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Risk Management Components at MRG provides a Munich RE =
framework for all US entities
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Balance regulatory requirements with business objectives and culture




Regional IRM Hub at MRAmM — Leverages Munich Re

Munich RE =

group functions, creates efficiency for US structure
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MR IRM (CRO)

Regional IRM - Regional CRO

MRAmM and Regional Hub

Portfolio Modeling

& Analytics
Manager +4

*Legal entity capital
modeling

* Economic Balance
Sheet

*Risk Strategy

*Risk Analysis in support

of Reinsurance,

Strategy & planning

*MR Capital Model for

US segments (per
MRG)

*Perform ad hoc
investigations at
request of RMC and
MR-IRM

» Support M&A activities

Risk Governance

& Control
Manager +1
*ORSA
*Risk assessment and
reporting
*ldentify and control
operational risks
» Support Risk
Management
Committee
* Perform ad hoc
investigations at
request of RMC and
MR-IRM
e Internal Control System
*BCM leadership and
management

Head Count: Total 14 / Regional 9 / Local 5

AMIG

Local Risk Manager
eCoordinates risk control processes
*Monitors adherence to Risk Strategy and limits

*Maintains the role of independent risk analysis / monitoring
and supervisory function and provides challenges to risk
functions, when appropriate

eSupports business areas in development of strategies and
controls

eInternal Risk Reporting
*Internal Control System
eBusiness Continuity Management

EIL & BI&I Risk Manager

eImplements Group Framework
Locally

®



The Risk Management Policy of Munich Re provides an Munich RE =
overview of risk management
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Risk Management Policy of Munich Re Group

C2 For intemnal use only

Contact
[LLREN

Inn g rd Sk we ki 1
Tel: Ha G0 FTo1-4253

LLE]
MEia |su=gmu

Tel: +8 G T 4258
LUREN

Akxarderuon Borks
Tel: Ha G FTo1-5143

Scope of application
Group-edde
Al organizational units

Valid from
25 June 2014

Yersion
3.0

Authorized by
Bosrd of Munich Re

Authorized on
25062014

Retention period
10 years

Classification
Palicy

Level of obligation
Binding

Munich RE =

Introduction

Munich Re is committed to turning risk into value. Risk m anagement is an infegral part of aur corporste
maragem ent vith regard to achieving thiz goal. Therefore, it is & necessityto have a comm on understanding
ghout the graup wide risk management setup, itz key objedives, pinciples, toalz and processes,

Risk management includes all drategies, methods and processes to identify, analse, assess, control and
monitorthe shatt and long term rizks Munich Re (Group) faces o may face inthe fuee (alao referred to ae
Risk Managem ert System). Risk management iz performed st al levels of Munich Re. Risk managem ert is
organized according to the three so-called Mines of defence," which are all equally impattart. risk takers (ird
line], Risk Management Fundion, Actuatial Function, Compliance Function (zecond ling), and Internal Audt
Fundtion ghird line). Bazed an Solvency |l the Risk Management Fundion, Compliance Fundion, Actuarial
Fundion and the Internal Audit Fundion are also refetred 1o asthe Key Funciions.

The docum ent at hand focuzes on the fisk management tasks performed by the Risk Management Function
5% part ofthe system of govemance according to Solvency 1. The Risk Managem ert Function i carried aut by
various divisionz and departments across the aroup, which are further descrbed in this Risk Management
Policy.

The pumoze ofthiz Risk Management Palicyis to give our employees and - as aparopriate - extemal
stakeholders & peneral overviewaf hoverisk managem ent is implemented st Munich Re (Group)and MR &G,

Overall Risk Management Umbrella - creates risk “language”




Group-Wide Policies influence internal control frameworkyynich Re
Governance; Culture
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Group-Wide Policies

Governance Key Functions Risk Management Risk Model

R | s ® o prop

_ o = i = .. B -
= & == = = = e = oo
Fit & Proper = Remuneration Outsourcing ICS Risk Mgmt Actuarial Risk Limits Accumulation Counterparty Liquidity Collateral  Mod. Data Mod. Chg.
5 5 = i e B naee = i i [P—
Capital Mgmt ORSA Sll Reporting  Audit Directive / Charter Compliance  Underwriting  Retro Security Investment ALM BCM Insurance Mod. Valid.



Financial Strength viewed through different lenses — Munich RE
risk profile differs significantly by capital measure
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Rating agency

Internal

Regulator

® Market Risk Credit Risk (Bonds)
B Premium & Reserve Risks ® Nat Cat Risk
= Credit Risk (Counterparty) Operational Risk

Internal Economic Capital Model most closely measures Legal Entity Risk




Internal Model improves risk analysis Munich RE
Scenario: Increasing reinsurance coverage for Nat Cats
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Capital Measures: Nat Cat Reinsurance Protection For illustration
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Increase in Reinsurance Limit

» Decreased benefit where limit exceeds the PML measured in BCAR.
= No benefit in RBC — nat cat risk is not yet considered.
= Benefit at higher limits in ESR and S&P - risk measured at higher return periods

= Benefit of multiple reinstatements only measured in ESR

Full benefit of nat cat coverage reflected only in the internal model



Internal Model improves Risk Analysis Munich RE =
Scenario: Investment allocations

V777722777
For illustration

Capital Measures: Equities Capital Measures: Bond Portfolio Allocation
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0% 5% 10% 15% 20% 0% 5% 10% 15% 20% 25% 30%
% of Bonds moved to Equities % of High Quality Bonds moved to Lower Quality

S&P Capital

= Increasing the equity allocation = Increasing the allocation to lower
significantly reduces all financial credit quality bonds reduces the
strength measures. financial strength significantly

: : . : using the internal measure.
= Small increases in equity holdings

are compensated by diversification.

Stocks are seen as risky. Corporate bonds only in an economic context.




Internal Risk Reporting — creates discipline and Munich RE =
transparency — linked to Risk Strategy
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1. Market trends

2. Economic risk capital (ERC)

= ERC & trends

= Scenario analysis
3. Multiple capital adequacy indicators
4. Investment risks

= Asset allocation trends

= Market risk

= Credit risk
= Major exposures
5. ALM

= AL mismatch risk

= ALM strategy

6. Insurance risks

. Reserve risk
. Insurance risk exposure (capital
allocation)

. Accumulation exposures

. Very large risks & emerging risks
7. Other Risks

. Operational risks

. Reputational risks

. Strategic risks

. Legal & compliance risks

. Internal audit

} “One” Risk Report improves overall risk management

®



Risk strategy leads to consistent view of objectives for ~ Munich RE

risk management
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1. Overview of risk strategy 3. Significant risk criteria and their
2. Risks arising from the business tolerances
portfolio E Financial strength
= Underwriting risk 0  Economic risk capital
requirements
= |nvestment risk and their 0 Regulatory requirements
management o Rating agency requirements
o Market risk . Financial distress
6 ©rad ek . Asset-liability mismatch limits
o . Underwriting limits
0 Liquidity o Investment/counterparty limits
= QOperational risk and its management o] Maximum investment limits
= Reputational risk and its management o Counterparty limits
o o] Special investment limits
= Strategic risk . Sl e
o] Regulatory requirements for

Investments

4. Decision

10



Passing “use test” furthers risk management Munich RE =
Integration
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A/L management Liability-driven investments

Risk steering Actively managing the company’s risk profile

Pricing / Underwriting Risk capital loading derived from internal model

Performance measurement RoRaC as business objective

Risk mitigation and evaluation  Retrocessions, Cat Bonds, M&As

Regulatory purposes Solvency Il and US ORSA

Disclosure Internal and external risk reporting

Management compensation Annual bonuses depend on RoRaC

ERM is fully integrated into our business strategy and daily business




US ORSA requirements are well aligned with Solvency Il MunichRE =

framework
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* Developed pilot ORSA report for
“Munich Re US P&C Companies”
(American Modern, HSB Group,
MRAC and all subsidiaries)

e Draft reviewed by Risk
Committee in 4Q 2013

» Established feasibility
and process

* |dentified areas for further
Improvement

» Participating in 2014 NAIC Pilot
e Canadian ORSA
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Solvency Il alignment accelerated US ORSA
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preparedness for US Entities
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Most Important Criteria

Risk Management
Framework

Risk Management Oversight

How addressed in the draft

Boards, Risk Management Committee, CRO

Munich RE =

Risk Management Functions

3 Lines of Defense, Risk Owners

Risk Decision Making

Risk Appetite, Delegated Authorities

Risk Incentives

Steering by Risk-Adjusted Results

Risk Controls

Risk Limits, ICS, Functional Guidelines

Risk Communication

Internal Risk Reports, Ad-Hoc Reports

Risk Assessment

Risk Identification

Risk Categories, Accumulation Management

Risk Measurement

Economic Capital Model, Risk Aggregation

Risk Metrics

Economic/Regulatory/Rating Agency Capital

Scenario Analysis

Interest Rates, Nat Cat, Liquidity

Prospective Solvency
Assessment

Alignment with Business

Joint Annual Planning Process

Multi-year Perspective

Projected Capital Planning

13
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