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Financial Condition Report
For the years ended December 31, 2019 and 2018

Expressed in thousands of U.S. dollars, except share amounts

SUMMARY

Validus Reinsurance, Ltd. (the “Insurer” or “Validus Re”) was incorporated under the laws of Bermuda on
October 19, 2005. The Insurer is 100% owned by Validus Holdings, Ltd. (the “parent company” or “Validus
Holdings”) which was also incorporated under the laws of Bermuda on October 19, 2005. Validus Re is
registered as a Class 4 insurer under The Insurance Act 1978 of Bermuda, amendments thereto and the
Insurance Account Rules 2016 (the “Legislation”). The Insurer primarily offers treaty reinsurance coverage
on a global basis in the Property and Specialty lines markets.

This Financial Condition Report (“FCR”) is based on the Insurance (Public Disclosure) Rules 2015, which
came into effect on January 1, 2016. These rules specify the requirement for commercial insurers to
prepare an FCR and requires that it be made publicly available on the Insurer's website. This report
provides a discussion on the Insurer’s business and performance (section 2), governance structure (section
3), risk profile (section 4), solvency valuation (section 5), capital management (section 6) and significant
event (section 7).

This report is primarily based on the Insurer’s Economic Balance Sheets (“EBS”) as at December 31, 2019.
In addition, certain sections include information based on the Insurer’s consolidated financial statements as
at December 31, 2019, which have been prepared in accordance with the accounting principles generally
accepted in the United States (U.S. GAAP) and include the accounts of the Insurer and its subsidiaries.
Amounts presented in this report are expressed in thousands of U.S. dollars, except share amounts.

BUSINESS AND PERFORMANCE

a. Name of the insurer
Validus Reinsurance, Ltd.
b. Name and contact details of the insurance supervisor

Bermuda Monetary Authority (“BMA”)
BMA House

43 Victoria Street

Hamilton, Bermuda

Telephone: (441) 295-5278

Fax: (441)292-7471

c. Name and contact details of the approved auditor

PricewaterhouseCoopers Ltd.
Washington House

16 Church Street

Hamilton HM11, Bermuda
Telephone: (441) 295-2000
Fax: (441) 295-1242
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BUSINESS AND PERFORMANCE (continued)

d. A description of the ownership details including proportion of ownership interest

As noted in Section 1 above, Validus Re is 100% owned by Validus Holdings and was incorporated on
October 19, 2005.

On September 4, 2009, pursuant to an Amalgamation Agreement, Validus Holdings acquired all of IPC
Holdings Ltd. (“IPC”) outstanding common shares in exchange for 0.9727 common shares of Validus
Holdings and $7.50 cash per IPC’s common share. IPC’s operations were focused on short-tail lines of
reinsurance. The primary lines in which IPC conducted business were property catastrophe reinsurance
and, to a limited extent, property-per-risk excess, aviation (including satellite) and other short-tail
reinsurance on a worldwide basis. The acquisition of IPC was undertaken to gain a strategic advantage
in the reinsurance market and increase the parent company’s capital base. The investment in IPC was
transferred to the Insurer by Validus Holdings in September 2009 as $1,325,398 of additional paid-in
capital.

On November 30, 2012, pursuant to a merger agreement, Validus Holdings acquired all of the
outstanding common shares of Flagstone Reinsurance Holdings, S.A. (“Flagstone”) in exchange for
0.1935 common shares of Validus Holdings and $2.00 cash per Flagstone common share. The
investment in Flagstone was transferred to the Insurer by Validus Holdings on November 30, 2012 as
$720,123 of additional paid-in capital, strengthening the Insurer's leading property catastrophe
reinsurance and short-tail specialty insurance platform.

On April 25, 2013, the Insurer acquired Validus Re Americas, Ltd. (formerly Longhorn Re, Ltd.), a single
contract, Bermuda-domiciled crop reinsurer, for cash equal to its tangible net assets.

On October 9, 2013, the Insurer completed the sale of its wholly-owned Cyprus-domiciled subsidiary,
Flagstone Alliance Insurance and Reinsurance plc. for net cash proceeds of $21,400.

On October 2, 2014, the Insurer acquired all of the outstanding shares of Western World Insurance
Group, Inc. (“Western World”), a U.S.-based specialty excess and surplus lines insurance company,
for an aggregate purchase price of $692,305 in cash. The Western World acquisition was undertaken
to enhance the Insurer’s access to the specialty U.S. commercial insurance market. Additional factors
that added to the value of Western World included its State Licenses, Brand Name, Distribution Network
and Technology.

On May 1, 2017, the Insurer, through its wholly-owned subsidiary Western World, acquired all of the
outstanding capital stock of Crop Risk Services, Inc. (“CRS”), a primary crop insurance managing
general agent (“MGA”"), for an aggregate purchase price of $185,576 in cash. The CRS acquisition was
undertaken to expand the Insurer’s presence in U.S. primary specialty lines.

On June 15, 2018, the Bermuda Monetary Authority (“BMA”) approved the merger of IPC Re Limited
(“IPCRe”) with the Insurer, with the Insurer being the surviving entity, in accordance with the provisions
of Section 108 of the Companies Act, 1981.
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BUSINESS AND PERFORMANCE (continued)

d. A description of the ownership details including proportion of ownership interest

(continued)

On July 18, 2018, Validus Holdings completed its previously announced definitive agreement and plan
of merger (the “Merger Agreement”) with American International Group, Inc. (“AlG”) in accordance with
Section 105 of the Bermuda Companies Act 1981. Pursuant to the Merger Agreement, Validus
Holdings merged with an existing AIG subsidiary, with Validus Holdings continuing as the surviving
corporation and as a wholly-owned subsidiary of AlG.

On September 1, 2018, in order to align Validus Re’s U.S. entities (i.e. Validus Specialty, Inc. and all of
its subsidiaries including Western World and CRS (“Validus Specialty Group” or “Validus Specialty”))
under AIG’s U.S. consolidated tax group, the Insurer sold its interest in Validus Specialty Group to AIG
Property Casualty Inc. in exchange for a note receivable from AIG International Holdings GmbH.

Group structure chart for the Insurer
Please see Exhibit A for a complete listing of the Insurer’s subsidiaries as at December 31, 2019. The
Insurer is a wholly-owned subsidiary of Validus Holdings, Ltd. The Insurer’s ultimate parent company

is AlG.

Insurance business written by business segment and by geographical region during
the reporting period

The Insurer has only one business segment. The following table sets forth the gross premiums written
allocated to the territory coverage exposure for the years ended December 31, 2019 and 2018:

2019 2018
$ % $ %
Worldwide excluding United States (@ 240,699 8.6 233,453 10.7
Australia and New Zealand 20,510 0.7 18,332 0.8
Europe 113,066 4.0 65,394 3.0
Latin America and Caribbean 93,499 3.3 92,816 4.2
Japan 73,574 2.6 64,689 3.0
Canada 16,366 0.6 12,314 0.6
Rest of the world ®) 106,724 3.8 113,199 5.2
Sub-total, non-United States 664,438 23.6 600,197 27.5
United States 504,700 18.0 428,074 19.6
Worldwide including United States 741,143 26.4 490,692 22.5
Other locations non-specific (©) 896,708 32.0 662,773 30.4
Total 2,806,989 100.0 2,181,736 100.0

@  Represents risks in two or more geographic zones.
®)  Represents risks in one geographic zone

€} The other locations non-specific category refers to business for which an analysis of exposure by
geographic zone is not applicable since these exposures can span multiple geographic areas and,
in some instances, are not fixed locations.
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2. BUSINESS AND PERFORMANCE (continued)

g. Performance of investments, by asset class and details of material income and
expenses incurred during the reporting period

Performance of investments

As at December 31, 2019 and 2018, the fair values of the investment portfolio of the Insurer are as

follows:
2019 2018
Amortized Fair Amortized Fair
Cost or Cost Value Cost or Cost Value
$ $ $ $

U.S. government and

government agency 283,358 286,962 359,016 358,018
Non-U.S. government and

government agency 120,228 121,954 83,599 83,183
U.S. states, municipalities and

political subdivisions 84,503 85,723 59,743 59,220
Agency residential mortgage-

backed securities 507,259 514,153 425,339 416,801
Non-agency residential

mortgage-backed securities 133,393 134,450 25,902 25,415
U.S. corporate 776,433 793,700 754,395 741,515
Non-U.S. corporate 182,066 186,360 165,877 163,664
Bank loans 5,056 4,652 5,109 5,083
Asset-backed securities 426,462 427,225 385,997 382,056
Commercial mortgage-backed

securities 235,441 236,635 199,614 195,968
Total fixed maturities 2,754,199 2,791,814 2,464,591 2,430,923
Short-term investments 62,794 62,794 94,624 94,624
Other investments
Hedge funds 3,549 11,492 6,672 15,123
Private equity investments 124,777 221,200 111,270 187,588
Fixed income investment funds 48,725 49,706 149,344 149,344
Total other investments 177,051 282,398 267,286 352,055
Total investments 2,994,044 3,137,006 2,826,501 2,877,602
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BUSINESS AND PERFORMANCE (continued)

g. Performance of investments, by asset class and details of material income and

expenses incurred during the reporting period (continued)

Performance of investments (continued)

A significant portion of reinsurance contracts written by the Insurer provide short-tail reinsurance
coverage for losses resulting mainly from natural and man-made catastrophes, which could result in
payment of a substantial amount of losses at short notice. Accordingly, the Insurer's investment
portfolio is primarily structured to provide liquidity, which means the investment portfolio contains a
significant amount of relatively short-term fixed maturity investments. As such, the Insurer structures
its managed cash and investment portfolio to support policyholder reserves and contingent risk
exposures with a liquid portfolio of high quality fixed-income investments with a comparable duration
profile.

The Insurer’'s Investment Guidelines (“IG”) requires investments to have an average duration in the
range of 0.75 years to 3.25 years. At December 31, 2019, the average duration of the Insurer’s
investment portfolio was 2.29 years (2018: 2.57 years). This duration is reviewed regularly based on
changes in the duration of the Insurer’s liabilities and general market conditions.

During the years ended December 31, 2019 and 2018, net investment income was derived from the
following sources:

2019 2018
$ $
Fixed maturities and short-term investments 115,082 137,041
Cash and cash equivalents 10,359 4,938
Other investments 4,046 13,116
Dividends from equities - 622
Securities lending income - 10
Total gross investment income 129,487 155,727
Investment expenses (2,934) (6,050)
Total net investment income 126,553 149,677
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2. BUSINESS AND PERFORMANCE (continued)

g. Performance of investments, by asset class and details of material income and
expenses incurred during the reporting period (continued)

Details of material income and expenses for the years ended December 31, 2019 and 2018

The following table provides summaries of the Insurer’s material income and expenses line items for
the years ended December 31, 2019 and 2018:

2019 2018
$ $
Revenues
Gross premiums written 2,806,989 2,181,736
Net premiums earned 1,881,871 1,678,523
Net investment income 126,553 149,677
Expenses
Losses and loss expenses
Current period 1,276,172 1,437,845
Prior years (122,145) (159,869)
Total losses and loss expenses 1,154,027 1,277,976
Policy acquisition costs 531,679 536,907
General and administrative expenses 118,334 129,806

Highlights for the Insurer for the years ended December 31, 2019 and 2018 were as follows:

Gross premiums written for the year ended December 31, 2019 amounted to $2,806,989 (2018:
$2,181,736). The Insurer underwrites a significant amount of its reinsurance business through three
brokers: Marsh & McLennan Companies, Inc. (2019: 32.3%; 2018: 32.9%), Aon Benfield Group
Ltd. (2019: 26.9%; 2018: 19.0%) and Willis Towers Watson Plc (2019: 13.4%; 2018: 16.8%).

Net premiums earned for the year ended December 31, 2019 amounted to $1,881,871 (2018:
$1,678,523).

Reinsurance contracts can be written on a risks attaching or losses occurring basis. Under risks
attaching reinsurance contracts, all claims from cedants’ underlying policies incepting and attaching
during the reinsurance contract period are covered, even if they occur after the expiration date of the
reinsurance contract and before the expiration date of the attaching policy. In contrast, losses
occurring reinsurance contracts cover all claims occurring during the coverage period of the contract,
regardless of the inception dates of the underlying policies. Any claims occurring after the expiration
of the losses occurring contract are not covered.

Reinsurance premiums written are recorded at the inception of the policy. Premiums are estimated
based on information received from brokers, ceding companies and reinsureds, and any subsequent
differences arising on such estimates are recorded in the periods in which they are determined.
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2. BUSINESS AND PERFORMANCE (continued)

g. Performance of investments, by asset class and details of material income and
expenses incurred during the reporting period (continued)

Details of material income and expenses for the years ended December 31, 2019 and 2018 (continued)

Premiums written are earned on a pro-rated basis over the term of the related policy or contract. For
losses occurring reinsurance contracts, the earnings period is generally the same as the term of the
related contract or policy. For reinsurance contracts written on a risks attaching basis, the earnings
period is based on the terms of the underlying contracts and policies and is generally assumed to be
24 months. The portion of the premiums written applicable to the unexpired terms of the underlying
contracts and policies in force is recorded as unearned premiums.

Losses and loss expenses for the year ended December 31, 2019 was $1,154,027 (2018:
$1,277,976), a loss ratio of 61.3% (2018: 76.1%). Incurred losses and loss expenses is comprised of
gross losses and loss expenses of $1,489,467 (2018: $2,071,641) and reinsurance recoveries of
$335,440 (2018: $793,665).

Event/Non-Event losses
Details of the Insurer’s losses and loss expenses for the years ended December 31, 2019 and 2018
were as follows:

2019 2018
$ $

Event
Current period 339,557 539,380
Prior years (131,202) (131,620)
Sub-total 208,355 407,760
Non-Event
Current period 936,615 898,465
Prior years 9,057 (28,249)
Sub-total 945,672 870,216
Total losses and loss expenses 1,154,027 1,277,976

Attritional losses for the year ended December 31, 2019 were $936,615 (2018: $898,465), or 49.8
percentage points (2018: 53.5 percentage points) of the current year loss ratio.
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3.

BUSINESS AND PERFORMANCE (continued)

g. Performance of investments, by asset class and details of material income and

expenses incurred during the reporting period (continued)

Details of material income and expenses for the years ended December 31, 2019 and 2018 (continued)

Policy acquisition costs are costs that vary with, and are directly related to, the successful production
of new and renewal business, and consist principally of commissions and brokerage expenses. These
costs are deferred and amortized over the period in which the related premiums are earned. Acquisition
costs are shown net of commissions earned on reinsurance ceded. However, if the sum of a contract’s
expected losses and loss expenses and deferred acquisition costs exceeds related unearned
premiums, a premium deficiency is determined to exist. In this event, deferred acquisition costs are
immediately expensed to the extent necessary to eliminate the premium deficiency. If the premium
deficiency exceeds deferred acquisition costs then a liability is accrued for the excess deficiency. There
were no significant premium deficiency adjustments recognized during the years ended December 31,
2019 and 2018. Policy acquisition costs also include profit commissions, which are recognized on a
basis consistent with our estimate of losses and loss expenses. Policy acquisition cost ratio for the
year ended December 31, 2019 was 28.3% (2018: 32.0%).

General and administrative expenses for the year ended December 31, 2019 was $118,334 (2018:
$129,806). General and administrative expenses include staff costs, office and infrastructure related
expenses, business expenses and management fees.

. Any other information

None.

GOVERNANCE STRUCTURE

a. Board and senior management

Board of Directors

The directors of the Insurer oversee the management of the Insurer’s business and affairs and are
responsible for the corporate governance framework. The directors are elected annually at the Insurer’s
annual general meeting and as at December 31, 2019, consisted of the following persons, each of
whom is either a senior executive of the Insurer or of AIG:

Patrick Boisvert;
Jeffrey Clements;
Catherine Duffy; and
Christopher Schaper.
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3. GOVERNANCE STRUCTURE (continued)

a. Board and senior management (continued)

Executive Officers

The Insurer's executive officers are responsible for the development and execution of the Insurer’s
internal controls, budgets, strategic plans and objectives. As at December 31, 2019, the executive
officers consisted of the following persons:

O O 0O 0O 00O OO0 OO O0O OoOOo

Patrick Boisvert;
Jeffrey Clements;
Kevin Downs;
Brant Kizer;
Stephen Bardill;
Marc Haushofer;
Paul Manders;

J. Patrick Reardon;
Christopher L. Silvester;
Jesse DeCouto;
Angeline Ang; and
Lorraine Dean.

Description of remuneration policy and practices and performance-based criteria governing
the board, and its senior executives and employees

Compensation

Board of Directors
The Directors of the Insurer do not receive any compensation for their services as Directors.

Executive Officers

The Insurer's compensation program is designed to motivate executives to maximize the creation
of shareholder value, therefore aligning, as much as possible, the Insurer's named executive
officers’ rewards with shareholder’s interests. The compensation program is composed of three
principal components:

o Salary and benefits;

o Annual incentive compensation (annual incentive award); and

o Long-term incentive compensation typically in the form of time vested and/or performance-
based restricted shares.

The Insurer's compensation plans are intended to offer opportunities that are competitive with its peer
group and consistent with the Insurer’s relative performance over time. In addition, the Insurer
wants its rewards to accommodate the risk and cyclicality of its business. At the time the Insurer
negotiated its employment agreements with the executive officers, it undertook to implement a
performance based compensation strategy. To that end, the compensation package includes a
fixed component consisting of salary and benefits and two variable components consisting of annual
incentive compensation and long- term incentive compensation. To better implement this strategy,
a greater emphasis is placed on the variable elements that relate to performance and less of an
emphasis is placed on the fixed elements of compensation that do not.

VALIDUS RE
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3. GOVERNANCE STRUCTURE (continued)

a. Board and senior management (continued)

Description of remuneration policy and practices and performance-based criteria governing
the board, and its senior executives and employees (continued)

Employees
The Insurer's compensation package includes a fixed component consisting of salary and

benefits and two variable components consisting of annual incentive compensation and long-term
incentive compensation, which vary in accordance with the performance of both the Insurer and
individual. Each department head makes recommendations to the Chief Executive Officer with
respect to the compensation of employees other than themselves. The Chief Executive Officer
reviews, and if appropriate, approves the compensation recommendations made for each
employee and determines the compensation for the Insurer’'s department heads.

Description of the supplementary pension or early retirement schemes for members, the
board and senior executives

The Insurer does not maintain a defined benefit pension or retirement plan for its named executive
officers. The Insurer provides pension benefits to eligible employees through various plans, which are
managed externally and sponsored by the Insurer. Contributions are expensed as incurred.

Material transactions with shareholder controllers, persons who exercise significant
influence, the board or senior executives

During the year ended December 31, 2019, the Insurer received capital contributions from Validus
Holdings of $73,441 (2018: $14,202). In addition, the Insurer declared dividends to Validus
Holdings of $280,000 during the year ended December 31, 2019 (2018: $908,362).

The following transactions are classified as related party transactions as principals and/or directors
of each counterparty are members of the Insurer’s or AlG’s board of directors.

Reinsurance Agreements
The Insurer has various reinsurance agreements with its affiliates. The following summarizes the
significant balances resulting from these reinsurance agreements:

VALIDUS RE

Reinsurance agreements with AlphaCat 2019 2018
(a non-consolidated affiliate) $ $
Balances during the years ended December 31
Ceded net premiums earned 144,440 248,540
Recovered losses and loss expenses 13,615 505,254
Earned commissions 16,903 20,026
Balances outstanding as at December 31
Unearned commissions 2,896 6,013
Paid losses recoverable 69,556 14,895
Prepaid reinsurance 26,645 50,776
Ceded funds withheld - 181,500
Loss reserves recoverable 480,880 595,701
Reinsurance balances payable 35,231 161,097
11
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3. GOVERNANCE STRUCTURE (continued)

a. Board and senior management (continued)

Material transactions with shareholder controllers, persons who exercise significant
influence, the board or senior executives (continued)

Reinsurance Agreements (continued)

2019 2018
Reinsurance agreements with Talbot Syndicate $ $
Balances during the years ended December 31
Assumed net premiums earned 791,248 762,749
Incurred losses and loss expenses 432,929 521,984
Policy acquisition costs 301,722 322,166
Balances outstanding as at December 31
Premiums receivable 44 570 44,082
Deferred acquisition costs 2,396 91,641
Funds withheld - 1,517,265
Reserves for losses and loss expenses 43,800 1,191,689
Unearned premiums 10,933 468,179
Reinsurance balances payable 16,656 19,444

On December 31, 2019, the reinsurance agreements of the Insurer assumed from Talbot 2002
Underwriting Capital Ltd (“T02”) in relation to Funds at Lloyd’s were commuted. Under the
commutation agreement, the Company has been released and discharged from all liabilities arising
under these reinsurance agreements. The final settlement amount due to the Company from T02
will occur in 2020 upon the completion of the annual accounts of TO2 for the year ended December
31, 2019. This amount is not expected to have a material impact on the Consolidated Financial
Statements. Other reinsurance agreements in place with Talbot Syndicate remain effective as of
December 31, 2019.

2019 2018
Reinsurance agreements with Western World $ $
Balances during the years ended December 31
Assumed net premiums earned 165 4,195
Incurred losses and loss expenses (6,372) 2,181
Policy acquisition costs 61 1,535
Balances outstanding as at December 31
Premiums receivable - 251
Reserves for losses and loss expenses - 124,832
Unearned premiums - 2
Reinsurance balances payable - 9,650

On December 16, 2019, the Insurer's reinsurance agreements with Western World were
commuted. Under the commutation agreement, Western World agreed to accept in full satisfaction
of the Company’s present and future liability under these reinsurance agreements. The Company
paid $90,716 as the settlement amount to Western World, resulting in a gain of $9,699 which was
accounted as a reduction of loss and loss expenses during the year ended December 31, 2019.

VALIDUS RE
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3. GOVERNANCE STRUCTURE (continued)

a. Board and senior management (continued)

iii. Material transactions with shareholder controllers, persons who exercise significant
influence, the board or senior executives (continued)

Reinsurance Agreements (continued)

Reinsurance agreements with affiliated 2019 2018
subsidiaries of AIG $ $
Balances during the years ended December 31
Assumed net premiums earned 3,191 55,014
(Recoveries of) incurred losses and loss expenses (72,771) 267,935
Policy acquisition costs 1,239 2,114
Balances outstanding as at December 31
Premiums receivable 4,895 4,375
Deferred acquisition costs 984 420
Funds withheld 79 220,620
Reserves for losses and loss expenses 197,044 299,575
Unearned premiums 2,702 1,591
Reinsurance balances payable (5,852) 2,254

Derivatives, Investments and Loans

Derivative agreement

The Insurer has a derivative agreement in place with an affiliated AlG entity. Commencing in 2019,
the Insurer engaged in foreign currency forward contracts with an affiliated AIG entity under
International Swaps and Derivatives Association, Inc. (“ISDA”) master agreements, which establish
terms that apply to all transactions. As at December 31, 2019, collateral held as security for foreign
currency forward contracts amounted to $460 (December 31, 2018: $nil). On a periodic basis, the
amounts receivable from or payable to the counterparties are settled in cash on a net basis.

The following table summarizes information on the classification and amount of the fair value
foreign currency forward contracts within the Insurer's Consolidated Balance Sheets as at
December 31, 2019:

Asset Liability
Derivatives not designated as Notional derivative at derivative at
hedging instruments exposure fair value fair value
$ $ $
Foreign currency forward contracts 106,741 604 630
13
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3. GOVERNANCE STRUCTURE (continued)

a. Board and senior management (continued)

Material transactions with shareholder controllers, persons who exercise significant
influence, the board or senior executives (continued)

Derivatives, investments and loans (continued)

Derivative agreement (continued)

The following table summarizes information on the classification and net impact on earnings,
recognized in the Insurer's Consolidated Statements of Income and Comprehensive Income
relating to foreign currency forward contracts during the year ended December 31, 2019:

Derivatives not designated as Classification of gains 2019
hedging instruments recognized in earnings $
Foreign currency forward contracts Foreign exchange gains 1,602

Investment management agreement

On January 1, 2019, the Insurer entered into an investment management agreement with AlG,
whereby AIG would assume overall management of the Insurer’s investment portfolio. As part of
this agreement, the Insurer paid $2,142 of investment management expenses to AlIG during the
year ended December 31, 2019.

Loan receivables

On September 26, 2014, Validus Specialty, Inc., an affiliate, obtained a loan from Flagstone
Reinsurance (Luxembourg), SARL, a subsidiary of the Insurer, with a principal amount of $400,000
bearing an annual interest rate of 5.8% and maturing on September 23, 2024. The outstanding
balance as at December 31, 2018 was $405,848. On April 1, 2019, the Insurer settled this loan
with Validus Specialty, Inc. and entered into a new loan agreement with AIG. The new loan
receivable has a principal amount of $400,000 bearing an annual interest rate of 5.09% and
maturing on April 1, 2033. The outstanding balance as at December 31, 2019 was $401,720. The
related interest income earned during the year amounted to $15,340.

On September 1, 2018, as part of the sale of the Validus Specialty Group, the Insurer acquired a
loan receivable from AIG with a principal amount of $327,729 bearing an annual interest rate of
3.6% and maturing on August 31, 2022. The outstanding balance as at December 31, 2019 was
$331,793 (December 31, 2018: $331,672). The related interest income earned during the year
amounted to $11,962 (2018: $3,998).

On April 1, 2019, the Insurer acquired an additional AlIG loan receivable from Validus Holdings with
a principal amount of $250,000 in exchange for a capital contribution of $73,441 and the settlement
of intercompany receivables from Validus Holdings of $176,559. The loan bears an annual interest
rate of 3.9% and matures on August 31, 2022. The outstanding balance as at December 31, 2019
was $253,358. The related interest income earned during the year amounted to $7,448.
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3. GOVERNANCE STRUCTURE (continued)

a. Board and senior management (continued)

Material transactions with shareholder controllers, persons who exercise significant
influence, the board or senior executives (continued)

Service Level Agreements

In accordance with service level agreements, the Insurer participates in centralized services
wherein expenses are incurred by service and other affiliated entities and allocated to, or recharged
from, the Validus Holdings group of companies. Services provided across the group include
managerial services, underwriting services, actuarial services, claims services, accounting
services, information technology services and others. The following table summarizes the revenue
and expenses incurred by the Insurer for services provided to or received from the Validus Holdings
group of companies:

2019 2018

$ $

Other insurance-related income and other income 16,239 31,568
General and administrative expenses 75,921 81,738

Other

Certain shareholders of AIG and their affiliates, as well as employees of entities associated with
directors and officers may have purchased insurance and/or reinsurance from the Insurer in the
ordinary course of business. The Insurer does not believe these transactions to be material.

b. Fitness and propriety requirements

Description of the fit and proper process in assessing the board and senior executives

The Insurer recognizes the importance of having competent executive officers and directors,
including their capacity and suitability to fulfil the responsibilities for their positions. As such, the
Insurer ensures that:

o Directors have an appropriate mix and/or level of experience and expertise;

o There is adequate number of directors to ensure comprehensive discussion and debate of
matters while optimizing operational efficiency and cost effectiveness;

o Executive Officers have the necessary experience and qualifications to meet any regular “fit
and proper” standards as applicable;

o There is a sufficient and appropriate number of executive officers to carry out business as
determined by the Shareholder;

o Executive Officers are employees of the Insurer.
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3. GOVERNANCE STRUCTURE (continued)

b. Fitness and propriety requirements (continued)

Description of professional qualifications, skills and expertise of the board and senior
executives to carry out their functions

The Insurer’s Directors and officers are as follows:

Current Directors

Patrick Boisvert

Patrick Boisvert is the Chief Financial Officer of Validus Reinsurance, Ltd. Patrick joined the Insurer
in 2012 and has 24 years of experience, including 20 years in the financial services industry. Prior
to this role, Patrick was the Chief Financial Officer of Flagstone Reinsurance Holdings SA. He was
previously Chief Financial Officer of West End Capital Management and Vice-President Fund
Administration at Bisys Hedge Funds Services. He started his career with Ernst & Young and he
is a member of the CPA Institute of Québec.

Jeffrey Clements

Jeff Clements is the Validus Re Chief Underwriting Officer. Jeff has also been with Validus from
our founding in 2005, and has been the architect of our excellent specialty reinsurance portfolio.
Jeff has also been instrumental in the development of our pricing models and his work with Talbot
on our Aviation Reinsurance account has been a perfect example of the ability to achieve great
outcomes through group wide cooperation.

Catherine Duffy

Catherine Duffy serves as AlIG’s Country Manager in Bermuda. She leads local operations,
including a cross-functional team, and drives the achievement of AlIG’s strategic objectives in
Bermuda. Cathy is the “face of AIG” within Bermuda for customers, brokers, reinsurers, and others.
She also coordinates with North American product leaders to provide direction to local underwriting
teams. Cathy is a veteran of the Bermuda International Insurance Industry with experience across
many aspects of the industry. She was the first Bermudian woman to gain her CPCU and the author
of the first comprehensive book tracing the historical development of the International Insurance
Industry, Held Captive - A History of International Insurance in Bermuda. Cathy earned a Bachelor
Business Administration in Insurance from Howard University. She has completed executive
management programs through MIT as well as Wharton. Recently Cathy was chosen to be a Fellow
in the Women'’s International Forum.
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3. GOVERNANCE STRUCTURE (continued)

b. Fitness and propriety requirements (continued)

Description of professional qualifications, skills and expertise of the board and senior
executives to carry out their functions (continued)

Current Directors (continued)

Christopher Schaper

Chris Schaper is responsible for AIG’s assumed reinsurance business which brings together the
business operations of Validus Re, Alphacat and Talbot Treaty under one global enterprise of AlG
RE.

Chris has over 30 years of insurance and reinsurance industry experience. He joins AIG from
Marsh & McLennan Companies, where he was CEO of Victor Insurance Holdings, Marsh’s
managing general agent business and one of the largest MGA'’s in the world. He joined Marsh in
2016 and was also a member of the Marsh Operating Committee. Prior to that, Mr. Schaper served
as President of Montpelier Re Ltd. and Underwriting Chairman of Blue Capital, Montpelier’s capital
markets entity. Previously, Mr. Schaper held several leadership positions at Endurance Specialty
Insurance Ltd., including Chief Underwriting Officer and Head of Reinsurance, and Head of
Casualty Treaty Reinsurance. Earlier in his career, Mr. Schaper held roles at Gerling Global
Financial Products, Employers Reinsurance Corporation (a division of GE Capital), CIGNA and
USF&G.

Current Officers

Patrick Boisvert — Executive Vice President & Chief Financial Officer

Patrick Boisvert is the Chief Financial Officer of Validus Reinsurance, Ltd. Patrick joined the Insurer
in 2012 and has 24 years of experience, including 20 years in the financial services industry. Prior
to this role, Patrick was the Chief Financial Officer of Flagstone Reinsurance Holdings SA. He was
previously Chief Financial Officer of West End Capital Management and Vice-President Fund
Administration at Bisys Hedge Funds Services. He started his career with Ernst & Young and he
is a member of the CPA Institute of Québec.

Jeffrey Clements — Chief Executive Officer

Jeff Clements is the Validus Re Chief Underwriting Officer. Jeff has also been with Validus from
our founding in 2005, and has been the architect of our excellent specialty reinsurance portfolio.
Jeff has also been instrumental in the development of our pricing models and his work with Talbot
on our Aviation Reinsurance account has been a perfect example of the ability to achieve great
outcomes through group wide cooperation.
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3. GOVERNANCE STRUCTURE (continued)

b. Fitness and propriety requirements (continued)

Description of professional qualifications, skills and expertise of the board and senior
executives to carry out their functions (continued)

Current Officers (continued)

Kevin Downs — Executive Vice President & Chief Actuary

Kevin Downs has served as Senior Vice President and Reserving Actuary for Validus Reinsurance
Ltd. since joining the firm in May 2009. Kevin has over twenty years of experience in the insurance
and reinsurance industry, serving previously as a Senior Consulting Actuary for Towers Perrin,
where he was responsible for managing the firm’s relationship with various Bermuda reinsurance
companies. Prior to joining Towers, Kevin worked for ACE Ltd. in both Philadelphia and London,
where he was involved in reserving and settling liabilities for the firm’s long-tail legacy exposures.
Kevin began his career as a Pricing Actuary at General Accident Insurance in Philadelphia. Kevin
holds a B.S. degree in Mathematics from the University of Notre Dame and is a Fellow of the
Casualty Actuarial Society.

Brant Kizer — Chief Risk Officer

Brant Kizer has served as Vice President, Group Risk for Validus Holdings, Ltd. since joining the
firm in February 2012. Brant has over 20 years of experience in the insurance and reinsurance
industry, serving previously as Assistant Director, Risk Analytics with the Bermuda Monetary
Authority, where he led the Internal Capital Model review initiative, from January 2009 to February
2012. Prior to joining the BMA, Brant served as Director of Capital Markets Development
Corporation from June 2007 to January 2009, Vice President then President and Director of Select
Reinsurance Ltd. from June 2000 to June 2007 and Assistant Vice President of XL Capital Ltd.
from May 1997 to June 2000. Before moving to Bermuda, Brant began his career at USAA in San
Antonio, Texas. Brant holds a B.B.A. in Finance and Actuarial Science from the University of Texas
at Austin, where he graduated with High Honors.

Stephen C. Bardill — Executive Vice President

Steve Bardill, another founding Validus employee, is responsible for our International business by
working with Kean and Jeff to provide global oversight and strategy, including our Latin American
account, which previously was independent of our International portfolio.

Marc Haushofer — Executive Vice President

Marc Haushofer, an experienced Asian sector specialist, joined Validus Re as Chief Representative
and head of the Asia-Pacific representative office in 2009. He is the former CEO of Munich Re’s
Singapore Branch Office for South-East Asia and former Deputy Chairman of the Singapore
Reinsurers’ Association. He has approximately 25 years of insurance and reinsurance industry
experience, with nearly half of this time dedicated to the Asian marketplace.

VALIDUS RE

18



Validus Reinsurance, Ltd. FCR 2019

Financial Condition Report
For the years ended December 31, 2019 and 2018

Expressed in thousands of U.S. dollars, except share amounts

3. GOVERNANCE STRUCTURE (continued)

b. Fitness and propriety requirements (continued)

Description of professional qualifications, skills and expertise of the board and senior
executives to carry out their functions (continued)

Current Officers (continued)

Paul Manders — Executive Vice President

Paul Manders is responsible for our Specialty business, in addition to his role as head of our Marine
and Energy account. Paul is another founding partner in the Insurer and has established Validus
as one of the leading Marine underwriters in the industry.

J. Patrick Reardon — Executive Vice President, Chief Counsel — Reinsurance & Assistant
Secretary

Pat Reardon, Executive Vice President & Chief Counsel, Reinsurance, is responsible for
overseeing our legal and claims operations for reinsurance.

Christopher L. Silvester — Executive Vice President

Chris Silvester has been promoted to Executive Vice President of Validus with responsibility for our
North American portfolio. Chris joined us in 2006 and has worked closely with Kean Driscoll and
Jeff Clements in building Validus’ U.S portfolio. Chris is a very disciplined and talented underwriter
and our clients have come to count on him as a lead market and problem solver.

Jesse DeCouto — Executive Vice President

Jesse joined Validus Re in 2007 as a Vice President and Specialty Line Underwriter and was a
Senior Vice President for the Marine & Energy and Specialty Lines Underwriting and now has the
role of Executive Vice President and leads the Financial Lines segment. The Financial Lines book
underwrites Mortgage, Trade Credit, Structured Credit, Political Risk and Surety.

Jesse has worked very closely with the Validus Actuarial team to develop accumulation, pricing,
and surveillance tools to evaluate the Mortgage and Finance exposure assumed by Validus Re
across its various business segments. Prior to joining Validus Re Jesse worked at Partner Re for a
total of 8 years as a US Property Cat Underwriter in Bermuda and a Pricing Actuary for Partner Re
in Greenwich, CT.

Jesse earned his MBA at the College of Insurance, NY in Financial Risk Management and his B.S.
in Biomedical Engineering from the University of Miami, FL. Jesse is an Associate of the Casualty
Actuarial Society.

Angeline Ang — Senior Vice President
Angeline Ang is the Financial Controller & Senior Vice President for the Validus Re Singapore

Branch. She joined the Insurer in 2009 and is responsible for all financial accounting & regulatory
requirements of the Branch office.
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3. GOVERNANCE STRUCTURE (continued)

b. Fitness and propriety requirements (continued)

Description of professional qualifications, skills and expertise of the board and senior
executives to carry out their functions (continued)

Current Officers (continued)

S. Lorraine Dean — Secretary

Lorraine Dean has served as Company Secretary for Validus Holdings, Ltd. since March 2008.
Previously, Lorraine held similar positions with Global Crossing and Appleby Spurling Kempe.

c. Risk management and solvency self-assessment

Description of the risk management processes and procedures to effectively identify,
measure, manage and report on risk exposures

Risk Management Framework: The Insurer promotes sound risk management practices at all levels
of the organization, and has implemented an ERM framework (the “Framework”) that is aligned with
the Insurer’s culture and responds to the needs of the business. The Framework establishes,
identifies, assesses, quantifies and manages risks and opportunities. The Framework is designed
to:

o Establish the principles by which the Insurer can evaluate the risk/reward trade-offs associated
with key strategic and tactical decisions.

o Establish a risk governance structure that, in respect of all activities related to ERM, operates
with clearly defined roles and responsibilities.

o Identify and assess all risks and causes of risks arising out of the Insurer’s strategic initiatives,
internal processes and external environment.

o Establish a set of responses to manage the Insurer’s risks within its stated risk appetite and risk
tolerances.

o Establish procedures through which near-miss and actual incidents, that either have the
potential to impact or have impacted the Insurer, are reported and reviewed in order to inform
the risk identification and assessment process.
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3. GOVERNANCE STRUCTURE (continued)

c. Risk management and solvency self-assessment (continued)

Description of the risk management processes and procedures to effectively identify,
measure, manage and report on risk exposures (continued)

Risk Governance: Our risk governance philosophy reflects the overall governance of the Insurer while
adhering to the overall strategy of the Insurer.

The Insurer’'s Board of Directors provides broad oversight of risk management for Validus Re and is
responsible for, among other things, approving the Framework, working with management to
ensure ongoing, effective implementation of the Framework and reviewing the Insurer’s specific
risk limits as defined in the Framework, including limits related to major categories of risk. The
implementation of risk policies and oversight of risk management is the responsibility of the
Validus Re Risk Management Committee (“VRMC”). The VRMC reports to the Insurer’'s Board of
Directors and is governed by a charter that is reviewed and approved annually. The VRMC also
has a subcommittee, the Model Validation Subcommittee, which is governed by charters that are
reviewed annually. Various risk policies are in place to facilitate consistent risk assessment across
the Insurer and to ensure that strategic business decisions are supported by effective modeling and
analysis.

Risk Appetite: The Insurer’s risk appetite is expressed through a series of qualitative and quantitative
statements, principles, limits, and tolerances that, in the aggregate, convey the Insurer’s risk and
reward preferences and set the risk parameters within whichthe Insurer. Therisk appetite is proposed
by managementand approved by the Board of Directors.

The significant quantitative measures include meeting minimum returns on capital and risk-
adjusted capital over a full insurance industry cycle, managing the probability of break-even net
income or better, meeting or exceeding budgeted net income over a calendar year, and managing
the probability of losing specified percentages of shareholders’ equity in a calendar year. They also
include probability thresholds in respect of maintaining a buffer above regulatory and other capital
levels.

The Insurer also sets levels of concentration risks within its risk appetite, including those related to
probable maximum losses, zonal aggregates and the contribution of various risk categories to the
overall assessment of the Insurer’s risk capital.

Risk Classification: Risks are broadly divided into those that the Insurer assumes explicitly and
from which it derives income and those that are a by-product of the operating and business
environment, from which the Insurer does not earn income.

The risks assumed are categorized as catastrophe, reserve and premium risks (also together
referred to as insurance risk), market (or investment) risk and credit risk. The Insurer’s goal is to get
adequately compensated for these risks, while creating optimal insurance and investment portfolios
subject to the constraints of the Insurer’s risk appetite. The remaining risks are categorized as
operational and strategic risks, which typically include emerging risks, for which the Insurer’s goal is
to identify, assess and mitigate to the extent considered appropriate.
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3. GOVERNANCE STRUCTURE (continued)

c. Risk management and solvency self-assessment (continued)

Description of the risk management processes and procedures to effectively identify,
measure, manage and report on risk exposures (continued)

Risk Ownership: The Insurer’s risk management philosophy is to entrust risk identification and control
activities with the employees who have the responsibility for and expertise in the areas giving rise
to each risk. This approach not only creates workflow efficiencies, it also promotes awareness of
and accountability for risk at all levels of the Insurer. As such, primary risk ownership is assigned
to the managers of functional areas. The risk identification and control activities are embedded in
the job descriptions of risk owners and control operators and monitored by the VRMC.

Risk Assessment, Control and Mitigation: The Insurer performs a regular risk assessment
process that considers the likelihood and impact of causes of risk, both before and after the
existence of relevant controls. The approaches used to identify and update causes of risk include
scenario building, incident and near-miss reporting and market intelligence. We have established
controls to appropriately manage the likelihood and impact of risks, focused on those with the most
significance and after considering the tolerance level established for each risk. We may also design
new controls in response to the incident reporting process.

The Insurer also has in place policies, including underwriting, investment, and credit policies, to
manage the assumption of risk. These policies provide for the Insurer’s risk limits, tolerance levels
and other guidelines, as well as the processes for ensuring compliance with the desired risk profile
of the Insurer. The Insurer has at its disposal a variety of risk mitigation tools, including the purchase
of reinsurance and retrocessional coverage, which it uses to ensure that its risk profile stays within
prescribed limits and tolerance levels.

Exposure Management: In order to manage the assumption of insurance risk, the Insurer has
established risk limits through both qualitative and quantitative considerations, including market
share, history of and expertise in a class of business or jurisdiction, transparency and symmetry of
available information, reliability of pricing models and availability and cost of reinsurance. These
limits are reviewed at least annually and aligned to the overall risk appetite established by the
Insurer's Board of Directors. In addition, an exposure management policy is in place to ensure
appropriate and consistent risk assessment and aggregation of exposures that accumulate.

Three tools are used to measure and manage exposures:

o Absolute maximum limits - these are defined based on the underlying peril or coverage and
include measures such as zonal aggregates, which convey the maximum contractual loss
exposure.

o Probable maximum loss - these are defined where probabilistic event sets exist for underlying
perils and are established for most natural catastrophe, aviation and upstream energy
coverage, and convey an extreme but likely loss exposure.

o Realistic disaster scenarios (“RDSs”) - these are either prescribed by third parties or developed
internally and convey a more intuitive view of potential loss outcomes.
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3. GOVERNANCE STRUCTURE (continued)

c. Risk management and solvency self-assessment (continued)

i. Description of the risk management processes and procedures to effectively identify,
measure, manage and report on risk exposures (continued)

The Insurer will often use multiple tools to validate its exposure measurement and ensures that at
least one of these tools is available for each class of business.

ii. Description of how the risk management and solvency self-assessment systems are
implemented and integrated into the Insurer’s operations; including strategic planning and
organizational and decision making process

The chart below outlines the structure of Risk Governance throughout Validus Re. The Risk
Governance structure is designed to establish clear lines of responsibility and oversight duties for
the Insurer and operating companies. The Risk Framework sets out the responsibilities and duties
for each committee.

Validus Re
Board of
Directors

Validus Re
Executive

Validus Re
Risk Validus Re
Management Compliance
Committee Validus Re

Risk
Management

Model
Validation
Subcommittee
Primary Risk
Owner

Delegated Risk
Owners / Control
Operators
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3. GOVERNANCE STRUCTURE (continued)

c. Risk management and solvency self-assessment (continued)

Description of how the risk management and solvency self-assessment systems are
implemented and integrated into the Insurer’s operations; including strategic planning and
organizational and decision making process (continued)

The Insurer's Board of Directors approve the Risk Management framework, the Risk Appetite
Statement and the regulatory filings (including the Solvency Self-Assessment) and disclosures.

The VRMC are responsible for the oversight of the key risk management and solvency self-
assessment systems, with some items delegated to its subcommittee.

Description of the relationship between the solvency self-assessment, solvency needs, and
capital and risk management systems

The solvency self-assessment, utilizing the Validus Re Capital Model, is the primary tool for
monitoring ongoing compliance with the quantitative measures set out in our Risk Appetite Statement.
These measures include requirements for the level of capital buffers to maintain above requirements
set by regulators, rating agencies and our own internal view of our economic capital requirement -
Risk Capital measured at a 1 in 250 TVAR level from the Validus Re Capital Model. In each case, we
require that sufficient capital resources are maintained to ensure the probability of exhausting any of
our capital buffers is below a desired threshold (set out in the Risk Appetite Statement).

Additionally, the solvency self-assessment provides a variety of information and risk measures that
are used in informing business strategy, such as decisions on risk transfer through
reinsurance/retrocession and optimizing our underwriting portfolio from a risk vs return viewpoint.

The risk management systems feed up into the calibration of the solvency self-assessment in various
ways. For example, internal loss data is used in calibration of the insurance risk distributions and
assessments of operational risks and controls are used in calibrating the operational risk distributions.

. Description of the solvency self-assessment approval process including the level of

oversight and independent verification by the board and senior executives

Solvency self-assessment is prepared by the Head of Economic Capital Modeling. This is reviewed
by the Chief Risk Officer (‘CRQO”), followed by a review by the VRMC. The VRMC consists of the
Insurer's CEO, CRO, CUO, Chief Actuary and CFO, among other members. A special meeting is
organized for the Insurer’'s Board of Directors to allow sufficient time for a review of the solvency self-
assessment and to answer any questions they may have.

The solvency self-assessment is provided to the Board for approval with emphasis upon the Insurer’s
internal capital modeling, significant changes during the year, current and emerging risk exposures,
and how the exposures are mitigated in the risk management framework. Via the solvency self-
assessment, the Board also reviews how exposures are in compliance with the Insurer’s risk appetite
statement, risk tolerance levels and limits. The process respects the ‘Three Lines of Defense’ in that
it is managed by the Second Line (rather than First), and is subject to periodic review by the Third
Line (Internal Audit), and occasionally validated by third party consultants.
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3. GOVERNANCE STRUCTURE (continued)

d. Internal controls

Description of the internal control system

On an annual basis, the Insurer performs risk assessments that consider and score the likelihood and
impact of causes of risk, both before and after the existence of relevant controls. The Risk team works
with the business to ensure that the scoring is consistent across various areas and that the
appropriate key controls are in place. The key controls that have been established are designed to
appropriately manage the likelihood and impact of risks. New controls may be designed as a result of
the incident reporting process or where there are changes in the risk profile or underlying processes.
To further strengthen the Insurer’s control framework, the performance of key controls is monitored
with the results being fed back to the business.

A management level committee reviews the risk framework and respective components ensuring
that material elements have beenidentified and are being mitigated and monitored on aregular basis.
The resulting output is integrated with the Capital Model for the purpose of quantifying Operational
Risk.

Various Risk Policies are in place that apply to various functions of the Insurer. Compliance with
these policies is monitored on a regular basis and reported to a Management level committee.

The Insurer also has in place various supporting policies, including underwriting, investment, and
credit policies, to manage the assumption of risk. These policies provide for the Insurer’s risk limits,
tolerance levels and other guidelines, as well as the processes for ensuring compliance with the
desired risk profile of the Insurer. The Insurer has at its disposal a variety of risk mitigation tools,
including the purchase of reinsurance and retrocessional coverage, which it uses to ensure that its
risk profile stays within prescribed limits and tolerance levels.

Description of how the compliance function is executed

The Validus Re Compliance Officer (“CQO”) is is responsible for formulation and implementation of an
effective Compliance Program. In order to assure the independence of the CO, and the integrity of
the Program, the CO reports directly to the Board of Directors on a periodic basis on matters relating
to the Insurer’'s material compliance with applicable legal/jurisdictional requirements and the Insurer’s
Code of Conduct. Further, any material changes to the CO’s authority or status shall be made with
the concurrence of the Audit Committee.

The purpose of the Validus Re Compliance Program is to:

o Integrate compliance risk management in day-to-day business activities and strategic planning;

o Help protect the Insurer from financial or reputational harm that arises from non-compliant or
unethical conduct;

o Help prevent, detect and remediate compliance failures or risks; and

o Ensure the organization meets its regulatory obligations in each jurisdiction.
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3. GOVERNANCE STRUCTURE (continued)

e.

Internal audit — description of how the internal audit function is implemented and how
it maintains its independence and objectivity when conducting its functions

Internal Audit is established by the AIG’s Internal Audit Committee (“AC”) pursuant to applicable laws
and regulations, customs of corporate governance and best practices. The Chief Internal Auditor is
hired, evaluated, retained and terminated by the AC. The AC seeks input from the Insurer’s executive
management in making its selection. The Chief Internal Auditor is delegated the authority to operate AIG’s
group internal audit function on behalf of the AC, with scope over all subsidiary operations.

The Chief Internal Auditor is authorized to allocate resources, determine scopes of work, and apply the
techniques necessary to accomplish the audit objectives required by the AC. The Chief Internal Auditor
and designated internal audit staff, as appropriate, are granted authority for full, free and unrestricted
access to all of the organizations’ functions, records, files and information systems, personnel,
contractors, physical properties, rental locations, and any other item relevant to the function, process
or department under review. All of the employees of the organization are required to assist the staff of
group internal auditin fulfilling their audit functions and fiduciary duties.

To provide for the independence of the group internal audit function, the Chief Internal Auditor reports
functionally to the AC and administratively to the Insurer's executive management. The Chief Internal
Auditor shall freely discuss audit policies, audit observations and agreed actions, audit follow-up,
guidance issues and other matters as necessary.

The scope of AlG’s group internal audit function work encompasses the examination and evaluation
of the organization’s policies, procedures and data, and key activities include the review of:

Policies and procedures approved by the Board;

Governance and oversight structures and processes;

Risk management procedures and reports;

Financial and operating information;

Compliance to procedures and relevant regulations;

Organizational culture and ethics;

Business operations and their effectiveness and efficiency in managing risks; and
Projects and business change initiatives.

O O O O 0 0 0 O

AIG’s group internal audit function activity shall be conducted at all times in accordance with the
mandatory International Standards for the Professional Practice of Internal Auditing adopted by the
Institute of Internal Auditors (“IIA”). All members of AlG’s group internal audit team shall meet or exceed
the ethical standards delineated by the llAin its Code of Ethics.
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3. GOVERNANCE STRUCTURE (continued)

FCR 2019

f. Actuarial function — a description of how the actuarial function is implemented

The Insurer has an established Actuarial function that is responsible for coordinating, planning,
consolidating, and reporting on a broad range of actuarial items for the Group. This function reports
directly to the Chief Financial Officer and has access to and frequent communication with the Board of
Directors. The Chief Actuary is a Fellow of the Casualty Actuarial Society (FCAS) and a Member of the
American Academy of Actuaries (MAAA). The key responsibilities of the Actuarial Function are to assist
in the Insurer’s stewardship mission by:

O O O O

Evaluating reserving policies and practices at the operating companies;
Review of overall reserve adequacy for the Insurer;

Evaluating pricing models utilized at the operating companies; and
Review of budgeted or planned loss ratios for the operating companies.

g. Outsourcing

Description of the outsourcing policy and information on any key or important functions
that have been outsourced

The Insurer has an expense and procurement policy in place that outlines the various levels of
approval authority for transactions involving contractual obligations, outsourcing arrangements and
disbursement of funds for activities. Certain investment management duties have been delegated
to third party investment managers. Apart from this, the Insurer has not outsourced any other key
operational areas including underwriting, finance, risk management, internal audit and compliance
to third parties.

Description of material intra-group outsourcing

The Insurer has service level agreements in place to address material intra-group outsourcing
arrangements. The intra-group outsourcing arrangements include the following services:

Actuarial

Analytical (catastrophe research)
Computer programming

Credit advisory

Finance

Human resources

Internal audit

Investment management services
Information technology

Legal services

Management advisory
Operations

Risk management

O O 0O 0O 0O OO OO O0OO0oOO0OOo

The provision of these services are charged to the service recipient at cost plus a markup, which
varies based on the service provided. These service arrangements are reviewed and updated on
a regular basis, and ultimately approved by the Chief Financial Officers of the relevant entities
within the Validus Holdings group.
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3.

4.

GOVERNANCE STRUCTURE (continued)

h. Any other information

None.

RISK PROFILE

a. Material risks that the insurer is exposed to, including how these risks are measured

and any material changes that have occurred during the reporting period

The risk of high levels of claims following a severe catastrophe event is assessed to be the dominant
risk for the Insurer. Other material risks include the risk that we have underestimated our reserves for
incurred losses, the risk of heightened claims due to emerging claims or coverage issues, the risk posed
by competition leading to a loss of market share or a deterioration in business quality, and the risk of
losses on our investment portfolio.

These risks are measured through our holistic Economic Capital Model.
The Insurer’s main risk categories are insurance, market, credit, operational, and strategic risk.

Insurance Risk - the risk of loss arising from inadequate pricing or of adverse change in the value of
insurance liabilities due to inadequate provisioning assumptions. For Validus Re, the most significant
risk is from a severe catastrophe event. Other material risks include the risk that we have
underestimated our reserves for incurred losses, the risk of heightened claims due to emerging claims
or coverage issues, the risk posed by competition leading to a loss of market share or a deterioration
in business quality;

Market Risk - the risk of loss or of adverse change in the financial situation resulting, directly or
indirectly, from fluctuations in the level and in the volatility of market prices of financial instruments. The
predominant effect of this is on potential for losses in our investment portfolio;

Credit Risk - the risk of loss or of adverse change in the financial situation, resulting from the
deterioration of the credit quality or default of an issuer of a financial instrument, a borrower, or a
counterparty in a reinsurance or derivative contract. Our most significant credit risks are from
reinsurance/retrocession counterparties;

Operational Risk - the risk of loss arising from inadequate or failed internal processes, personnel or
systems, or from external events; and

Strategic Risk - the risk of loss arising from the adverse effect of management decisions on both
business strategies and their execution, as well as from unexpected changes in environmental trends
that damage the operating economics of the business.

All of these risks are measured using the Validus Re Capital model. This includes external vendor
models for catastrophe and market risks, and internally developed components for other risks and
aggregation across risks. The Validus Re Capital is a fully stochastic Monte Carlo simulation model that
generates 100,000 scenarios for all risk categories along with associated inter- dependencies between
them. The Validus Re Capital Model has been in use for six years. Enhancements are continually made,
however no material changes to the way that risks are measured have occurred since last year.
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4.

RISK PROFILE (continued)

b. How risks are mitigated including the methods used and the process to monitor the

effectiveness of these methods

Our most significant risk transfer mechanism is the use of reinsurance/retrocession. Detailed analysis
is undertaken each year to support the reinsurance/retrocesssion purchase decisions. This uses the
Validus Re Capital Model to measure the effect and extent of risk transfer and the value creation from
the options on offer. The VRMC periodically examines outwards reinsurance purchasing via analytical
studies to determine effectiveness in reducing volatility and impact on profitability via return on risk
metrics. The VRMC will also examine how proposed coverage would respond using an “as if’ analysis
with respect to specific historical losses applicable to the cover being sought (e.g. Katrina, Deepwater,
etc.) and the impact of relevant RDSs are examined.

Risk appetite metrics and risk limits are monitored by each operating company against tolerances on a
quarterly basis. Escalation procedures are in place for breaches, involving communication to the VRMC
and, if necessary, communication to the Board.

Material risks concentration

Material concentrations of risk from natural catastrophes include, but are not restricted to, exposure to
windstorms in the United States, Europe and Japan, and exposure to earthquakes in the United States
and Japan. The probable maximum loss (“PML”) metrics for these peril-regions are disclosed to the
Insurer’s Board of Directors.

Material concentrations of risk from non-natural catastrophe include, but are not restricted to, terrorist
attacks, accidents within the marine, aerospace and energy sectors, and geopolitical and economic
unrest. lllustrative RDS’s for non-natural catastrophes are disclosed to the Insurer’s Board of Directors.

Risk concentrations from other risk categories are far less material, as required by our risk appetite
statement.

How assets are invested in accordance with the prudent person principle as stated in
paragraph 5.1.2 of the Code

The overriding goal of our investment management is capital preservation, such that the assets of the
Insurer are invested to provide for the timely payment of all contractual obligations of policyholders and
creditors, ensuring our ability to underwrite future business and to satisfy all regulatory and rating agency
requirements. We aim to achieve these objectives through a clearly defined process that is driven by
the enterprise-wide risk and capital position of the Insurer to ensure assets are invested in accordance
with our defined financial objectives and risk tolerances. Our approach considers the joint impact of
underwriting and investmentrisks to the Insurer, in the context of clear prioritization of underwriting needs
and opportunities. As such, we structure our investment portfolio to support policyholder reserves and
contingent risk exposures with a liquid portfolio of high quality fixed-income investments with a
comparable duration profile.
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4.

RISK PROFILE (continued)

d.

How assets are invested in accordance with the prudent person principle as stated in
paragraph 5.1.2 of the Code (continued)

Our Chief Financial Officer oversee our investment strategy and have established the Insurer's IG which
is approved by our Board of Directors. The purpose of the IG are to:

Communicate and align the Insurer’s investment philosophy and goals;

Provide transparency regarding investment policies, procedures and controls;

Set expectations and priorities of our third party investment managers;

Establish a framework for integrating investment management into our overall ERM process;

Mandate our investment parameters, including permissible asset classes and portfolio

constraints, and governance structure for portfolio oversight and management;

o Establish formalized criteria to measure, monitor, and evaluate investment performance and risk
exposures on a regular basis; and

o Ensure assets are invested in accordance with the overall financial goals and risk tolerances of the

Insurer.

O O O OO

The IG are reviewed periodically as appropriate to reflect changes to the Insurer, the economy, the
investment environment, the regulatory environment or other factors.

Stress testing and sensitivity analysis to assess material risks, including the methods
and assumptions used, and the outcomes

The Insurer maintains a capital model that is updated on a quarterly basis. The model incorporates
every material risk to which the Insurer is exposed, including underwriting, reserving, market and credit.
This allows the Insurer to test the adequacy of its capital and liquidity against thousands of potential
stress scenarios.

In addition to the probabilistic testing intrinsic to the capital model, the Insurer also estimates the financial
impact of several deterministic scenarios such as specific natural catastrophe events as well as stress
events in the areas of Marine, Political Risk, Aviation, Space, Terrorism, Liability and Cyber, including
scenarios specified by the BMA. Based on the latest results, the Insurer believes it has sufficient
capital and liquidity to comply with its contractual and regulatory obligations upon experiencing any
of the tested stress scenarios.

Any other material information

None.
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5.

SOLVENCY VALUATION

a. The valuation bases, assumptions and methods used to derive the value of each

asset class

The following methods and assumptions were used in estimating the fair value of each class of financial
instrument recorded in the Consolidated Balance Sheets.

The carrying values of cash and cash equivalents (including restricted cash), investment income due and
accrued, funds withheld, balances receivable on the sale of investments and reinsurance balances
receivable approximated their fair values at December 31, 2019, due to their respective short maturities.

Accounts and premiums receivable

The accounts and premiums receivable balance represents premiums owed from reinsurers, less
related acquisition costs. Outstanding premiums are valued at fair value, being the amount recoverable,
and due to the short-term nature of the receivable no adjustments to valuation, estimates or judgments
are required.

The recognition and valuation basis is consistent with the accounting valuation under U.S. GAAP.
However, the balance has been adjusted within the Insurer's Economic Balance Sheet to exclude the
amount not yet due on the valuation date.

Derivative instruments

The Insurer enters into various derivative instruments in the form of foreign currency forward exchange
contracts. These derivative instruments are used to manage exposures to currency risk. All of the
Insurer’s outstanding derivative financial instruments are recognized in the Consolidated Balance
Sheets at their fair values. The effect on earnings from recognizing the fair values of these derivative
financial instruments depends on their intended use, their hedge designation, and their effectiveness in
offsetting changes in the fair values of the exposures they are hedging.
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5.

SOLVENCY VALUATION (continued)

a. The valuation bases, assumptions and methods used to derive the value of each

asset class (continued)
Deferred tax assets

Deferred tax assets and liabilities are recorded in accordance with ASC Topic 740, “Income Taxes”.
Consistent with ASC 740, the Insurer records deferred income taxes which reflect operating losses and
tax credits carried forward and the tax effect of the temporary differences between the carrying amounts
of assets and liabilities for financial reporting purposes and their respective tax bases.

The Insurer and its Bermuda-domiciled subsidiaries are not subject to any income, withholding or capital
gains taxes under current Bermuda law. The Insurer has operating subsidiaries in various other
jurisdictions around the world, including but not limited to Luxembourg, Switzerland and Canada that
are subject to relevant taxes in those jurisdictions.

The Insurer recognizes the tax benefits of uncertain tax positions only where the position is more likely
than not to be sustained upon examination by tax authorities based upon the technical merits of the
position. Based on the more-likely-than-not recognition threshold, we must presume that the tax
position will be subject to examination by a taxing authority with full knowledge of all relevant
information. If the recognition threshold is met, then the tax position is measured at the largest amount
of benefit that is more than 50% likely of being realized upon ultimate settlement. The Insurer classifies
all interest and penalties related to uncertain tax positions in income tax expenses.

Fixed maturity investments

In general, valuation of the Insurer’s fixed maturity investment portfolio is provided by pricing services,
such as index providers and pricing vendors, as well as broker quotations. The pricing vendors provide
valuations for a high volume of liquid securities that are actively traded. For securities that do not trade
on an exchange, the pricing services generally utilize market data and other observable inputs in matrix
pricing models to determine month end prices. Prices are generally verified using third party data.
Index providers generally utilize centralized trade reporting networks, available market makers and
statistical techniques.

In general, broker-dealers value securities through their trading desks based on observable inputs. The
methodologies include mapping securities based on trade data, bids or offers, observed spreads, and
performance on newly issued securities. Broker-dealers also determine valuations by observing
secondary trading of similar securities. Prices obtained from broker quotations are considered non-
binding, however, they are based on observable inputs and by observing secondary trading of similar
securities obtained from active, non-distressed markets. The techniques generally used to determine
the fair value of the Insurer’s fixed maturity investments are detailed below by asset class.
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5.

SOLVENCY VALUATION (continued)

a. The valuation bases, assumptions and methods used to derive the value of each

asset class (continued)
Fixed maturity investments (continued)

U.S. government and government agency

U.S. government and government agency securities consist primarily of debt securities issued by the
U.S. Treasury and mortgage pass-through agencies such as the Federal National Mortgage
Association, the Federal Home Loan Mortgage Corporation and the Government National Mortgage
Association. Fixed maturity investments included in U.S. government and government agency
securities are primarily priced by pricing services. When evaluating these securities, the pricing
services gather information from market sources and integrate other observations from markets and
sector news. Evaluations are updated by obtaining broker dealer quotes and other market information
including actual trade volumes, when available. The fair value of each security is individually computed
using analytical models which incorporate option adjusted spreads and other daily interest rate data.

Non-U.S. government and government agency

Non-U.S. government and government agency securities consist of debt securities issued by non-U.S.
governments and their agencies along with supranational organizations (also known as sovereign debt
securities). Securities held in these sectors are primarily priced by pricing services who employ
proprietary discounted cash flow models to value the securities. Key quantitative inputs for these
models are daily observed benchmark curves for treasury, swap and high issuance credits. The pricing
services then apply a credit spread for each security which is developed by in-depth and real time
market analysis. For securities in which trade volume is low, the pricing services utilize data from more
frequently traded securities with similar attributes. These models may also be supplemented by daily
market and credit research for international markets.

U.S. states, municipalities and political subdivisions

The Insurer's U.S. states, municipalities and political subdivisions portfolio contains debt securities
issued by U.S. domiciled state and municipal entities. These securities are generally priced by
independent pricing services using the techniques described for U.S. government and government
agency securities described above.

Agency residential mortgage-backed securities

The Insurer’s agency residential mortgage-backed investments are primarily priced by pricing services
using a mortgage pool specific model which utilizes daily inputs from the active to be announced market
which is very liquid, as well as the U.S. treasury market. The model also utilizes additional information,
such as the weighted average maturity, weighted average coupon and other available pool level data
which is provided by the sponsoring agency. Valuations are also corroborated with daily active market
quotes.
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5.

SOLVENCY VALUATION (continued)

a. The valuation bases, assumptions and methods used to derive the value of each

asset class (continued)
Fixed maturity investments (continued)

Non-agency residential mortgage-backed securities

The Insurer's non-agency mortgage-backed investments include non-agency prime residential
mortgage-backed fixed maturity investments. The Insurer has no fixed maturity investments classified
as sub-prime held in its fixed maturity investments portfolio. Securities held in these sectors are
primarily priced by pricing services using an option adjusted spread model or other relevant models,
which principally utilize inputs including benchmark yields, available trade information or broker quotes,
and issuer spreads. The pricing services also review collateral prepayment speeds, loss severity and
delinquencies among other collateral performance indicators for the securities valuation, when
applicable.

U.S. corporate

U.S. corporate debt securities consist primarily of investment-grade debt of a wide variety of U.S.
corporate issuers and industries. The Insurer’s corporate fixed maturity investments are primarily priced
by pricing services. When evaluating these securities, the pricing services gather information from
market sources regarding the issuer of the security and obtain credit data, as well as other observations,
from markets and sector news. Evaluations are updated by obtaining broker dealer quotes and other
market information including actual trade volumes, when available. The pricing services also consider
the specific terms and conditions of the securities, including any specific features which may influence
risk. In certain instances, securities are individually evaluated using a spread which is added to the
U.S. treasury curve or a security specific swap curve as appropriate.

Non-U.S. corporate

Non-U.S. corporate debt securities consist primarily of investment-grade debt of a wide variety of non-
U.S. corporate issuers and industries. The Insurer’s non-U.S. corporate fixed maturity investments are
primarily priced by pricing services. When evaluating these securities, the pricing services gather
information from market sources regarding the issuer of the security and obtain credit data, as well as
other observations, from markets and sector news. Evaluations are updated by obtaining broker dealer
quotes and other market information including actual trade volumes, when available. The pricing
services also consider the specific terms and conditions of the securities, including any specific features
which may influence risk.

Bank loans

Included in the bank loan portfolio is a collection of loan participations held through an intermediary. A
third party pricing service provides monthly valuation reports for each loan and participation using a
combination of quotations from loan pricing services, leveraged loan indices or market price quotes
obtained directly from the intermediary. Significant unobservable inputs used to price these securities
include credit spreads and default rates.
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5.

SOLVENCY VALUATION (continued)

a. The valuation bases, assumptions and methods used to derive the value of each

asset class (continued)
Fixed maturity investments (continued)

Asset-backed securities

Asset backed securities include mostly investment-grade debt securities backed by pools of loans with
a variety of underlying collateral, including automobile loan receivables, student loans, credit card
receivables, and collateralized loan obligations originated by a variety of financial institutions.
Securities held in these sectors are primarily priced by pricing services. The pricing services apply
dealer quotes and other available trade information such as bids and offers, prepayment speeds which
may be adjusted for the underlying collateral or current price data, the U.S. treasury curve and swap
curve as well as cash settlement. The pricing services determine the expected cash flows for each
security held in this sector using historical prepayment and default projections for the underlying
collateral and current market data. In addition, a spread is applied to the relevant benchmark and used
to discount the cash flows noted above to determine the fair value of the securities held in this sector.

Commercial mortgage-backed securities

Commercial mortgage backed securities are investment-grade debt primarily priced by pricing services.
The pricing services apply dealer quotes and other available trade information such as bids and offers,
prepayment speeds which may be adjusted for the underlying collateral or current price data, the U.S.
treasury curve and swap curve as well as cash settlement. The pricing services determine the expected
cash flows for each security held in this sector using historical prepayment and default projections for
the underlying collateral and current market data. In addition, a spread is applied to the relevant
benchmark and used to discount the cash flows noted above to determine the fair value of the securities
held in this sector.

Short-term investments

Short-term investments consist primarily of highly liquid securities, all with maturities of less than one
year from the date of purchase. The fair value of the portfolio is generally determined using amortized
cost which approximates fair value.

Other investments

Hedge funds

The hedge fund’s administrator provides quarterly NAVs with a three-month delay in valuation. The fair
value of this investment is measured using the NAV practical.

Private equity investments

The private equity funds provide quarterly or semi-annual partnership capital statements with a three-
or six-month delay which are used as a basis for valuation. These private equity investments vary in
investment strategies and are not actively traded in any open markets. The fair value of these
investments are measured using the NAV practical expedient.
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5.

SOLVENCY VALUATION (continued)

a. The valuation bases, assumptions and methods used to derive the value of each

asset class (continued)
Other investments (continued)

Fixed income investment funds

The fair value of the Insurer’s investment funds is based on the NAV of the fund as reported by the
independent fund administrator. The fund’s administrators provide a monthly reported NAV with a one
or three month delay in their valuation. The fair value of these investments are measured using the
NAYV practical expedient and therefore have not been categorized within the fair value hierarchy. None
of these investments are probable of being sold at amounts different than their NAVs.

The valuation bases, assumptions and methods used to derive the value of technical
provisions and the amount of the best estimate. The amount of the risk margin as
well as the level of uncertainty to determine the value of the technical provisions
should be included

We have referred to guidance provided by the BMA to calculate technical provisions. In certain cases,
we have referred to technical provision guidance from Lloyd’s as that is the framework used by Talbot
for Solvency Il purposes which is relevant for the 2018 balances. We have utilized the technical provision
template provided by the BMA (on their website) as part of our process.

We rely on the following data for technical provision calculation associated with our operating
companies:

o Premium provision data provided by the operating companies: These are provided separately by
operating company and are based on expected cashflows related to unearned premium and bound
but not incepted contracts. Similar to the claims provision, expected cashflows and other
adjustments are included. For intercompany balances with Talbot, this data comes directly from their
Solvency Il process.

o Claims provision data provided by the Insurer’s operating companies: These are provided separately
byoperatingcompany and are based on their underlying U.S. GAAP reserve process for Q4 2019.
The operating companies also provide expected reserve cashflows and other adjustments for the
claims provision. For intercompany balances with Talbot, this data comes directly from their
Solvency Il process. Other adjustments made to the claims provision include:

» Removal of prudency margins;

» Adjustments for cost of investment income and bad debt;

» Inclusion of expected cash flows for future reinstatement premiums (“RIP”) and other
premium receivables related to claims that have already occurred; and

» Discounting of cash flows.
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5.

SOLVENCY VALUATION (continued)

b. The valuation bases, assumptions and methods used to derive the value of technical

provisions and the amount of the best estimate. The amount of the risk margin as
well as the level of uncertainty to determine the value of the technical provisions
should be included (continued)

o Therisk margin increases the technical provisions from the best estimate to theoretical level needed
to transfer obligations to another risk bearing entity. We use the technical provision template
provided by the BMA to calculate the risk margin.

o Discount rates: We use risk-free discount rates provided by the BMA. The BMA provides
separate discount rates by currency.

o The operating companies independently map their data to BMA class of business. To allocate
business to BMA lines of business, Validus Re used general ledger codes and Talbot uses Lloyd’s
business codes.

The technical provisions are made up of the following elements:

2019 2018

$ $

Best estimate premium provisions (19,035) 328,578
Best estimate losses and loss expense provisions 1,500,819 2,565,899
Risk margin 118,547 179,659
Total general business insurance technical proivisions 1,600,331 3,074,136

Description of recoverables from reinsurance contracts, including special purpose
insurers and other risk transfer mechanisms

The Insurer enters into reinsurance and retrocession agreements in order to mitigate its accumulation
of loss, reduce its liability on individual risks, enable it to underwrite policies with higher limits and
increase its aggregate capacity. The ceding of the reinsurance risk does not legally discharge the
Insurer from its primary liability for the full amount of the policies, and the Insurer is therefore required
to pay the loss and bear collection risk relating to the possibility that the reinsurer or retrocessionaire
fails to meet its obligations under the reinsurance or retrocession agreement.

The Insurer primarily uses ceded reinsurance for risk mitigation purposes. The Insurer primarily
purchases reinsurance on either an excess of loss or proportional basis and also purchases industry
loss warranties and a relatively small amount of facultative reinsurance.

Paid losses recoverable and loss reserves recoverable balances include amounts owed to us in respect
of paid and unpaid ceded losses and loss expenses, respectively. The balances are presented net of a
provision for non-recoverability. In establishing our reinsurance recoverable balances, significant
judgment is exercised by management in determining the amount of unpaid losses and loss expenses
to be ceded as well as our ability to cede losses and loss expenses under our reinsurance contracts.
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5.

SOLVENCY VALUATION (continued)

c. Description of recoverables from reinsurance contracts, including special purpose

insurers and other risk transfer mechanisms (continued)

The Insurer’s ceded unpaid losses and loss expenses consists of two elements, those for reported losses
and those for Incurred But Not Report (“IBNR”). Ceded amounts for IBNR are developed as part of our
loss reserving process. Consequently, the estimation of ceded unpaid losses and loss expenses is
subject to similar risks and uncertainties in the estimation of gross IBNR.

Although our reinsurance recoverable balances are derived from our determination of contractual
provisions, the recoverability of such amounts may ultimately differ due to the potential for a reinsurer
to become financially impaired or insolvent or for a contractual dispute over contract language or
coverage. Consequently, we review our reinsurance recoverable balances on a regular basis to
determine if there is a need to establish a provision for non-recoverability. In performing this review, the
Insurer uses judgment in assessing the credit worthiness of our reinsurers and the contractual provisions
of our reinsurance agreements. In the event that the credit worthiness of our reinsurers were to
deteriorate, actual uncollectible amounts could be significantly greater than our provision for non-
recoverability.

TheInsurer uses a variety of methods to estimate uncollectible reinsurance, with the primary method being
a default analysis. The primary components of the default analysis are reinsurance recoverable
balances by reinsurer and default factors used to determine the portion of a reinsurer’s balance deemed
to be uncollectible. Default factors require considerable judgment and are determined using the current
rating, or rating equivalent, of each reinsurer as well as other key considerations and assumptions.

The use of different assumptions within the model could have an effect on the provision for uncollectible
reinsurance reflected in the Insurer's Consolidated Financial Statements. To the extent the
creditworthiness of the Insurer’s reinsurers was to deteriorate due to an adverse event affecting the
reinsurance industry, such as a large number of major catastrophes, actual uncollectible amounts
could be significantly greater than the Insurer’s provision.

The valuation bases, assumptions and methods used to derive the value of other
liabilities

The carrying values of accounts payable and accrued expenses as well as other liabilities
approximated their fair values at December 31, 2019, due to their respective short maturities.

Any other information

None.
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6. CAPITAL MANAGEMENT

a. Eligible capital

Description of the capital management policy and process to determine capital needs for
business planning, how capital is managed and any material changes during the reporting
period

The primary capital management objectives of the Insurer are as follows:

1) Ensure sufficient capital to meet and/or exceed all applicable regulatory requirements;

2) Ensure sufficient capital to meet and/or exceeded all applicable internal capital requirements
as determined by the Insurer’s risk management framework;

3) Maintain some amount of excess capital over and above items 1 and 2; and

4) Return true excess capital above items 1, 2 and 3 to the Insurer’s shareholders.

These requirements include, but are not limited to the following:

Requlatory requirements

Minimum capital and/or solvency standards exist for the Insurer and its subsidiaries in many of the
jurisdictions in which it operates. These jurisdictions and capital requirements/models include:

o Bermuda — BMA — BSCR model; and
o Switzerland — Swiss Financial Market Supervisory Authority (“FINMA”) — Swiss Solvency Test
(“SST”) model

Internal capital requirements

The Insurer operates under the guidance of an extensive ERM framework that has been
established to identify, assess, quantify and manage risks and opportunities. A key element of the
ERM framework is the Insurer’s integrated Economic Capital Model (‘ECM”) framework to facilitate
the consistent evaluation of risk and capital.

The Insurer regularly uses both regulatory and internal capital requirements to assess the overall
capital position and that of subsidiary companies. To the extent that excess capital exists over and
above these requirements, Insurer management can and regularly does find the most effective
means to return this additional excess capital to the Insurer’'s parent. Methods of excess capital
return to common shareholders includes but is not limited to: common share open market
repurchases, common share tender offers, regular common share dividends and extraordinary
common share dividends.
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6. CAPITAL MANAGEMENT (continued)

a. Eligible capital (continued)

ii. Description of the eligible capital categorized by tiers in accordance with the Eligible
Capital Rules

As at December 31, 2019 and 2018, Eligible Capital for the Insurer was categorized as follows:

2019 2018

$ $

Tier 1 available capital 2,226,361 2,423,845
Tier 2 available capital - -
Tier 3 available capital 200,000 200,000
Total eligible capital 2,426,361 2,623,845

The majority of Eligible Capital for the Insurer is Tier 1, the highest quality capital, consisting of capital
stock, contributed surplus and statutory surplus. The Insurer also has a modest amount of Tier 3
capital consisting of letter of credit approved by the BMA as Other Fixed Capital.

iii. Description pf the eligible capital categorized by Tiers, in accordance with the Eligible
Capital Rules used to meet the Enhanced Capital Requirement (ECR) and the Minimum
Margin of Solvency defined in accordance with section (1)(1) of the Act

As at December 31, 2019 and 2018, the Eligible Capital for the Insurer as applied to its Minimum
Margin of Solvency (“MSM”) and ECR was categorized as follows:

2019 2018
Applied to Applied to Applied to Applied to
MSM ECR MSM ECR
$ $ $ $
Tier 1 available capital 2,226,361 2,226,361 2,423,845 2,423,845
Tier 2 available capital - - - -
Tier 3 available capital - 200,000 - 200,000
Total eligible capital 2,226,361 2,426,361 2,423,845 2,623,845

iv. Confirmation that the eligible capital is subject to transitional arrangements as required
under the Eligible Capital Rules

The letter of credit approved as Eligible Capital are subject to transitional arrangements to 2021.

v. ldentification of any factors affecting encumbrances affecting the availability and
transferability of capital to meet the Eligible Capital Rules

As at December 31, 2019, the Insurer had cash and cash equivalents, restricted cash, short-term
investments and fixed maturity investments that were pledged during the normal course of
business, of which certain assets were held in trust. Pledged assets are generally for the benefit
of the Insurer’s cedants and policyholders, to support fully collateralized reinsurance transactions
and to facilitate the accreditation of the Insurer by certain regulators. These assets are released to
the Insurer upon the payment of the obligations or the expiration of the risk period.
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6. CAPITAL MANAGEMENT (continued)

a. Eligible capital (continued)

Vi.

Vii.

Identification of ancillary capital instruments that have been approved by the Authority

On December 27, 2018, the Insurer secured a non-assignable, non-transferrable unsecured
standby letter of credit from Standard Chartered Bank for a sum not exceeding the aggregate
amount of $200,000 effective December 31, 2018, expiring on December 31, 2021. This standby
letter of credit is recorded as Other Fixed Capital on the Statutory Statement of Capital and Surplus
and as a Tier 3 Ancilliary Capital as at December 31, 2019 and 2018, subject to certain conditions.

Identification of differences in shareholder’s equity as stated in the financial statements
versus available statutory capital and surplus

Other than the impact of statutory based technical provision valuation techniques, significant
differences between GAAP shareholders’ equity and available statutory capital and surplus include
an increase in available statutory capital and surplus for letter of credit approved as other fixed
capital, and a reduction in available statutory capital for the removal of intercompany loan
receivables and prepaid expenses.

b. Regulatory capital requirements

Identification of the amount of the ECR and Minimum Margin of Solvency at the end of the
reporting period

As at December 31, 2019 and 2018, the regulatory capital requirements for the Insurer were
assessed as follows:

2019 2018

$ $

ECR 865,648 1,123,286
MSM 788,235 661,874

Identification of any non-compliance with the Minimum Margin of Solvency and the ECR
As at December 31, 2019 and 2018, the Insurer was compliant with the MSM and ECR requirement.

Description of the amount and circumstances surrounding the non-compliance, the
remedial measures taken and their effectiveness

Not applicable.

Where the non-compliance has not been resolved, a description of the amount of the non-
compliance at the end of the reporting period

Not applicable.
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6. CAPITAL MANAGEMENT (continued)

c. Approved internal capital model used to derive the ECR

Vi.

Vii.

A description of the purpose and scope of the business and risk areas where the internal
model is used

Not applicable.

Where a partial internal model is used, a description of how it is integrated with the BSCR
Model

Not applicable.

A description of methods used in the internal model to calculate the ECR
Not applicable.

A description of aggregation methodologies and diversification effects
Not applicable.

A description of the main differences in the methods and assumptions used for the risk
areas in the internal model versus the BSCR Model

Not applicable.

A description of the nature and suitability of the data used in the internal model
Not applicable.

Any other information

Not applicable.
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7.  SIGNIFICANT EVENT

a. A description of the significant event

Beginning in January 2020, global financial markets have experienced and may continue to experience
significant volatility resulting from the spread of a novel coronavirus known as COVID-19. The outbreak
of COVID-19 has resulted in travel and border restrictions, quarantines, supply chain disruptions, lower
consumer demand and general market uncertainty. The extent and duration of the impact of COVID-
19 on global and local economies, financial markets and sectors and specific industries in which the
Company operates is uncertain at this point and has the potential to continue to adversely affect the
Company’s business, results of operations or financial condition, the impact of which is still under
assessment.

b. Approximate date(s) or proposed timing of the significant event
Not applicable.

c. Confirmation of how the significant event has impacted, or will impact, any
information provided in the most recent financial condition report filed with the
Authority
See Section 7(a) above.

d. Any other material information

None.
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EXHIBIT A

Validus Reinsurance, Ltd.
List of subsidiaries

Ownership Interest
Held By Immediate

Parent is 100%,
unless otherwise

SECTION Jurisdiction indicated
Validus Reinsurance, Ltd. Bermuda
Validus Reinsurance, Ltd. — Singapore Branch Singapore
Validus Reinsurance, Ltd. — Canada Branch Canada
AlphaCat Re 2011 Ltd. Bermuda 22.3%
AlphaCat 2015, Ltd. Bermuda 20.0%
BetaCat Ltd. Bermuda
Validus Holdings (UK) Ltd United Kingdom
Validus Research, Inc. Canada
Validus Reinsurance (Switzerland) Ltd Switzerland
Validus Reinsurance (Switzerland) Ltd — Bermuda Branch Bermuda
Flagstone Reinsurance (Luxembourg), SARL Luxembourg
Validus Risk Services (Ireland) Limited Ireland
Validus UPS, Ltd. Bermuda
Flagstone (Bermuda) Holdings Limited Bermuda
IAL Leasing Ltd. Bermuda
Mont Fort Re Ltd. Bermuda
Flagstone (Mauritius) Limited Mauritius
Flagstone Underwriting Support Services (India) Pvt. India 99.0%
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