7
British Gas

ooooooooooooooooooooo

SOLVENCY AND FINANCIAL
CONDITION REPORT

BRITISH GAS INSURANCE LIMITED

Year Ended 31 December 2018



7
British Gas

Looking after your world British Gas Insurance Limited

Solvency and Financial Condition Report 2018

CONTENTS

SUMIMARY ...iiiiitiiitiiiiiiniiieieiiiiissiieeesisssssssssesessssssssssssssessssssssssssessssesssssssssasesssssssssssssssessssssssssssseessssssssns
DIRECTORS’ REPORT
INDEPENDENT AUDITOR’S REPORT

A BUSINESS AND PERFORMANCE .......cciiiininnninnniiiiniiiiisssssssssssnsiiiiissssmisisisssisismssssssssmmssmnsssssssnes
Al BUSINESS ..o
A2 UNDERWRITING PERFORMANCE
A3 INVESTMENT PERFORMANCE....................
A4 PERFORMANCE OF OTHER ACTIVITIES ....oouiiiiiiiiiiiicic ettt 13
A5 ANY OTHER INFORMATION ...couiiiiiiiiticiite ettt sb bbb an e en 13
B SYSTEM OF GOVERNANCE........ccotttiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiisiiisiiissiississsisssesseesssssssesssesssssssssseeeesssesessssssssens 14
B.1 GENERAL INFORMATION ON THE SYSTEM OF GOVERNANCE .......cccoiiiiiiiiiiiiiiniiciec e 14
B.2 FIT AND PROPER REQUIREMENTS ....oouiiiiiiiiiiiiii ittt 16
B.3 RISK MANAGEMENT SYSTEM INCLUDING THE OWN RISK AND SOLVENCY ASSESSMENT .....cccvviiiiiiiiniiiiiiene 16
B.4 INTERNAL CONTROL SYSTEM

B.5 INTERNAL AUDIT FUNCTION.....
B.6 ACTUARIAL FUNCTION ..........
B.7 OUTSOURCING ...ttt b e et e e bt s b e e be s et e e e bt e e be s saa e e eaeesabeeeaneebee s
B.8 ANY OTHER INFORMATION ...oiiiiiitiicii ettt b e sae e e eae s st ean s

LT 1] | 24 10 | N
C1 UNDERWRITING RISK ..ottt a e s san s
C.2 Y = I )P
C3 CREDIT RISK ettt e be e et e e e at e s b e e b e e eae e sbe e e e e ebee s
C4a LIQUIDITY RISK ettt et b s et e e bt sae s b e e s b e s be e e b e s e aaesabeeeans
C5 OPERATIONAL RISK ...ttt et b e saa e b e s b e san e e bae s
C.6 OTHER MATERIAL RISKS ........
C.7 ANY OTHER INFORMATION ..ottt ettt b s saa e e eae s st ean s

D  VALUATION FOR SOLVENCY PURPOSES.........ceovviiiiiiiiiiiiiiiiiiniiiniiininiinessssessssssssesssssesssssssssssssssssssssssesees
D.1 ASSETS e e e e e b e e ae s e b eae s
D.2 TECHNICAL PROVISIONS ...ttt s b e saa s snn e snn s
D.3 OTHER LIABILITIES oottt st sb st saa e b e e b e e saa e e ra e 29
D.4 ALTERNATIVE METHODS FOR VALUATION ..ottt 30
D.5 ANY OTHER INFORMATION ..ottt bbb e e s eae e s ab e eae s 30

E  CAPITAL MANAGEMENT .....ciitiiiiiiiiiiiiiiiiiiiisissssssssssssssssssssssssssssssssssssssessssssssssesssssssssssesssssssssnes 31
E.1 OWN FUNDS ...ttt e st a e b b e e b e e st e e b e e e b e e s bt e et e saa e e s bs e s b e e snaeenae s 31
E.2 SOLVENCY CAPITAL REQUIREMENT AND MINIMUM CAPITAL REQUIREMENT ....ccocoviiiiiiiiiiiiiniiicicciccnccne 32
E.3 USE OF THE DURATION-BASED EQUITY RISK SUB-MODULE IN THE CALCULATION OF THE SCR.......covvviiiiiiiinen. 36
E.4 DIFFERENCES BETWEEN THE STANDARD FORMULA AND PARTIAL INTERNAL MODEL.......cccoevviiiiiiiiiiiiicieenee, 36
E.5 NON-COMPLIANCE WITH THE MCR AND NON-COMPLIANCE WITH THE SCR.......cccoivviiiiiiiiiniiiiicicciccne, 37
E.6 ANY OTHER INFORMATION ..ottt s st b e saa e saa e san e snn s

I 10 1 L

G APPENDIX: PUBLIC QUANTITATIVE REPORTING TEMPLATES

BGIL SFCR 2018 Summary 1



g
British Gas

Looking after your world British Gas Insurance Limited

Solvency and Financial Condition Report 2018

SUMMARY
(Unaudited)

British Gas Insurance Limited underwrites general insurance risks in the UK, within the assistance?! class of
business. The HomeCare range covers the breakdown of domestic boilers and central heating systems, as well
as options to cover plumbing & drains and home electrics. We also offer appliance cover.

We are authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority.

All business is introduced to British Gas Insurance Limited by British Gas Services Limited, an insurance
intermediary directly authorised and regulated by the Financial Conduct Authority and part of the Centrica
Group.

BUSINESS AND PERFORMANCE

There has been a reduction in customer numbers over the year, reflecting a competitive marketplace. This
reduction, along with periods of colder weather when there is increased demand on central heating systems
and more boiler breakdowns, has contributed to lower underwriting profit in 2018.

Underwriting profit

Section A has more information on our business and performance.
SYSTEM OF GOVERNANCE
Governance is provided through the Board, its sub-committees and Executive committees.

We have a robust risk management system in place to identify, measure, monitor, manage and report on the
risks to our business strategy and delivery of our objectives. We operate a ‘three lines of defence’ governance
model to ensure appropriate segregation of risk ownership, oversight and assurance responsibilities.

e  First line: business management is accountable for implementing and using the risk management
framework.

e Second line: Risk and Compliance functions are accountable for providing an independent and forward-
looking view of the risk profile to the Board, as well as providing the necessary oversight and challenge
to the first line.

e Third line: Internal Audit is accountable for providing independent assurance on the adequacy and
effectiveness of risk management and control.

Section B has more information on our system of governance.

! Customers can also arrange home insurance through British Gas but we do not underwrite it and so this report does not cover home
insurance.

BGIL SFCR 2018 Summary 2
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RISK PROFILE

Our risk profile is very similar to last year. Underwriting risk and operational risk remain key risks. Cold weather
risk is our biggest underwriting risk and how British Gas Services Limited deal with customers drives our
operational risk.

Compared to many other insurers, our operational risks represent a bigger proportion of our total risk profile.
This is a feature of our comparatively low underwriting risk due to the quick settlement of claims at a unit cost
per claim.

2018 2017

Marketrisk, 3% o Marketrisk, 1%
Underwriting risk, 42% Underwriting risk, 45%

-

Operational risk,48%  Counterpartydefaultrisk, 7% Operational risk , 46%

Counterpartydefaultrisk, 7%

The risks associated with Brexit continue to be monitored. As a UK-only insurer, we are not affected by
passporting arrangements, or exposed to currency risk, but we are exposed to general UK economic conditions.
In addition, the ability of British Gas Services Limited to deliver services is potentially impacted, although
contingency measures are in place.

VALUATION FOR SOLVENCY PURPOSES

Our own funds (excess of assets over liabilities) have decreased but that is mostly due to a decrease in assets as
a result of higher dividends being paid in 2018.

Balance sheet

Assets, £204.5m
2017 L|ab|I|t|e5,£381m Own funds, £166.4m
501 s
018 Liabilities, £20.5m Own funds, £151.1m

B Assets M Liabilities

Further information on assets and liabilities is provided in section D.

BGIL SFCR 2018 Summary 3
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CAPITAL MANAGEMENT

In 2018 the Prudential Regulation Authority approved the use of our own model to calculate operational risk
and counterparty default risk, in addition to underwriting risk. Last year we calculated operational risk and
counterparty default risk using a formulaic approach? but this did not adequately reflect our risk profile. Using
our own model has decreased the amount of capital we are required to hold.

Our aim is to maintain sufficient capital to meet claims as they fall due, protect the interests of customers and
meet operating needs and regulatory requirements. We hold enough funds to cover our capital requirement
plus a margin. Our policy is to pay excess funds as a dividend (subject to ongoing business performance being
within risk appetite, and any other relevant factors) so our capital coverage is similar to last year.

We pay dividends to our parent company, GB Gas Holdings. We paid a 2017 dividend of £56m in May 2018. We
also paid a dividend of £20m in December 2018 and we expect to pay a further dividend for 2018 of £47m in
May 2019, reducing our own funds to £104.1m which is £30.2m above our Solvency Capital Requirement (SCR).

Capital Coverage

£110.4m
2017 £79.6m

Capital coverage=139%, Solvency Il surplus =£30.8m

£104.1m
2018 £73.9m

Capital coverage=141%, Solvency Il surplus =£30.2m

M Eligible own funds B Solvency Capital Requirement

The minimum amount of capital that we must hold (our MCR) is £33.3m.
We have maintained sufficient own funds to meet both our SCR and our MCR throughout the reporting period.

Section E contains further information on capital management.

2 Solvency Il Standard Formula plus a PRA-approved capital add-on. Further detail is in section E.

BGIL SFCR 2018 Summary 4
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MEANING OF TERMS

Capital coverage

Insurers are required to hold enough eligible own funds to cover the
SCR.

The capital coverage ratio, defined as eligible own funds divided by
the SCR, must be at least 100%.

Counterparty default risk (credit risk)

Credit risk is defined as the risk of loss resulting from fluctuations in
the credit standing of issuers of securities, counterparties and any
debtors to which British Gas Insurance is exposed.

Market risk

Market risk is the risk of loss resulting from fluctuations in the level
and volatility of market prices of assets and liabilities.

Operational risk

Operational risk is the risk of loss, or other adverse consequences,
resulting from inadequate or failed internal processes, people,
systems or external events.

Own funds

(Eligible own funds)

Own funds represent the excess of assets over liabilities.

Eligible own funds are own funds after approved dividends have
been deducted.

Parent company

The parent company of British Gas Insurance Limited is GB Gas
Holdings Limited, part of the Centrica Group.

Solvency I

Solvency Il is a EU-wide regulatory regime.

Solvency Capital Requirement (SCR)

The SCR represents the level of eligible own funds required to
provide assurance that the Company can absorb significant losses in
remote (1 in 200) scenarios, and still meet policyholders’ claims costs
and other obligations as they fall due.

Underwriting risk

Underwriting risk refers to fluctuations in the timing, frequency and
severity of insured events relative to the expectations of the insurer
at the time of underwriting.

There is also a glossary of terms at the end of the report.

BGIL SFCR 2018

Summary 5
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DIRECTORS’ REPORT
(Unaudited)

We acknowledge our responsibility for preparing the Solvency and Financial Condition Report in all material
respects in accordance with the PRA Rules and Solvency Il Regulations.

We are satisfied that:

e throughout the financial year in question, the insurer has complied in all material respects with the
requirements of the PRA rules and Solvency Il Regulations as applicable to the Company; and

e it is reasonable to believe that, at the date of the publication of the Solvency and Financial Condition
Report, the Company has continued to comply, and will continue so to comply in the future.

For and on behalf of the Board of British Gas Insurance Limited:

Stephen O’Dwyer
Finance Director

9 April 2019

BGIL SFCR 2018 Directors’ Report 6
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REPORT OF THE EXTERNAL INDEPENDENT AUDITOR TO THE DIRECTORS OF BRITISH
GAS INSURANCE LIMITED (‘'THE COMPANY’) PURSUANT TO RULE 4.1 (2) OF THE
EXTERNAL AUDIT CHAPTER OF THE PRA RULEBOOK APPLICABLE TO SOLVENCY II FIRMS

Report on the Audit of the relevant elements of the Solvency and Financial Condition
Report ("SFCR")

Opinion

Except as stated below, we have audited the following documents prepared by the Company as at

31 December 2018:

o the ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the SFCR of the
Company as at 31 December 2018, (‘the Narrative Disclosures subject to audit’); and

. Company templates S.02.01.02, S.17.01.02, S.23.01.01, S.28.01.01 (‘the Templates
subject to audit’).

The Narrative Disclosures subject to audit and the Templates subject to audit are collectively
referred to as the ‘relevant elements of the SFCR'.

We are not required to audit, nor have we audited, and as a consequence do not express an
opinion on the Other Information which comprises:

o information contained within the relevant elements of the SFCR set out about above which
are, or derive from the Solvency Capital Requirement, as identified in the Appendix to this
report;

o the ‘Executive summary’, ‘Business and performance’, ‘System of governance’ and ‘Risk

profile’ elements of the SFCR;

. Company templates S.05.01.02, S.05.02.01, S.19.01.21, S.25.02.21, S.25.03.21;

o the written acknowledgement by management of their responsibilities, including for the
preparation of the SFCR (‘the Responsibility Statement’).

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

In our opinion, the information subject to audit in the relevant elements of the SFCR of the
Company as at 31 December 2018 is prepared, in all material respects, in accordance with the
financial reporting provisions of the PRA Rules and Solvency II regulations on which they are
based, as modified by relevant supervisory modifications, and as supplemented by supervisory
approvals and determinations.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK),
including ISA (UK) 800 and ISA (UK) 805, and applicable law. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities for the Audit of the relevant
elements of the Solvency and Financial Condition Report section of our report. We are independent
of the Company in accordance with the ethical requirements that are relevant to our audit of the
SFCR in the UK, including the Financial Reporting Council’s (the ‘FRC’s") Ethical Standards as
applied to public interest entities, and we have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter — Basis of Accounting

We draw attention to the ‘Valuation for solvency purposes’ and ‘Capital Management’ and other
relevant disclosures sections of the SFCR, which describe the basis of accounting. The SFCR is
prepared in compliance with the financial reporting provisions of the PRA Rules and Solvency II
regulations, and therefore in accordance with a special purpose financial reporting framework. The
SFCR is required to be published, and intended users include but are not limited to the PRA. As a
result, the SFCR may not be suitable for another purpose. Our opinion is not modified in respect of
these matters.

BGIL SFCR 2018 Independent Auditor's Report 7
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Conclusions relating to going concern
We are required by ISAs (UK) to report in respect of the following matters where:

o the Directors’ use of the going concern basis of accounting in the preparation of the SFCR is
not appropriate; or
. the Directors have not disclosed in the SFCR any identified material uncertainties that may

cast significant doubt about the Company’s ability to continue to adopt the going concern
basis of accounting for a period of at least twelve months from the date when the SFCR is
authorised for issue.

We have nothing to report in relation to these matters.

Other Information
The Directors are responsible for the Other Information.

Our opinion on the relevant elements of the SFCR does not cover the Other Information and, we
do not express an audit opinion or any form of assurance conclusion thereon.

In connection with our audit of the SFCR, our responsibility is to read the Other Information and,
in doing so, consider whether the Other Information is materially inconsistent with the relevant
elements of the SFCR, or our knowledge obtained in the audit, or otherwise appears to be
materially misstated. If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether there is a material misstatement in the
relevant elements of the SFCR or a material misstatement of the Other Information. If, based on
the work we have performed, we conclude that there is a material misstatement of this Other
Information, we are required to report that fact.

We have nothing to report in relation to these matters.

Responsibilities of Directors for the Solvency and Financial Condition Report

The Directors are responsible for the preparation of the SFCR in accordance with the financial
reporting provisions of the PRA rules and Solvency II regulations which have been modified by the
modifications, and supplemented by the approvals and determinations made by the PRA under
section 138A of FSMA, the PRA Rules and Solvency II regulations on which they are based.

The Directors are also responsible for such internal control as they determine is necessary to
enable the preparation of a SFCR that is free from material misstatement, whether due to fraud or
error.

Auditor’'s Responsibilities for the Audit of the relevant elements of the Solvency and
Financial Condition Report

It is our responsibility to form an independent opinion as to whether the relevant elements of the
SFCR are prepared, in all material respects, with financial reporting provisions of the PRA Rules
and Solvency II regulations on which they are based.

Our objectives are to obtain reasonable assurance about whether the relevant elements of the
SFCR are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but it is not a
guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the
decision making or the judgement of the users taken on the basis of the SFCR.

A further description of our responsibilities for the audit of the financial statements is located on
the FRC's website at: https://www.frc.org.uk/auditorsresponsibilities.
The same responsibilities apply to the audit of the SFCR.

BGIL SFCR 2018 Independent Auditor's Report 8



British Gas Insurance Limited
Solvency and Financial Condition Report 2018

Other Matter

The Company has authority to calculate its Solvency Capital Requirement using a partial internal
model (“the Model”) approved by the Prudential Regulation Authority in accordance with the
Solvency II Regulations. In forming our opinion (and in accordance with PRA Rules), we are not
required to audit the inputs to, design of, operating effectiveness of and outputs from the Model,
or whether the Model is being applied in accordance with the Company’s application or approval
order.

Report on Other Legal and Regulatory Requirements.

In accordance with Rule 4.1 (3) of the External Audit Chapter of the PRA Rulebook for Solvency II
firms we are also required to consider whether the Other Information is materially inconsistent
with our knowledge obtained in the audit of British Gas Insurance Limited’s statutory financial
statements. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact.

We have nothing to report in relation to this matter.

Use of our Report

This report is made solely to the Directors of British Gas Insurance Limited in accordance with Rule
4.1 (2) of the External Audit Chapter of the PRA Rulebook for Solvency II firms. We acknowledge
that our report will be provided to the PRA for the use of the PRA solely for the purposes set down
by statute and the PRA’s rules. Our audit work has been undertaken so that we might state to the
insurer’s Directors those matters we are required to state to them in an auditor’s report on the
relevant elements of the SFCR and for no other purpose. To the fullest extent permitted by law, we
do not accept or assume responsibility to anyone other than the Company and the PRA, for our
audit work, for this report or for the opinions we have formed.

(S

Adam Addis, ACA (Senior Statutory Auditor)
Deloitte LLP

1 New Street Square

London

EC4A 3HQ

9 April 2019

BGIL SFCR 2018 Independent Auditor's Report 9



British Gas Insurance Limited
Solvency and Financial Condition Report 2018

Appendix - relevant elements of the Solvency and Financial Condition Report that are
not subject to audit

Solo partial internal model

The following elements of template S.02.01.02:
o Row RO0550: Technical provisions — non-life (excluding health) - risk margin
o Row R0590: Technical provisions — health (similar to non-life) — risk margin
o Row R0640: Technical provisions — health (similar to life) - risk margin
o Row R0680: Technical provisions - life (excluding health and index-linked and
unit-linked) risk margin
o Row R0720: Technical provisions - Index-linked and unit-linked - risk margin

The following elements of template S.17.01.02
o Row R0280: Technical provisions calculated as a sum of BE and RM — Risk margin
o Rows R0290 to R0310 - Amount of transitional measure on technical provisions

The following elements of template S.23.01.01
o Row R0580: SCR
o Row R0740: Adjustment for restricted own fund items in respect of matching
adjustment portfolios and ring fenced funds

The following elements of template S.28.01.01
o Row R0310: SCR

Elements of the Narrative Disclosures subject to audit identified as ‘unaudited’.

BGIL SFCR 2018 Independent Auditor's Report 10
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INTRODUCTION

The requirement to produce an annual Solvency and Financial Condition Report follows the introduction of the
Solvency Il regime on 1 January 2016 for the EU insurance industry. This includes standards for assessing capital
requirements and governance over risk management, with the principal objectives of improved comparability
of information across the insurance industry and increased policyholder protection. The summary is intended
for policyholders with the remaining sections aimed at analysts.

This report for British Gas Insurance Limited (“BGIL” or “the Company”) presents information on business and
performance, the system of governance, risk profile, valuation of assets and liabilities, and capital management.

Information about the business and performance of the Company is also included in BGIL's Annual Report and
Financial Statements for 2018.

Parts of the SFCR are subject to external audit, as indicated, and explained in the Independent Auditor’s report.
Figures are presented on a Solvency Il basis, unless indicated otherwise.

A BUSINESS AND PERFORMANCE

(Unaudited)

A.1  BUSINESS

A.1.1 COMPANY INFORMATION

British Gas Insurance Limited is incorporated in the United Kingdom and registered in England and Wales under
the company registration number 06608316. It is authorised by the Prudential Regulation Authority, and
regulated by the Financial Conduct Authority and the Prudential Regulation Authority under Financial Services
Register number 490565.

Its registered office and details of its supervisors and auditor are as follows:

Registered Office

British Gas Insurance Limited
Millstream, Maidenhead Road
Windsor

Berkshire

SL4 5GD

+44 (0) 1753 494000

Supervisory Authority
Prudential Regulatory Authority
20 Moorgate

London

EC2R 6DA

+44 (0) 20 7601 4444

BGIL SFCR 2018

External Auditor
Deloitte LLP

Hill House

1 New Street Square
London

EC4A 3HQ

+44 (0) 20 7936 3000

Supervisory Authority
Financial Conduct Authority
12 Endeavour Square
London

E20 1JN

+44 (0) 20 7066 1000

Business and Performance 11
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A.1.2 GROUP STRUCTURE

BGIL is a private company limited by shares and is a wholly owned subsidiary of GB Gas Holdings Limited within
the Centrica Group.

BRITISH GAS

BRITISH GAS OTHER UK HOME
SERVICES LIMITED COMPANIES

INSURANCE
LIMITED

All business is introduced to BGIL by BGSL, an insurance intermediary directly authorised and regulated by the
FCA and part of the Centrica Group.

Further information about the activities outsourced to BGSL are included in section B.7.

A.1.3  LINES OF BUSINESS

BGIL underwrites general insurance risks in the UK, within the assistance class of business, covering the
breakdown of domestic boilers and central heating systems, plumbing & drains, and electrical and gas
appliances. The Company does not write risks outside the UK.

A.2  UNDERWRITING PERFORMANCE

Underwriting performance at 31 December 2018 2047
£m £m
Gross written premium 1,033.8 1,012.1
Gross earned premium 1,023.2 1,030.6
Claims incurred (470.2) (462.4)
Expenses incurred (477.0) (473.6)
Other expenses (3.1) (15.0)
Underwriting profit 72.8 79.7
Combined operating ratio (COR) 92.9% 92.3%

There has been a reduction in policies in force over the year to 7.7m (2017: 7.9m) due to a decrease in customer
numbers to 3.1m (2017: 3.2m) reflecting a competitive marketplace.

Underwriting performance in both 2017 and 2018 was within risk appetite tolerances, with periods of colder
weather and reduced exposure contributing to a lower underwriting profit in 2018.

BGIL SFCR 2018 Business and Performance 12
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A.3  INVESTMENT PERFORMANCE

A3.1 INVESTMENTS BY ASSET CLASS

Investments held by BGIL are shown below. BGIL invests in short duration, high-quality fixed interest securities
and deposit-based investments.

Investments at 31 December LA Ly
£m £m
Collective investment undertakings 129.7 198.7
Cash deposits 40.3 5.0
Total investments 170.0 203.7

The decrease in investments over the year is primarily due to higher dividends being paid in 2018. Further
information is in section A.4.

A.3.2 INVESTMENT INCOME AND EXPENSES

Investment income at 31 December LA e
£fm £m
Investment income 1.3 0.7
Investment expenses (0.2) (0.2)
Net investment income 1.1 0.5

All investment income and expenses relate to unit holdings in short-term money market funds and deposits with
financial institutions. Expenses represent fees paid to investment managers.

A.4 PERFORMANCE OF OTHER ACTIVITIES

BGIL paid a 2017 dividend to its parent company, GBGH, of £56m in May 2018 and a 2018 interim dividend of
£20m in December 2018. The Board have approved a dividend of £47m to be paid to GBGH in May 2019.

Further information is in section E.1.

A.5 ANY OTHER INFORMATION
BGIL does not invest in equity or have any investments in securitisation.

There is no other information to report.

BGIL SFCR 2018 Business and Performance 13
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B SYSTEM OF GOVERNANCE
(Unaudited)

Information in this section relates to the system of governance for the year ending 31 December 2018. A new
governance structure has been adopted with effect from 1 January 2019. Further details are provided in section
B.8.3.

B.1 GENERAL INFORMATION ON THE SYSTEM OF GOVERNANCE

B.1.1 GOVERNANCE STRUCTURE

BGIL’s governance structure for the year ending 31 December 2018 is shown below. Elements of BGSL’s
governance structure are also shown since BGIL's relationship with BGSL informs BGIL’'s operational and
counterparty default risks. Further details are provided in sections C and E.

BGIL BGIL BGIL
Nomination & Executive Risk, Audit &
Remuneration Management Compliance

Committee Committee Committee

BGSL
Risk, Audit &

Compliance
Committee

BGIL
Enterprise Risk
Management
Committee

BGIL BGIL

BGIL
Insurance Risk
Committee

BGSL

Counterparty & N X
Operating Units

Operational Risk
Committee

Capital &
Investment
Committee

B.1.2  ROLES AND RESPONSIBILITIES

Board

The Board has overall responsibility for the oversight of the management of BGIL. Its objectives include setting
the strategic aims, monitoring management’s performance against those aims, setting risk appetite and ensuring
that effective controls are in place. Any major changes to the Company’s business activities must be approved
by the Board before implementation. The Board meets at least quarterly. Minutes of all Board meetings are
recorded and reflect the substance of the discussion as well as the decisions made.

The Board comprises an independent non-executive chairman, non-executive directors and executive directors.

Board Sub-Committees

All authority flows from the Board but it delegates to sub-committees. Responsibilities are set out in the
respective terms of reference.

The following sub-committees were in place over the reporting period:

e The Nomination & Remuneration Committee: responsible for the nomination and approval of senior
management appointments and for the effective operation of the remuneration policy.

e The Executive Management Committee: the main operational committee of the Board, responsible for
implementing the business strategy and decisions of the Board.

BGIL SFCR 2018 System of Governance 14
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e TheRisk, Audit & Compliance Committee: responsible for the Company’s risk, compliance, actuarial and
internal audit functions as well as internal controls and financial matters. Joint meetings were held with
the equivalent BGSL committee twice a year.

Executive Committees
The Board sub-committees were supported by the following Executive committees over the reporting period:

e Enterprise Risk Management Committee: a sub-committee of the Risk, Audit & Compliance Committee
with second line responsibility for providing challenge to the Executive’s risk management and control
activity, including the oversight of the development and operation of BGIL’s partial internal model.

e Counterparty & Operational Risk Committee: responsible for managing the counterparty and
operational risk framework.

e Insurance Risk Committee: responsible for managing the insurance risk framework.

e Capital & Investment Committee: responsible for capital management and market risk.

Key Functions
BGIL has the following Solvency Il key functions:

e  Risk Function (section B.3).

e Compliance Function (section B.4).
e Internal Audit (section B.5).

e  Actuarial Function (section B.6).

B.1.3 MATERIAL CHANGES TO THE SYSTEM OF GOVERNANCE OVER THE REPORTING PERIOD
There were no material changes to the system of governance over the reporting period.

In preparation for the new governance structure effective from 1 January 2019 (section B.8.3) some directors
resigned over the year and new directors have been appointed:

e  Christopher Stern (independent non-executive chairman) resigned on 30 September 2018.

e Robin Phipps (independent non-executive chairman) was appointed on 5 December 2018.

e Edward Dutton (executive) resigned from the Board on 31 December 2018.

e David Young (independent non-executive) resigned on 31 December 2018. He held the post of interim
chairman between 30 September 2018 and 5 December 2018.

In addition, David Hindley (independent non-executive) was appointed on 1 January 2018.

Information about appointments after the reporting period is included in section B.8.3.

B.1.4 REMUNERATION POLICY

BGIL employees are employed under Centrica (or other Group company) contracts but BGIL has its own
remuneration policy which is aligned to the Centrica plc reward framework and remuneration principles. It
applies to BGIL's management and key employees whose professional activities have a material impact on BGIL's
risk profile.

The key goal of the reward philosophy is to attract and retain top talent and motivate high performance while
rewarding the right skills, behaviours and outcomes necessary to meet the long-term business strategy and
ensure fair treatment of customers. Remuneration is managed and structured in line with PRA regulations with
the fixed component of an individual’'s remuneration representing an appropriate proportion of total
remuneration so that bonus payments do not skew decision making towards short term benefits.

The BGIL remuneration policy includes the following components:

e Base salary.
e Incentive plan: designed to reward the delivery of key strategic priorities for the year. The amount
awarded each year depends on the financial performance of Centrica plc over the year and is also
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measured against individual objectives that align with Centrica’s and BGIL’s business strategies. The
target and maximum incentive payment is typically defined as a percentage of base salary. The award
may be delivered entirely in cash, or as a combination of cash and deferred shares, depending on
seniority and performance rating. Claw-back and malus provisions apply to deferred shares.

e Pension: new hires are offered membership of the Centrica defined contribution arrangement with a
defined benefit arrangement in place for employees who joined prior to 2009. BGIL has no pension
scheme of its own. BGIL has no material pension liabilities in respect of the defined benefit scheme.

e Benefits: Centrica offers other benefits including car allowance, life assurance and flexible benefits.

e Share plans: All UK-based employees are entitled to participate in HMRC-approved share plans.

B.1.5 MATERIAL TRANSACTIONS

No material transactions have been identified during the reporting period with shareholders, with persons who
exercise a significant influence on the undertaking, or with members of the administrative, management or
supervisory body.

B.2  FIT AND PROPER REQUIREMENTS

BGIL implements policies and procedures to ensure persons who effectively run the Company, or have
responsibility for key functions, are fit and proper to do so.

Individuals holding Senior Manager Functions are required to receive prior approval from the PRA and/or FCA
before they can perform their role. Appointments are subject to background and good repute checks.

An individual’s fitness to perform their role refers to their competence and capability including skills, knowledge
and expertise. Assessments of fitness are tailored to the role, including knowledge and understanding of:

e The markets in which they operate (i.e. insurance or financial services).
e Business strategy and business model.

e System of governance.

e Financial and, where relevant, actuarial analysis.

e Regulatory framework and requirements.

B.3  RISK MANAGEMENT SYSTEM INCLUDING THE OWN RISK AND SOLVENCY ASSESSMENT

B.3.1 CHIEF RISK OFFICER
The Risk Management Function is led by the Chief Risk Officer whose role includes:

e  Contributing to the strategy and management of the company via membership of the BGIL Executive

committees.

e Responsibility for the overall management of the risk management system and the Risk and Compliance
functions.

e Ensuring BGIL activities comply with current legislation and regulations, including through second line
opinion.

e Coordinating the ORSA processes and report.
e Promoting good and active working relationships with the PRA.

B.3.2  RISK MANAGEMENT FRAMEWORK

BGIL’s risk management system starts with its Enterprise Risk Management Framework, the primary objective
of which is to ensure that processes are in place for effective planning, organising, leading and controlling of
BGIL activities to manage the effect of risk on BGIL’s capital and earnings, while ensuring good customer
outcomes and employee safety.

Governance is achieved through the implementation of a ‘three lines of defence’ model that ensures appropriate
segregation of risk ownership, oversight and assurance responsibilities.
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e  First line: business management is accountable for implementing and using the risk management
framework.

e Second line: Risk and Compliance functions are accountable for providing an independent and forward-
looking view of the risk profile to the Board, as well as providing the necessary oversight and challenge
to the first line.

e Third line: Internal Audit is accountable for providing independent assurance on the adequacy and
effectiveness of risk management and control.

B.3.3  RISK MANAGEMENT SYSTEM

Risk Policies

To support its objectives, BGIL's risk management framework includes a comprehensive set of risk policies which
cover the partial internal model as well as all material risk categories to which BGIL is exposed. They are
approved annually by the Board and/or appropriate sub-committees.

Risk Appetite Statements
Risk appetite is the amount of risk which the Board is willing to take to meet its strategic objectives.
Risk appetite statements are reviewed annually and approved by the Board.

The Risk Function is responsible for monitoring and reporting against the risk appetite statements. If a risk
appetite threshold has been (or is close to being) breached, action is taken to bring the exposure level back
within the accepted range. Out of appetite statements are reported to the Board and relevant sub-committees.

B.3.4  RISK PROCESSES

BGIL’s risk management system includes the five processes below:

Identification

BGIL identifies current, emerging and future risks through various means such as meetings, workshops and
seminars.

Once a new or emerging risk has been identified a risk owner is assigned and the risk is added to the risk register.

Measurement

BGIL measures risk using a risk matrix approach as well as scenario analysis.

Management

A comprehensive controls framework exists which ensures risk is managed within agreed appetite and tolerance
levels.

Monitoring

Monitoring to ensure that risks are accurately evaluated and adequately controlled is integral to the risk
management processes. Monitoring is achieved through the BGIL controls framework, stress and scenario
testing, risk and control owner reviews, second line monitoring by the Risk and Compliance functions, and third
line of defence reviews.

Reporting

Risk reporting and communication forms a vital part of the process to ensure visibility and transparency of risks
at both a BGIL and a Group level. Various risk reports are produced including risk dashboards and the ORSA
report.
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B.3.5 RISK MODELLING

BGIL has a partial internal model which it uses to calculate its SCR and economic capital requirement. Further
details are provided in section E.2.

Oversight of the partial internal model is provided in the first instance by the Counterparty & Operational Risk
Committee, and the Insurance Risk Committee.

The Executive committees are responsible for ensuring the model is performing as intended and reflects the risk
profile of the business.

Oversight is also provided by Board sub-committees, which are responsible for the ongoing appropriateness of
the design and operation of the model, as well as for reviewing all model changes and validation reports.
Independent validation of the modelling underlying the SCR is undertaken by an external firm on behalf of the
Risk Function.

The Board is required to approve BGIL's SCR, appropriate summaries of internal model results and validation
reports on an annual basis.

B.3.6 OWN RISK AND SOLVENCY ASSESSMENT (“ORSA”)

The ORSA enables senior management to make business decisions relating to medium term capital management
and business planning.

The ORSA process is cyclical and incorporates several underlying business processes. The full cycle is performed
at least annually, or more frequently if required in response to material changes in the internal or external
environment.

The ORSA:

e |sforward looking and considers risks, solvency and capital management over a three-year horizon.

e Considers all the key risks that face the business, including those not in the SCR such as liquidity and
strategic risks.

e Considers the link between the resulting risk profile, the approved risk appetite and the economic and
regulatory capital requirements.

e Includes stress and scenario testing and reverse stress testing.

The Board own the ORSA process with the CRO being responsible for coordinating the underlying ORSA
processes and for producing an ORSA report. The underlying processes are undertaken throughout the year and
reports for each key process are produced for the Board and reviewed by Executive committees. The ORSA
report, which contains the key results and conclusions of the underlying processes, is reviewed by the Board and
appropriate sub-committees, and approved by the Board.

B.4 INTERNAL CONTROL SYSTEM

B.4.1 INTERNAL CONTROLS FRAMEWORK

BGIL has an internal controls framework designed to provide assurance that business objectives, including good
customer outcomes and compliance with regulations, are met.

The three lines of defence model (section B.3.2) is used within the controls framework as follows:

e The first line develops controls and performs a control self-assessment.
e The Risk Function provides a second line of defence by:
o Coordinating control related activities and implementing the controls framework.
o Supporting the first line in developing their controls and providing oversight of first line control
self-assessments.
o Managing the second line review of controls and performing gap analyses of all controls against
regulatory frameworks.
o Maintaining logs of controls development and analysing control effectiveness.
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e Internal Audit are responsible for a third line review of controls.
Governance over the internal control framework is achieved through:

e Executive committees:
o Responsible for embedding the controls framework and for ensuring effective controls are in place
to mitigate all monitored risks.
o Responsible for overseeing the effective implementation of the controls framework and for
assessing the effectiveness of controls.
e Board sub-committees: responsible for assessing the overall quality and effectiveness of the control
systems.
e The Board has overall responsibility for ensuring the internal controls and systems are adequate,
appropriate, proportionate and effective in mitigating the risks to which the business is exposed.

B.4.2 COMPLIANCE FUNCTION
BGIL has a Compliance Function responsible for:

e  Ensuring compliance with relevant regulatory requirements.

e  Ensuring compliance with the conduct standards and individual/senior manager rules as set out by the
PRA and FCA.

e Providing second line opinion and advice with respect to compliance.

e Promoting good and active working relationships with the PRA.

The Compliance Function reports to the Board and relevant sub-committees.

B.5 INTERNAL AUDIT FUNCTION

Internal Audit is outsourced to the Group Internal Audit department which uses some of its own staff as well as
resource from external audit firms. Group Internal Audit reports directly to the relevant sub-committees of the
Board.

B.6 ACTUARIAL FUNCTION

The Actuarial Function undertakes tasks required by Solvency Il. An actuarial function report is produced
annually for the Board which describes the tasks undertaken by the Actuarial Function over the year, provides
recommendations, and includes opinions on technical provisions, the underwriting policy and the reinsurance
policy.

The Actuarial Function is led by the Director of Underwriting and Actuarial. There is potential for conflict of
interest in respect of the underwriting and reinsurance opinion, which is mitigated by a triennial independent
third-party review. The last review was undertaken in 2017.

At all times, the Director of Underwriting and Actuarial has unrestricted access to relevant information and is
not constrained, controlled or unduly influenced in respect of relevant actuarial matters.
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B.7 OUTSOURCING

BGIL has outsourcing arrangements for the provision of material services by third party service providers.
Material services are those which are critical to the business model or are of such importance that weakness, or
failure, of the services would cause detriment to customers and/or cast serious doubt upon an ability to meet
regulatory requirements. BGIL will only outsource material services to group companies. Non-material services
may be outsourced to external service providers if the services cannot be obtained in-house.

Material services outsourced by BGIL are as follows:

Services outsourced to British Gas Services Limited  Services outsourced to Centrica plc

Sales and Marketing Some Ethics and Compliance activities
Product design Finance

Policy administration Treasury and Investment Services
Claims handling services Internal Audit

Claims fulfilment Information Systems

Complaints handling Human Resources

Retail pricing

A services agreement between BGIL and BGSL sets out the activities undertaken by each entity. Processes are in
place to actively monitor and manage risks relating to these services.

No customer facing activities are outsourced outside the UK although some support services that are provided
by Centrica, but are not critical to BGIL, are outsourced overseas. BGIL's Outsourcing Policy and all material
outsourcing arrangements are approved by the Board and have been designed to meet all relevant regulations.

Directors and/or members of the Risk Function attend relevant management committees of group companies
and analyse relevant management information to enable identification of operational and other risks arising
from outsourcing arrangements.

The CRO provides regular reports to the Board on the associated risks and monitoring of the outsourced
arrangements.

B.8 ANY OTHER INFORMATION

B.8.1 BOARD DIVERSITY POLICY

The Board ensures diversity in recruitment processes and actively promotes diversity at all levels in the business
through its Diversity Policy.

Throughout the process of appointment of Board members, due regard is given to ensuring fairness and diversity
through consideration of skills, experiences and competencies. The recruitment process complies with Group
HR recruitment processes and the Centrica UK Diversity, Respect and Inclusion Policy.

B.8.2  SENIOR MANAGERS AND CERTIFICATION REGIME

BGIL has complied with the Senior Managers & Certification Regime since its date of implementation of 10
December 2018.
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B.8.3 GOVERNANCE CHANGES AFTER THE REPORTING PERIOD

A review of governance was undertaken in 2018 and a new governance structure has been implemented with
effect from 1 January 2019 which aims to:

e Improve outcomes for customers through the end-to-end view of the customer journey under common
Board governance.

e  (Clarify accountability.

e Implement the succession plan of long-serving non-executive directors.

e Align shareholder and customer interests across the entities.

In preparation for the new arrangements, changes were made to the Board in Q3 and Q4 of 2018 as described
in section B.1.3. The following appointments have also been made, effective after the reporting period:

e Amanda Bowe (senior independent non-executive) appointed on 2 January 2019.
e Elizabeth Catchpole (independent non-executive) appointed on 2 January 2019.
e  Sarwjit Sambhi (executive) appointed on 2 January 2019.

e Stuart Vann (independent non-executive) appointed on 23 January 2019.

Although changes have been made to governance going forwards, the system of governance in place for year
ending 31 December 2018 for BGIL has been assessed to be appropriate having regard to the nature, scale and
complexity of the risks inherent in the business. The changes effective from 1 January 2019 maintain appropriate
standards of governance.
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C RISK PROFILE
(Unaudited)

BGIL’s risk profile is a key driver of the SCR. It has not changed materially over the reporting period.

2018 2017
Marketrisk, 3% Marketrisk, 1%

Underwriting risk, 42% Underwriting risk, 45%

- [\

Operational risk ,48%  Counterpartydefaultrisk, 7% Operational risk , 46%

Counterpartydefaultrisk, 7%

The assessment above? uses BGIL’s partial internal model at both dates shown. Using SCR figures for 2017 would
give slightly different proportions due to the use of the PRA-approved capital add-on (section E.2). Note that
liquidity risk (section C.4) and other risks (section C.6) are not part of the SCR calculation and so are excluded.

BGIL’s operational risk is similar in magnitude to its underwriting risk. This is because BGIL’s underwriting risk is
relatively low (section C.1).

BGIL is exposed to material risk concentrations as follows:

e  Product concentration (underwriting risk): BGIL is a mono-line insurer operating only in the UK.

e Component concentration (underwriting risk): sales activity peaks around certain dates, such as Easter
and Black Friday, which could lead to risk concentration in new product offerings such as Hive Heating.

e BGIL's outsourcing relationship with BGSL (section B.7) creates risk concentrations in terms of
counterparty default risk (section C.3) and operational risk (section C.5).

C.1  UNDERWRITING RISK

Underwriting risk refers to fluctuations in the timing, frequency and severity of insured events relative to the
expectations of the undertaking at the time of underwriting.

The composition of BGIL’s underwriting risk profile is shown below?. There have been no material changes to
BGIL’s underwriting risk profile over the year. Underwriting risk is assessed using BGIL’s internal model and
further details about the quantification of underwriting risk are included in section E.2.3.

3 The assessments are based on pre-diversification across risk-type figures.
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2018 Premium and 2017 Premium and
Othernon-life reserve risk Othernon-life reserve risk
underwriting 9% underwriting 9%

risk
8%

risk

Catastrophe risk Catastrophe risk
84% 83%

BGIL's underwriting risk consists of three main elements:

e  Catastrophe risk: cold weather risk is BGIL's main driver of underwriting risk. In cold weather there is
an increased demand on central heating systems, leading to higher than average boiler breakdown
rates and therefore increased claims.

e Premium and reserve risk: considers the volatility of actual claims and premiums compared to those
forecast in the business plan. In BGIL, premium and reserve risk is low due to:

o BGIL’s very short claims development tail: claims are usually settled within a few days.

o The contractual unit claims cost relationship with BGSL: BGIL pay BGSL a unit cost per claim varying
by product.

o The inherent nature of the insurable risks: in most cases, an engineer attends breakdowns rather
than the settlement of the claim in cash.

e Other non-life underwriting risks relate to component defect, flooding, policy wording, pricing of
premiums and claims fraud & leakage.

Lapse risk arises from non-renewal of policies (by customers) or mid-term cancellation of policies. Lapse rates
for BGIL are relatively stable and of limited impact.

BGIL has several processes and controls in place to manage underwriting risk, including:

e 12-month contract terms after which the Company is entitled to decline cover, or impose renewal terms
by amending premiums, policy excess (where applicable), or other policy terms and conditions as
appropriate.

e  First visits: when a customer first purchases a central heating policy, an engineer visits their property
to assess access, safety and insurability. If the findings are adverse, then BGSL works with the customer
to address the issues, or the cover is declined. For some products where a first visit does not take place,
such as breakdown only, claims cannot be made within 14 days of policy inception.

e Annual service visits.

C.2 MARKET RISK

C.2.1  BGIL’S MARKET RISK PROFILE

Market risk is the risk of loss resulting from fluctuations in the level and volatility of market prices of assets and
liabilities.

BGIL’s long-term financial strategy is to facilitate growth without undue balance sheet risk. Its investment
strategy is guided by its Investment Risk Policy which aims to mitigate market risk by restricting investments to
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short duration, high-quality fixed interest securities and deposit-based investments. As a result, market risk
(calculated using the Standard Formula (section E.2.4)) is low.

C.2.2 PRUDENT PERSON PRINCIPLE

The Prudent Person Principle, defined in Article 132 of the Solvency Il Directive, includes provisions on how
undertakings should invest their assets and is as much a behavioural standard as an assessment of judgements
and investment decisions.

The Board is responsible for setting the overall investment risk appetite for BGIL which is articulated through
the risk parameters contained in the Investment Risk Policy. The Board approves the expected investment return
as part of the annual operating plan process and monitors investment performance against the plan.

An Executive committee is responsible for setting investment strategy and asset allocation within the Board
approved risk parameters contained within the Investment Risk Policy. They also review and monitor the key
risk indicators for the investments including performance against targets, value at risk, counterparty exposures,
overall credit rating exposures and liquidity levels.

C.3  CREDIT RISK

Credit risk is defined as the risk of loss resulting from fluctuations in the credit standing of issuers of securities,
counterparties and any debtors to which BGIL is exposed.

C.3.1 COUNTERPARTY DEFAULT RISK

The exposure to counterparty default risk arises due to BGIL’s relationship with BGSL. Since BGSL collects
premiums from customers on behalf of BGIL, the insolvency of BGSL could result in premiums not being paid to
BGIL.

A services agreement exists between BGIL and BGSL which governs the relationship and sets out the business
model interactions. Under this contract:

e  BGSL pays premiums to BGIL.

e BGIL pays BGSL for each service visit or repair.

e BGIL pays BGSL commission for its role in selling and administering insurance policies on BGIL’s behalf.

e The difference between the amount payable to BGIL from BGSL and that payable from BGIL to BGSL is
the intercompany balance.

Several processes are in place to mitigate BGIL's exposure to counterparty default risk, including:

e The services agreement requires intercompany balance payments to be made monthly to limit
exposure to a maximum of one month’s debt.
e Atrustarrangement has been set up, to which premiums must be diverted in the event of BGSL default.

There have been no material changes to BGIL’s counterparty default risk profile over the year. The risk is
assessed using BGIL’s partial internal model (section E.2.5).

C.3.2  OTHER CREDIT RISK

The only material exposure to credit risk is from BGSL, as described above. Ex