 1,809,530 180,953 -180,953
KRW -South Korean won 1,205,327 3,007,566 -1,802,239 -180,224 180,224
HKD - Hong Kong dollar 91,107 955,639 -864,532 -86,453 86,453
TRY - Turkish lira 1,270,572 2,072,252 -801,681 -80,168 80,168
DKK - Danish krone 29,541 800,715 -771,174 -r7,117 77,117

in EUR

Openforeign | APPIOCRION | pgprciaion o
31.12.2015 ASSETS LIABILITIES curr.erlcy currency vs. foreign Cu"encoy
position EUR by 10 % vs. EUR by 10 %

USD - US dollar 13,171,342 8,917,523 4,253,820 425,382 -425,382
KRW -South Korean won 2,055,438 4,434,296 -2,378,859 -237,886 237,886
DKK - Danish krone 31,178 968,100 -936,922 -93,692 93,692
HKD - Hong Kong dollar 131,308 880,197 -748,889 -74,889 74,889
TRY - Turkish lira 4,646,361 5,290,069 -643,707 -64,371 64,371

In 2016, the Company recorded the highest currency mismatch between the assets and the liabilities denomi-
nated in USD, but, however, at the end of 2016 the mismatch has halved compared to the previous year. If we
take into account certain other foreign currencies highly correlated with the USD, the open position in USD and
the currencies tied to the USD is even lower.



The Company was the most sensitive to the depreciation of the USD currency against the EUR. In the case of
a 10% depreciation of the USD against the EUR, the Company would record a negative effect in the amount
of EUR 181,000 at the end of 2016. The sensitivity to the appreciation of the KRW currency against the EUR
followed in 2016.

6.8 Liquidity risk

Liquidity risk is the risk of loss which may occur if the Company is not able to meet all past-due payment obli-
gations arising from major claims and/or is forced to provide sufficient funding at costs which are significantly
higher than normal. Liquidity risk is also the risk of limited access to financial resources needed to meet the
payment obligations from the reinsurance and other contracts.

The main objective of liquidity risk management is to ensure that the Company has at any time sufficient liquid
assets to pay all current liabilities within the prescribed terms and conditions. The liquidity risk management is
carried out by weekly calculations of the liquidity position and liquidity ratio, by the regular monitoring of inflows
and outflows and also of some others liquidity indicators.

The Company manages liquidity risk by monitoring the internally determined liquidity ratios, the historical data
on the Company’s liquidity position (especially in the case of major loss events), and highly liquid assets cover-
ing the insurance technical provisions, dispersion of deposits by maturity and free funds in bank accounts.
The Company has a portfolio of highly liquid assets, which is a part of its liquidity risk management strategy in
order to ensure the business continuity and compliance with legal requirements.

The liquidity risk is managed by:

- regular monitoring of the planned cash flows from assets and liabilities,

- daily liquidity management,

- annual planning of short-term investments and operational management of short-term investments,

- regular monitoring of the cost of alternative sources of financing (e.g. granting new credit lines)

- regular informing the manager of the investment portfolio of the extent of free resources,

- providing the assessment of changes in the amount of insurance technical provisions by months for the
following calendar year,

- providing regular reports on the liquidity position of the Company through structural liquidity indicators.

The Company is traditionally an institution with a strong liquidity position providing the sufficient quantity of
liquid assets at any given time for the timely repayment of liabilities.

The table below shows the structure of the undiscounted expected future cash flows of assets and liabilities.



Structure of undiscounted expected future cash flows of assets and liabilities

PROVISIONS

31.12.2016 in EUR
FINANCIAL ASSETS AND NOT LESS THAN 1T05 5T0 10 OVER 10
LIABILITIES TO REINSURERS DEFINED 1YEAR YEARS YEARS YEARS TOTAL Book value
Total financial investments 8,575,667 17,202,152 | 96,686,216 | 48,612,730 7,363,552 | 178,440,317 | 170,119,415
Debt securities 0 9,721,798 96,686,216 | 48,612,730 7,363,552 | 162,384,296 | 154,063,393
- held to maturity 0 0 0 0 0 0 0
- at fair value through profit or loss 0 0 0 0 0 0 0
- available-for-sale 0 9,721,798 96,686,216 48,612,730 7,363,552 162,384,296 | 154,083,393
- loans and receivables 0 0 0 0 0 0 0
Equity securities 8,565,667 0 0 0 0 8,565,667 8,565,667
- at fair value through profit or loss 0 0 0 0 0 0 0
- available-for-sale 8,565,667 0 0 0 0 8,565,667 8,565,667
Financial derivatives 0 0 0 0 0 0 0
Loans and receivables 10,000 7,480,354 0 0 0 7,490,354 7,490,354
Technical provisions ceded to
Reinsurers 0 23,107,792 | 14,867,899 7,960,634 3,952,851 49,889,176 | 49,889,176
Operating receivables 0 45,816,755 0 0 0 45,816,755 45,816,755
Cash and cash equivalents 0 147,777 0 0 0 147,777 147,777
I;ﬁt;::::g";;&ii?:é"n 8,575,667 | 86,274,476 | 111,554,115 | 56,573,364 | 11,316,403 | 274,294,025 | 265,973,123
FINANCIAL ASSETS AND NOT LESS THAN 1T05 5TO0 10 OVER 10 TOTAL Book value
PROVISIONS DEFINED 1YEAR YEARS YEARS YEARS
Insurance technical provisions 0 89,287,775 41,796,997 14,125,965 5,962,782 151,173,519 | 151,173,519
Other provisions 0 107,650 8,123 5,298 65,080 186,151 186,152
Operating liabilities 0 30,687,180 0 0 0 30,687,180 30,687,180
Other liabilities 0 900,445 0 0 0 900,445 900,445
TOTAL FINANCIAL ASSETS AND 0 120,983,050 | 41,805,120 | 14,131,263 6,027,862 | 182,947,295 | 182,947,296




31.12.2015 in EUR

"FINANCIAL ASSETS AND NOT LESS THAN 1T05 5T0 10 OVER 10

LIABILITIES TO REINSURERS" DEFINED 1YEAR YEARS YEARS YEARS TOTAL Book value

Total financial investments 2,051,869 30,238,226 | 82,851,261 | 43,140,533 | 13,098,742 | 171,380,631 | 159,924,382
Debt securities 0 21,888,865 | 82,851,261 | 43,140,533 | 13,098,742 | 160,979,401 | 149,523,152

- held to maturity 0 0 0 0 0 0 0

- at fair value through profit or loss 0 0 0 0 0 0 0

- available-for-sale 0 21,888,865 82,851,261 43,140,533 13,098,742 | 160,979,401 | 149,523,152

- loans and receivables 0 0 0 0 0 0 0
Equity securities 2,041,869 0 0 0 0 2,041,869 2,041,869
- at fair value through profit or loss 0 0 0 0 0 0 0

- available-for-sale 2,041,869 0 0 0 0 2,041,869 2,041,869
Financial derivatives 0 0 0 0 0 0 0
Loans and receivables 10,000 8,349,361 0 0 0 8,359,361 8,359,361
Technical provisions ceded to

Reinsurers 0 21,286,027 | 13,945,153 7,353,639 3,588,986 46,173,706 | 46,173,706
Operating receivables 0 54,020,553 0 0 0 54,020,552 54,020,552
Cash and cash equivalents 0 107,220 0 0 0 107,220 107,220

“TOTAL FINANCIAL ASSETS AND
0 CIAL ASSETS 2,051,869 | 105,652,026 | 96,796,414 | 50,494,072 | 16,687,728 | 271,682,109 | 260,225,860

LIABILITIES TO REINSURERS"
"FINANCIAL ASSETS AND NOT LESS THAN 1T05 5T0 10 OVER 10 TOTAL Book value
PROVISIONS" DEFINED 1YEAR YEARS YEARS YEARS
Insurance technical provisions 0 83,996,092 39,057,495 13,097,114 5,437,635 141,588,235 | 141,588,235
Other provisions 0 110,601 6,707 4,522 56,259 178,089 178,089
Operating liabilities 0 41,177,909 0 0 0 41,177,909 41,177,909
Other liabilities 0 864,143 51 0 0 864,194 864,194
"TOTAL FINANCIAL ASSETS AND

0 126,148,745 | 39,064,252 | 13,101,636 5,493,794 | 183,808,427 | 183,808,427

PROVISIONS"

The liabilities and the assets are not discounted, but estimated only by the sum of the expected future cash
flows. The gross provisions for reinsurance contracts amounted to EUR 151,173,519.

The Company maintains a partial mismatch between the maturity of assets and liabilities and thus generates
a part of the income. The current liabilities are settled by the current income, but there is also a possibility of
selling the financial instruments.

Among all the securities, twenty-two debt securities are such that they can be recalled by the issuers and their
total book value amounted to EUR 10,636,312 (in 2015: EUR 4,966,488) at the reporting date.



6.9 Credit risk

Credit risk is the risk of loss or of adverse changes in the financial situation of an insurance company, result-
ing from fluctuations in the credit situation of counterparties and potential debtors to which the Company is
exposed through counterparty default risk and concentration risk. This is a risk when a debtor is not willing or
able to return to their contractual obligations within the agreed period and / or amount.

Credit risks arise in:

. basic reinsurance transactions with the clients who are in difficult financial positions at the time of exis-
tence of the obligation to pay the premium;

. conclusion of agreements with reinsurers as there is the risk of inability to pay out claims in case of a
loss event;

. management of investments in the framework of investment policies and therefore the risk of down-

grade or insolvency of banks, in which the Company deposit their assets and the assets of counterpar-
ties in the conclusion of derivatives contracts

The credit risk arises from exposures to the counterparties who may be:
- retrocessionaires,

- brokers,

- issuers of financial instruments,

- banks and banking groups,

- other debtors.

In accordance with the internal rules, the credit risk arising from the reinsurance contracts is managed by the
selection the Reinsurers (Retrocessionaires) and their credit ratings which generally should not be lower than
BBB + by Standard and Poor’s rating, respectively bbb + by A. M. Best, except for the outward reinsurance of
liability and motor insurance classes, where the credit rating generally must not normally be lower than A - by
the Standard and Poor’s rating, respectively a- by A. M. Best.

The maximum exposure to banks and banking groups is determined by the internal methodology for the as-
sessment of the credit quality taking into account their financial position and the credit ratings of the internation-
ally recognized rating agencies.

The credit risk includes also the concentration risk which is measured in all business segments, taking into
account the exposure to each business segment, to a counterparty, a sector or a country. The concentration
risk within the credit risk is the risk of loss in the event of an excessive exposure to a single counterparty, group
of related parties and parties who are connected by the common risk factors such as industry, geographical
area or region.



Structure of assets exposed to the credit risk

in EUR
ASSETS YEAR 2016 YEAR 2015
Equity securities 1,173,181 2,041,710
Debt securities 154,063,393 149,523,152
Investment funds 7,392,486 159
Loans and receivables 7,480,354 8,349,361
Financial derivates 0 0
Receivables 45,816,755 54,020,554
TOTAL EXPOSED ASSETS 215,926,169 213,934,936
Credit risk in debt securities portfolio (taking into account the book value)
in EUR
CREDIT RATING YEAR 2016 in% YEAR 2015 in %
AAA 28,972,127 19% 31,035,233 21%
AA 8,117,598 5% 4,226,370 3%
A 47,258,623 31% 17,806,751 12%
BBB 46,911,316 30% 79,970,393 53%
BB 19,321,042 13% 8,988,926 6%
B 271,903 0% 2,825,845 2%
without credit rating 3,210,785 2% 4,669,635 3%
TOTAL 154,063,393 100% 149,523,152 100%

The credit risk is managed in accordance with the principle of appropriate diversification of better credit quality
investments. On 31 December 2016, the maximum total investment in one financial institution amounted to
EUR 6,839,302. The financial institution has the highest credit rating of “AAA” with the state guarantee. At the
end of 2016, the investments in foreign securities amounted to EUR 122,355,576. The average credit rating
of the bond portfolio was “A-“ by S&P. At the end of 2016, the Company held investments of the issuers from
the PIIGS countries in the amount of EUR 22,450,889 of which the government bonds accounted for EUR
12,510,963 and the rest were debt securities invested in the financial and corporate sectors.

The investments in the securities of the Republic of Slovenia and in the securities guaranteed by the Republic
of Slovenia amounted to EUR 23,995,722 at the end of 2016, which represents a share of 15 percent in the
Company’s entire financial investment portfolio. On 31 December 2016, the securities portfolio of the Republic
of Slovenia has the credit rating of “A-“ by Fitch.

For determination of the credit rating, the method of the “second-best” assessment for each security or coun-
terparty is taken into account, which means that between the three ratings at least, the second best is used.
In the event that there are only two credit assessments for a single issuer, the worse of the two is used; but if
there is only one credit rating, that rating shall apply. The table below shows that the Company also owns the



debt securities without a credit rating, which are mostly issued by the Slovenian financial and corporate sec-
tor. The largest portion of bonds with the credit rating “A” is represented by the Slovenian government bonds.

The credit risk of loans and receivables, which include the Company’s deposits with banks and finan-
cial investments under reinsurance contracts with the Cedants

in EUR

CREDIT RATING YEAR 2016 in % YEAR 2015 in %
AA 301,301 3% 268,655 3%

A 1,858,010 58% 4,851,106 58%
BBB 109,593 20% 1,673,198 20%
BB 12,789 0% 212 0%

without credit rating 5,198,661 19% 1,556,189 19%
TOTAL 7,480,354 100% 8,349,360 100%

Receivables and liabilities are also exposed to the credit risk. The credit risk considerably affects the char-
acteristics of reinsurance contracts, and the Company manages this risk by mutual offset of receivables and
liabilities relating to the same Reinsurer (offset of receivables for premiums and liabilities for claims and com-
mission payable in inwards reinsurance, and offset of receivables for claims and commission and liabilities for
premiums payable in outwards reinsurance).

The maturity structure of receivables and liabilities from reinsurance operations (i.e. inward and out-
ward reinsurance operations)

in EUR
YEAR 2016 Not matured yet | Maturity up to Maturity over Total
180 days 180 days

Inward operations 16,300,415 826,084 -806,354 16,320,145
- receivables for premium from reinsurance assumed 34,777,421 2,921,026 274,655 37,973,102
- liabilities to Reinsurers for shares in claims -10,524,378 -1,279,936 -991,055 -12,795,368
- other liabilities from coinsurance and reinsurance -7,952,629 -815,006 -89,954 -8,857,589
Outward operatins -2,393,302 -51,973 699,709 -1,745,566
- liabilities to retrocession premium -8,702,561 -318,384 -13,276 -9,034,222
- receivables for Reinsurers' shares in claims 3,997,152 220,977 702,881 4,921,010
- other receivables from coinsurance and reinsurance 2,312,108 45,434 10,105 2,367,646
TOTAL 13,907,112 774,111 -106,644 14,574,579




in EUR

YEAR 2015 Not matured yet | Maturity up to Maturity over Total
180 days 180 days
Inward operations 10,065,060 1,237,343 -453,840 10,848,564
- receivables for premium from reinsurance assumed 31,321,885 4,501,041 6,627,293 42,450,219
- liabilities to Reinsurers for shares in claims -14,040,072 -2,185,611 -5,753,539 -21,979,221
- other liabilities from coinsurance and reinsurance -7,216,753 -1,078,087 -1,327,594 -9,622,434
Outward operatins 1,149,291 68,521 1,437,865 2,655,676
- liabilities to retrocession premium -8,198,847 -704,737 -5,412 -8,908,997
- receivables for Reinsurers' shares in claims 7,232,112 699,418 1,439,424 9,370,954
- other receivables from coinsurance and reinsurance 2,116,026 73,840 3,853 2,193,719
TOTAL 11,214,351 1,305,864 984,025 13,504,240
Structure of receivables by maturity
in EUR
YEAR 2016 Not matured yet | Maturity up to Maturity over Total
180 days 180 days
Receivables from coinsurance and reinsurance 41,086,680 3,187,437 987,641 45,261,758
- receivables for premium from reinsurance assumed 34,777,421 2,921,026 274,655 37,973,102
- receivables to Reinsurers for shares in claims 3,997,152 220,977 702,881 4,921,010
- other receivables from coinsurance and reinsurance 2,312,108 45,434 10,105 2,367,646
Other receivables 0 0 4,902 4,902
TOTAL 41,086,680 3,187,437 992,543 45,266,660
in EUR
YEAR 2015 Not matured yet | Maturity up to Maturity over Total
180 days 180 days
Receivables from coinsurance and reinsurance 40,670,023 5,274,299 8,070,570 54,014,892
- receivables for premium from reinsurance assumed 31,321,885 4,501,041 6,627,293 42,450,219
- receivables to Reinsurers for shares in claims 7,232,112 699,418 1,439,424 9,370,954
- other receivables from coinsurance and reinsurance 2,116,026 73,840 3,853 2,193,719
Other receivables 5,661 0 0 5,661
TOTAL 40,675,684 5,274,299 8,070,570 54,020,553

The risks retroceded to other Reinsurers/Retrocessionaires also include the credit risk that occurs if a Rein-
surer/Retrocessionaire fails to meet his contractual obligations in full and in time. To mitigate the risk in the case
that contracting partners would fail to pay the due amounts, the Company established business and financial
standards for the Reinsurers, including the ratings by major rating agencies and considering current market

information.




The table below shows the structure of retroceded insurance technical provisions by the Retrocedants’ credit
rating as at 31 December 2016 compared to the preceding year.

Structure of retroceded insurance technical provisions by the Retrocedant’s credit rating

in EUR
Reinsurers credit rating (SGP's) YEAR 2016 YEAR 2015
AAA 0 0
AA 21,953,174 19,553,592
A 26,076,822 24,659,932
BBB 270,447 289,096
BB 94,546 83,831
without credit rating 1,494,186 1,587,255
TOTAL 49,889,176 46,173,706

6.10 Operational risk

The Company pays special attention to the management of operational risk. Operational risk is the risk of loss
arising from inadequate or failed internal processes or products, personnel or systems, or from external events
and their impact.

The operational risk can result from inadequate or failed:

- implementation of internal processes (causes of the risk of inadequate organization and inappropriate
business processes can result in business interruptions, lack of information, inadequate cost manage-
ment, poor document management and control, inadequacy in internal change management, etc.),

- activities of employees (causes of human resources risks can be found in inadequate human resource
management, staffing mistakes, inadequate internal regulations, etc.),

- functioning of the implemented systems (risk of inadequate information technology, which includes ap-
plications and infrastructure, technical aids, etc.) and

- management of external events and their consequences (legal risk, loss of credit ratings, unfair compe-
tition, etc.).

Operational risk does not include the strategic and reputation risk.

Efficient management of operational risks is based on a system of internal controls that must be improved
and updated from year to year. Triglav Re manages the organisational and business process risks by the ad-
justments to internal organisation, strict definition of responsibilities and gradual computerisation of business
processes. The staffing risk is managed by applying the knowledge transfer system among the employees and
by consistent education and planned training. The key element of managing information technology risk is the
restructuring and upgrading of the information system that will additionally support all reinsurance processes;
while the key element of the legal risk management is the continuous monitoring of current legislation and the
active participation of a legal expert in all business decisions.



The Company has also established a system for reporting and for centralized management of loss events and
incidents arising from operational risk. Reporting is carried out by an appointed employee from each organiza-
tional unit, and the possibility of anonymous reporting was also introduced. Losses are recorded in the central
database of loss events, which is controlled by the independent Risk management service. Database of loss
events includes a description of a loss, its cause, the consequences, the prevention measures and estimation
of the costs for each registered loss. The risk management committee, the management board and the super-
visory board are regularly briefed on the occurred loss events.

6.11 Strategic and reputational risk

Strategic risk is the risk of a loss arising from making poor business decisions, substandard execution of deci-
sions, inadequate asset allocation, or a failure to react effectively to changes in the business environment. The
Company’s Management Board and Senior Management promptly exchange information relevant for making
business decisions, for achieving the short-term and long-term goals and to make decisions regarding the
strategic risk management.

Identifying and assessing a strategic risk is carried out at least once a year, when the actual and potential
strategic risks to which the Company is exposed are identified and assessed. The Company’s professional
services are responsible for the preparation of professional documents based on the comparison between
planned and performed business operations.

Reputational risk, often called reputation risk is the risk of a loss resulting from damages to the Company’s
reputation; which may result in the lost revenue, increased operating, capital or regulatory costs, destruction
of shareholder value, etc.

This risk may result in legal disputes which can cause the loss of clients and consequently financial loss. The
management of reputation risk is a duty of all employees of Triglav Re, including its supervisory bodies.

Identification of reputation risk is made through reporting of loss events arising from the operational risk as well
as through internal workshops that are also intended to the self-identification of risks.

6.12 Future challenges in risk management

The Company will continue to improve the risk management system, follow the requirements and guidelines
specified in the new Solvency Il regime and will also closely monitor the changes in the external and internal

environment and adapt to them within the risk appetite.

Great attention is also paid to the deliberate coordination of the risk management system with the parent com-
pany, which provides practically uniform methods of risk measuring, implementation of the own risk and sol-



vency assessment and reporting on risk exposures. In doing so, the Company must not forget the specifics of
reinsurance business, own risk profile, extent and complexity of the transaction, which the Company performs.

In 2017, the Report on the solvency and financial position will be prepared in accordance with the legal provi-
sions and disclosed publicly for the first time.
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FINANCIAL RESULTS

In 20186, Triglav Re, d.d. generated the net profit amounting to EUR 6,509,356 which primarily results from the
favourable claims developments on the global scale and still rather high return on the investments.

7.1 Reinsurance premiums

In 2016, the gross reinsurance premium amounted to EUR 117,417,689 and in comparison with 2015, it in-

creased by 0.5 percent.

Reinsurance premium in 2016 and 2015

in EUR
YEAR 2016 YEAR 2015 INDEX PLAN 2016 INDEX TO PLAN
GROSS PREMIUM TOTAL 117,417,689 116,839,911 100.5 110,127,001 106.6
NET PREMIUM TOTAL 69,458,954 68,611,778 101.2 62,531,890 111

Breakdown of gross reinsurance premium by territories

Carribean and Central America 0.7%

Western Europe 7.5% : | _ Central and West Asia 6.7%

East Asia 9.8%
South Africa 0.5%
Eastern Europe 5.6%

/
__—South and South-East Asia 1.8%
— Northern Europe 4.1%

Southern Europe 63.4% /

Compared to the previous year, the net premium volume increased by 1.2 percent as a consequence of the

reduction in outward reinsurance operations in 2016.



Structure of gross reinsurance premium in 2016 Structure of net reinsurance premium in 2016

Other Liability Other Reinsurance 4.1% Other Liability Other Reinsurance 2.8%
Reinsurance 6.0% | Reinsurance 6.1%
Motor Reinsurance 17.1%

\‘ |

_—Marine and Aviation
Reinsurance 6.0%

otor Reinsurance 19.7%

_Marine and Aviation

Reinsurance 7.4%

/

Property Reinsurance 66.9% Property Reinsurance 64%

The largest portion in the structure of gross reinsurance premium is represented by the property reinsurance
which increased by 1.1 percentage points in 2016 compared to 2015; the share of marine and aviation rein-
surance also increased by 0.3 percentage points. On the other hand, the portion of other liability reinsurance
decreased by 1.1 percentage point and the motor reinsurance by 0.2 percentage points. The shares of other
lines of business remained at approximately the same level as in 2015.

In the net reinsurance premium structure, the share of property reinsurance increased by 2.2 percentage points
and of the marine and aviation reinsurance by 0.1 percentage points. The share of motor reinsurance also
increased by 0.1 percentage points, while of the other liability reinsurance decreased by 2.3 percentage points
and of the other reinsurance lines by 0.1 percentage points.

Net reinsurance premium income (calculated from the gross reinsurance premiums reduced by the reinsurers’
share and adjusted by the change in gross unearned premium, corrected for the reinsurers’ share in unearned
premium) amounted to EUR 69,631,106 in 2016 and it increased by 4.3 percent compared to 2015.

7.2 Reinsurance claims

In comparison with the preceding year, the gross claims decreased by 4.8 percent and amounted to EUR
54,273,094. However, they were 11.7 percent higher than planned. The higher volume of the settled claims as
planned for the Triglav Group was caused by a higher share of the paid claims in the fourth quarter of 2016.
According to the plan for 2016, the Company split the annual volume of settled claims by the quarters taking
into account the average of quarterly amounts over the last two years. Considering the operations outside the
Group, the claims were higher than planned in line with the premium growth in this segment.

The net claims were 10.1 percent higher than planned.



Settled claims in 2016 compared to 2015

in EUR
YEAR 2016 YEAR 2015 INDEX PLAN 2016 INDEX TO PLAN
GROSS CLAIMS TOTAL 54,273,094 56,982,465 95.2 48,603,997 1117
NET CLAIMS TOTAL 41,009,776 42,063,596 97.5 37,231,501 110.1
Structure of gross reinsurance claims in 2016 Structure of net reinsurance claims in 2016
Other Liability Other Reinsurance 2.4% Other Liability Other Reinsurance 1.6%
Reinsurance 5.4% Reinsurance 6. 8%
Motor Reinsurance 16.4% Motor Reinsurance 18.5%

/ ‘
Marine and Aviation
/Reinsurance 6.7% / Marine and Aviation

Reinsurance 7.6%

/ /

Property Reinsurance 69.1% Property Reinsurance 65.5%

In 2016, the majority of gross claims occurred in the property and motor reinsurance. Compared to 2015, the
highest increase in gross claims, i.e. by 8.2 percentage points, was recorded in property reinsurance, while the
share of gross claims in motor reinsurance fell by 6.3 percentage points.

The net claims structure is similar since the majority of net claims is also related to the property reinsurance
(65.5 percent) and 18.5 percent to the motor reinsurance.

In 2016, the net claims incurred (gross claims incurred, reduced by a reinsured share and adjusted by the

change in gross claims provisions corrected for the reinsurers’ share in these provisions) amounted to EUR
46,730,943 and were 0.8 percent higher compared to 2015.

7.3 Gross loss ratio

The gross loss ratio representing the ratio of gross claims paid and gross premiums written, decreased by 2.6
percentage point in 2016, mainly due to the lower amount of claims paid in 2016 compared to 2015.



Gross loss ratio

in EUR
0 20% 40% 60% 80% 100%
2015
2016 46%
0 20,00.0,000 40,00b,000 60,00.0,000 80,00b,000 100,060,000 120,000,000

B GROSS REINSURANCE PREMIUM I GROSS CLAIMS PAID GROSS LOSS RATIO

7.4 Commission income and expenses

The commission income in 2016 amounted to EUR 9,122,036 and compared to the previous year decreased by
EUR 851,000 or by 8.5 percent. On the other hand, the commission expenses amounting to EUR 25,961,312
increased by 12.5 percent in 2016, so that the net commission expenses in 2016 amounted to EUR 16,839,276.

7.5 Financial income and expenses

As at 31 December 2016, the financial investments amounted to EUR 170,119,415 and in comparison with the
previous year increased by 6.4 percent or by EUR 10,195,034.

Structure of financial investments

in EUR
"STRUCTURE "STRUCTURE

31.12.2016 2016" 31.12. 2015 2015" INDEX
Sharef and other variable yield 1173181 19% 2041710 1% 575
securities
Debt and other fixed yield securities 154,063,393 91% 149,523,152 93% 103.0
Shares in investment funds 7,392,486 4% 159 0% 4.649.362
Bank deposits 2,308,548 1% 4,422,529 3% 52.2
Financial derivatives 0 0% 0 0% /
Other financial investments 10,000 0% 10,000 0% 100.0
Rglnsurers investments from 5.171,806 39 3,926,832 29 1317
reinsurance contracts
TOTAL FINANCIAL INVESTMENTS 170,119,415 100% 159,924,381 100% 106.4

The Company reported the following investment structure by maturity as at 31 December 20186:
. long-term financial investments amounting to EUR 158,223,386;
. short-term financial investments amounting to EUR 2,308,548;



. financial investments in the Triglav Group companies amounting to EUR 4,415,675;
. retained premiums at Cedants, earned from the reinsurance contracts amounting to
EUR 5,171,806.

The largest part of investments is represented by the debt securities, followed by the deposits with investment
funds. The portion of shares and other financial investments represent the lowest amount in the investment
structure.

The structure of individual types of investments, except for the part in investment funds, remains similar to that
of the previous year. The share of deposits in investment funds increased by 4.3 percent, the share of financial
investments from reinsurance contracts by 0.6 percentage points; while the share of debt securities decreased
by 2.9 percentage points and the share of deposits with banks by 1.4 percentage points. A decrease of 0.6
percentage points was recorded in the shares.

In 20186, the book value return of the entire investment portfolio amounted to 3.6 percent, while in 2015 to 5.4
percent.

Investment income, investment expenses and return on investments

in EUR
2015 8,225,975
2016 5,849,315
0 2,000,000 4,000,000 6,000,000 8,000,000 10,000,000 12,000,000 14,000,000

B INVESTMENT EXPENSES RETURN ON INVESTMENTS | B NVESTMENT INCOME

The financial income in 2016 amounted to EUR 8,113,434, while financial expenses to EUR 2,264,120. The
total return amounted to EUR 5,849,315 which is by 28.9 percent less than in the previous year.

As in 2015, the Company's investment policy 2016 was based on the principles of security, liquidity, diversifica-
tion and profitability. In 2017, the Company will continue to monitor the global and domestic financial situation
and invest its funds according to the adopted investment strategy.

7.6 Operating expenses
The gross operating expenses in 2016 increased by 3.9 percent compared to the previous year.

The asset management expenses for 2016 amounted to EUR 254,690 (in 2015 to EUR 248,427) and are
recognized in the income statement under “financial expenses”.



Breakdown of operating expenses

in EUR
YEAR 2016 YEAR 2015 INDEX
Depreciation of operating assets 83,381 64,196 129.9
Labour costs 2,617,682 2,534,775 103.3
Costs of services provided by individuals not
engaged in business activity, including contributions i D el
Other operating expenses 771,528 763,215 101.1
TOTAL OPERATING EXPENSES 3,496,862 3,366,218 103.9
7.7 Financial result indicators
Indicators of the financial results
YEAR 2016 YEAR 2015
Retention rate 59.2% 58.7%
Share of gross premium written outside the Group to 11.3% 38.4%
gross premium total
Share of net operating expenses to gross premium 3.0% 2.9%
Loss ratio 67.3% 69.0%
Expense ratio 29.4% 24.6%
Combined ratio 96.7% 93.6%
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31.12. 2016

31.12.2015

31.12. 2016

FINANCIAL POSITION

As at 31 December 2016, the Company’s balance sheet total amounted to EUR 266,335,614 and increased by
2.2 percent compared to 31 December 2015.

8.1 Financial assets

As at 31 December 20186, the financial assets, which constitute 82.6 percent of the total assets, increased by
6.7 percent compared to 31 December 2015, while the receivables which constitute 17.2 percent of the total
assets decreased by 15.2 percent. Other assets representing 0.2 percent of the total assets also increased in
2016.

Structure of financial assets
in EUR

54,020,554 450,099

45,816,755 f| 510,269

|

0 30,000,000 60,000,000 90,000,000 120,000,000 150,000,000 180,000,000 210,000,000 240,000,000 270,000,000 300,000,000

M INVESTMENTS RECEIVABLES M OTHER

8.2 Financial liabilities

The gross insurance technical provisions, reaching as much as 56.8 percent, represent the largest amount
of liabilities. As at 31 December 20186, the total equity of the Company amounted to EUR 82,009,270 and in-
creased by 8.5 percent in comparison to 31 December 2015. The substantial portion of liabilities (12.0 percent)
is represented by other liabilities which amounted to EUR 32,066,228 at 31 December 2016 and are mainly
related to the liabilities from the reinsurance operations.

Structure of liabilities

in EUR
141,588,235 LRINITA | 1,042,282
151,173,519 32,066,228 1,086,597
0 30,000,000 60,000,000 90,000,000 120,000,000 150,000,000 180,000,000 210,000,000 240,000,000 270,000,000

W EQUITY GROSS TECHNICAL PROVISIONS B OTHER LIABILITIES ~ B OTHER



8.3 Financial position indicators

YEAR 2016 YEAR 2015
Share of capital in total liabilities 30.8% 29.0%
Return on equity 8.3% 14.1%
Share of gross technical provisions in total liabilities 56.8% 54.3%
Share of financial assets in total assets 63.9% 61.4%
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SIGNIFICANT EVENTS AFTER
THE END OF ACCOUNTING
PERIOD AND TRANSPARENCY
OF FINANCIAL RELATIONS

9.1 Significant events after the end of accounting period

There were no significant events that could affect the Company’s position after the end of the accounting
period.

9.2 Transparency of financial relations

According to the Act on transparency of financial relations and separate accounts for various activities, the
Company is listed in the public companies group and public credit institutions.

In 2016, the Company did not receive any public funds set in the said Act.
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FINANCIAL STATEMENTS AND
EXPLANATORY NOTES

The financial statements of Triglav Re, d.d. are prepared in accordance with the International Financial Report-
ing Standards (IFRS) as adopted by the European Union, and the accounting notes adopted by the Interna-
tional Financial Reporting Interpretations Committee (IFRIC) as adopted by the European Union. The financial
statements are also prepared in accordance with the provisions of the Companies Act.

At the balance sheet date, taking into account the standards-approving process in the European Union, there
is no difference in accounting policies and explanatory notes between the IFRS applied by the Company and
IFRS adopted by the European Union.

The accounting policies used in the preparation of the Company'’s financial statements are the same as in
the preparation of the financial statements for the year ended 31 December 2015. The only exception is rep-
resented by the newly adopted or amended standards and interpretations which are effective for the annual
periods beginning on or after 1 January 2016. All accounting policies and explanatory notes of Triglav Re, d.d.
are listed in the Annual Report, Chapter 15.

The full Annual Report of Triglav Re, d.d. for 2016 is published on the Company’s website
http://www.triglavre.si/arhiv-dokumentov in the Slovene language.

The Summary of the Annual Report for 2016 contains the selected information from the above-mentioned an-
nual report.



10.1 Statement of financial position

in EUR

31 December 2016 31 December 2015
ASSETS 266,335,614 260,568,740
Intangible assets 92,137 26,649
Property, plant & equipment 202,894 239,210
Financial investments in Group's companies 4,415,675 2,225,125
Financial investments in other companies 165,703,740 157,699,257
- loans and deposits 7,490,354 8,359,361
- available for sale 158,213,386 149,339,896
- recognized at fair value 0 0
Technical provisions ceded to Reinsurers 49,889,176 46,173,706
Receivables 45,816,755 54,020,554
- receivables from reinsurance and co-insurance operations 45,261,758 54,014,893
- current tax receivables 550,095 0
- other receivables 4,902 5,661
Other assets 67,461 77,020
Cash and cash equivalents 147,777 107,220
EQUITY AND LIABILITIES 266,335,614 260,568,740
Equity 82,009,270 75,557,215
- share capital 4,950,000 4,950,000
- share premium 1,146,704 1,146,704
- reserves from profit 1,139,723 3,116,733
- revaluation surplus 7,491,076 7,548,376
- retained earnings 60,772,412 48,848,681
- net profit for the year 6,509,356 9,946,721
Insurance technical provisions 151,173,519 141,588,235
- unearned premiums 23,725,953 23,489,335
- provisions for outstanding claims 127,012,115 117,984,249
- other insurance technical provisions 435,451 114,651
Other provisions 186,152 178,089
Deferred tax liabilies 1,379,049 1,203,099
Operating liabilities 30,687,180 41,177,909
- liabilities from reinsurance and co-insurance operations 30,687,180 40,510,652
- current tax liabilities 0 667,256
Other liabilities 900,445 864,194




10.2 Income statement

in EUR

YEAR 2016 YEAR 2015
NET PREMIUMS EARNED 69,631,106 66,737,038
- gross reinsurance premiums written 117,417,689 116,839,911
- premiums written ceded for retrocession 47,958,735 48,228,133
- change in unearned premiums 172,152 -1,874,740
TOTAL INCOME FROM FINANCIAL ASSETS 8,113,434 13,172,200
- income from financial assets in related companies 126,817 101,782
- income from financial assets in other companies 7,986,617 13,070,418
OTHER REINSURANCE INCOME 9,122,036 9,973,032
- commission income 9,122,036 9,973,032
OTHER INCOME 254 3,658
NET CLAIMS INCURRED -46,730,943 -46,343,082
- gross claims paid -54,273,094 -56,982,465
- retrocessionaires' share of claims paid 13,263,318 14,918,868
- change in provisions for outstanding claims -5,721,167 -4,279,486
CHANGE IN OTHER INSURANCE TECHNICAL PROVISIONS -140,269 298,870
CHANGE IN LIABILITIES FROM FINANCIAL CONTRACTS 0 0
EXPENSES FOR BONUSES AND REBATES -180,531 3,253
OPERATING EXPENSES -3,242,172 -3,117,791
- insurance acquisition costs -1,344,214 -1,278,153
- other operating expenses -1,897,958 -1,839,638
EXPENSES FROM FINANCIAL ASSETS AND LIABILITIES -2,264,120 4,946,225
- Expenses from financial assests in related companies -290,231 -273,944
- Expenses from financial assests in other companies -1,973,888 4,672,281
: r::r;z;:n;?:ftitogrfllr;220|al assets other than recognized at fair value 11 129
- losses on disposal of investments -197,022 -732,759
- expenses from chainge in fair value 0 0
- other financial expenses -1,775,755 -3,939,393
OTHER REINSURANCE EXPENSES -26,151,401 -23,258,394
- commission expenses -25,961,312 -23,080,119
- other expenses -190,089 -178,275
OTHER EXPENSES -370,234 -350,693
PROFIT BEFORE TAX 7,787,163 12,171,865
TAX EXPENSES -1,277,807 -2,063,789
NET PROFIT FOR THE PERIOD 6,509,356 10,108,076
Basic net earnings per share 434 Euros/share 674 Euros/share
Diluted net earnings per share 434 Euros/share 674 Euros/share




10.3 Statement of comprehensive income

in EUR

YEAR 2016 YEAR 2015
Net profit for the year after tax 6,509,356 10,108,076
Other comprehensive income after tax -57,301 -2,721,165
a) It.ems which will not be transferred to profit or loss in future 0 0
periods
I;Lrl::cr?ss which could be transferred to profit or loss in future 57,301 2,721,165
Net gains/losses on revaluation of available-for-sale financial assets 153,812 -3,278,5612
- gains/losses recognized in revaluation surplus 2,487,075 40
- transfer of gains/losses from revaluation surplus to profit or loss -2,333,262 -3,837,764
Tax on other comprehensive income -211,113 557,347
Comprehensive income for the year after tax 6,452,055 7,386,911
Basic net earnings per share 434 Euros/share 674 Euros/share
Diluted net earnings per share 434 Euros/share 674 Euros/share




10.4 Cash flow statement

in EUR
YEAR 2016 YEAR 2015

OPERATING CASH FLOW

Income statement items 5,424,447 8,175,803
Net written premium for the period 69,458,954 68,611,778
Investment income (excluding financial income) arising from: 1,193,963 1,682,996
- insurance technical provisions 1,193,963 1,682,996
- other sources 0 0
Other operating income (excluding revaluation and provisions reductions) and financial income from operating 954 3658
receivables '

Net claims paid -41,009,776 -42,063,596
Bonuses and rebates paid

Net operating expenses excluding amortization costs and accrued insurance acquisition expenses -20,562,474 -16,688,906
Investment expenses (excluding amortization costs and financial expenses) financed from: -1,629,630 -1,868,968
- technical sources -1,613,584 -1,854,726
- other sources -16,046 -14,242
Other operating expenses excluding amortization costs (except for revaluation and without increasing provisions) -163,779 -135,980
Income tax and other taxes excluded from operating expenses -1,863,065 -1,365,178
Changes in net current assets - operating balance sheet items -1,764,703 -852,020
- movements in receivables from direct insurance operations

- movements in receivables from reinsurance operations 8,753,135 1,190,364
- movements in other receivables from (re)insurance operations 758 -1,956

- movements in other receivables and assets 0 0

- movements in deferred tax assets 0 0

- movements in inventories 0 0

- movements in debts from direct insurance operations 0 0

- movements in debts from reinsurance operations -9,823,473 -2,126,997
- movements in other operating debts -695,123 86,568

- movements in other liabilities (excluding unearned premiums)

- movements in deferred tax liabilities 0 0
Total cash flow from operating activities 3,659,744 7,323,783
CASH FLOWS FROM INVESTING ACTIVITIES

Cash inflows from investing activities 98,547,150 155,020,658
Cash inflows from interest from investing activities: 4,334,959 4,315,304
- investments financed by insurance technical provisions 4,172,498 4,298,672
- other investments 162,461 16,631
Cash inflows from dividends received and profit sharing, arising from: 48,213 47,324

- investments financed by insurance technical provisions 45,736 47,324

- other investments 2,477 0
Cash inflows from the disposal of intangible assets financed by: 0 0

- insurance technical provisions 0 0

- other sources 0 0
Cash inflows from the disposal of property, plant and equipment financed by: 0 9,930

- insurance technical provisions

- other sources 0 9,930
Cash inflows from the disposal of non-current investments financed by: 58,323,817 67,331,003
- insurance technical provisions 58,323,817 64,906,038
- other sources 0 2,424,965
Cash inflows from the disposal of current investments financed by: 35,840,161 83,317,097
- insurance technical provisions 35,549,247 80,915,600
- other sources 290,914 2,401,497
Cash inflows from the disposal of investments in subsidiaries and associates financed by: 0 0

- insurance technical provisions 0 0

- other sources 0 0
Total cash flow from investing activities -102,166,337 -162,242,037
Cash outflows for the purchase of intangible assets -73,239 -14,929
Cash outflows for the purchase of property, plant and equipment financed by:: -35,657 -144,678

- insurance technical provisions 0 -144,678

- other sources -35,657 0
Cash outflows for the purchase of non-current investments financed by: -64,927,848 -80,124,233
- insurance technical provisions -63,896,580 78,542,713
- other sources -1,031,268 -1,581,520
Cash outflows for the purchase of current investments financed by: -34,878,511 -81,958,197
- insurance technical provisions -33,348,346 79,311,921
- other sources -1,530,165 -2,646,276
Cash outflows for the purchase of investments in subsidiaries and associates financed by: -2,251,082 0

- insurance technical provisions -2,251,082 0

- other sources 0 0
Total cash flow from investing activities -3,619,187 -7,221,379
CASH FLOWS FROM FINANCING ACTIVITIES

Cash inflows from financing activities 0 0
Cash inflows from paid-in capital 0 0
Cash outflows from financing activities 0 0
Cash outflows from dividends paid and profit sharing 0 0
Total cash flow from financing activities 0 0
Closing balance of cash and cash equivalents 147,777 107,220
x) Net cash flow for the period 40,557 102,404
y) Opening balance of cash and cash equivalents 107,220 4,816
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