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To the best of our knowledge and in
accordance with the International
Financial Reporting Standards, the
consolidated and separate financial
statements give a true and fair view of
the financial position and profit or loss
of the Sava Re Group and Sava Re d.d.
The business report gives a fair view

of the development and performance

of the Group and the Company, and

their financial position, including a

description of the principal risks that the
Ljubljana, . .
28 Manch 2019 consolidated companies are exposed to.
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Simaneia

(EUR, except percentages) Sava Re Group Sava Re

2018 2017 2018 2017

Total segments

Operating revenues 540,457,734 492,353,713 143,406,470 137,407,141
Year-on-year change 9.8% 2.0% 4.4% -3.7%
Gross premiums written 546,299,539 517,233,431 151,636,216 153,219,752

Year-on-year change 5.6% 5.5% -1.0% 3.9%
|

Net return on revenue (net result / all income other than 8.0% 6.5% 30.7% 25.6%

investment and commission income), excluding the effect

of exchange differences

Net expense ratio, including all income other than from 32.5% 31.4% 33.2% 31.3%

investing and excluding effects of exchange differences

|

Net investment income of the investment portfolio 17,768,423 15,729,446 32,431,885 25,331,749

Return on the investment portfolio 1.6% 1.5% 6.9% 5.6%

Net investment income of the investment portfolio, 17,922,647 21,660,810 32,528,406 30,815,290

excluding exchange differences

Return on the investment portfolio, excluding exchange 1.7% 2.0% 6.9% 6.8%

differences

55,260,572 39,880,983 45,021,864 34,763,864
38.6% 19% 29.5% -0.6%
43,011,849  31,094908 41,867,497 32,974,192
38.3% -5.5% 27.0% 0.3%

36,448,443 32,790,903 40,787,362 33,008,694

12.9% 23.6% -2.0%

Annualised return on equity § 10.1% 13.7% 1.7%
Net earnings/loss per share 2.76 2.00 2.70 213
T

457228348 427151909 151,636,216 153,219,752
7.0% 5.8% 1.0% 39%

Net incurred loss ratio 57.0% 58.9% 57.5% 60.2%
Net incurred loss ratio, excluding the effect of exchange 57.0% 60.5% 57.7% 65.0%

differences

CONTENTS ANNUAL REPORT 2018 |

(EUR, except percentages) Sava Re Group Sava Re
2018 2017 2018 2017
129,817,433 45,032,958 41178,447

Operating expenses, including reinsurance commission 142,437,187
income

Net expense ratio 34.2% 34.1% 33.7% 31.5%

Gross expense ratio 32.2% 31.5% 31.4% 28.7%
I
Net combined ratio 92.9% 94.4% 90.9% 93.1%
Net combined ratio, excluding the effect of exchange 92.9% 95.6% 90.8% 96.4%

differences
Gross premiums written 544,080,496 515,114,700 151,636,216 153,219,752
Year-on-year change 5.6% 5.3% -1.0% 3.9%

Operating expenses, including reinsurance commission 166,528,127 152,707,999 45,032,958 41,178,447

income

Net expense ratio 33.1% 32.6% 33.7% 31.5%
Gross expense ratio 31.6% 30.7% 31.4% 28.7%
Total operating segments 31/12/2018 31/12/2017 31/12/2018 31/12/2017
Total assets 1,705,947,263 1,708,348,067 606,331,055 580,886,180

Change on 31 Dec of prior year -0.1% 2.2% 4.4% 2.2%

]
Shareholders’ equity 34075455 316,116,895 319,355,361 290,966,155

Change on 31 Dec of prior year 7.6% 6.4% 9.8% 7.6%
]
Net technical provisions 1,103,231,374  1,127,139,014 212,735,857 212,565,592

Change on 31 Dec of prior year -2.1% 1.6% 0.1% 2.2%

Book value per share 2195 20.40 - -

No. of employees (full-time equivalent basis) 2,416.7 2,388.8 1101 96.5
I
Solvency ratio under Solvency |l rules - 220% - 283%

Notes:

« For details on the calculation of ratios and the net investment income, see the glossary in Appendix C.

« The net investment income of the investment portfolio does not include the net investment income relating to assets of policyholders who bear the investment
risk since such assets do not affect the income statement. The mathematical provision of policyholders who bear the investment risk moves in line with this line
item.

« Figures on return and net investment income of the investment portfolio for 2017 differ from those published in the 2017 annual report as the figures then
published did not include investment property data relating to depreciation of equipment.

—
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We are looking back

on an exceptionally good

| am very pleased to announce that
the Sava Re Group has generated a

profit of EUR 43 million in 2018,
which is 38.3% higher than in

the previous year and almost 10%
better than planned. We produced
an excellent return on equity of
13.1% in 2018. These results reflect
a remarkable performance by the
entire Sava Re Group, with better
profitability in every segment.

Sre)!
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The Group’s operating revenues grew by 9.8% in 2018, the result of growth
in premiums of the existing Group companies as well as the operations of
new Group companies that joined the Group in 2018. In the first quarter,
we managed to finalise three acquisitions: the pension company NLB Nov
Penziski Fond based in North Macedonia and subsequently renamed Sava
Penzisko Drustvo; the Serbia-based insurer Energoprojekt Garant, which was
merged with the Group’s Serbian non-life insurer Sava Nezivotno Osiguranje
(SRB); and the Slovenian-based assistance service provider TBS Team 24.
The successful integration of these companies has already contributed to bet-
ter profitability. The expansion of the Group within the insurance sector and
through ancillary services proved effective, as this is the way we can broaden
our product range and improve the quality of our services, evolving into a
comprehensive service provider for our customers at all stages of their lives.

Premium growth and
improved profitability

The Sava Re Group grew gross premiums written by 5.6% in 2018. The bulk
of this growth was contributed by the 10.9% growth of the non-life business
of Zavarovalnica Sava in Slovenia, which is also the result of the successful
merger of Zavarovalnica Maribor and Zavarovalnica Tilia into one insurer
under a single brand recognisable across Slovenia. The operations of Zavarov-
alnica Sava are also more profitable thanks to our unlocking of the synergistic
benefits from the combined insurer.

By contrast, the gross life premiums written in Slovenia shrank by 2.9% year
on year. This decline in Zavarovalnica Sava is mainly due to the large number
of policy maturities, part of which we managed to compensate with new pol-
icies written.

In 2018, we are particularly proud of the fact that we improved the profitabil-
ity of our foreign operations and achieved high premium growth. International
non-life business grew by 12.5%, while international life business saw growth
of 17.8%. In recent years, we see our non-Slovenian markets grow faster than
mature markets, which provides the Sava Re Group with good income growth
opportunities.

A

million

Record net profit

CONTENTS

Gross premiums written in the reinsurance segment fell by 7.2% in 2018 as
the result of strict underwriting discipline and selective underwriting. Our
strategy of designing a balanced reinsurance portfolio with selective under-
writing proved adequate in 2018, as this segment too saw a solid growth in
profits.

2018 was a year of relatively low incidence of large claims for our insurance
and reinsurance business, as reflected in more favourable incurred loss and
combined ratios, as well as in the Group’s improved performance.

Strengthening customer satisfaction

and brand loyalty

The year 2018 was also dedicated to strengthening the brands under the Sava
Re umbrella. In line with our strategy of putting the customer in the centre
of everything we do and through our modernisation and digitisation projects
at Zavarovalnica Sava in Slovenia, we improved the claims reporting process,
streamlined damage removal and strengthened customer communication
using the latest media to attract the younger generations.

Following its adopted strategy, in 2018 Sava Re acquired TBS Team 24, enter-
ing the assistance services market, which will give the Group members more
room to take advantage of synergy benefits in motor, health and home own-
ers insurance. In this way, Zavarovalnica Sava could offer our own assistance
covers, and thus shorten the time required to confirm services, which in turn
increased customer satisfaction among policyholders, with an improvement
in both response times and services in all areas. In 2019 we are planning to
roll out our assistance services to the countries of the Adria region where the
Group has insurance operations.

Our pension insurance services in North Macedonia perfectly complement
our product range for our customers in this market. And the number of
insured persons covered under the second and third pillar pension system in
North Macedonia strengthens the Sava Re brand significantly.

ANNUAL REPORT 2018 |
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Improved credit ratings, reflecting
the Group’s strong capital position

We are also very proud of the improved credit ratings awarded in 2018. Fol-
lowing their regular annual rating reviews in 2018, the rating agencies Stand-
ard & Poor’s and AM Best both raised their financial strength ratings for Sava
Re to “A”, which reflects the Group’s strong capital position over a longer
period, its improved market position and profitability achieved as a result of
its expansion through organic growth and acquisitions. Standard & Poor’s also
gave a favourable assessment of the completed acquisitions in the markets
where the Group is already present, which further bolstered the Group’s mar-
ket position.

The responses we have received so far to our improved ratings confirm our
expectations that they will support our strategy of selective and profitable
growth in international reinsurance markets.

CONTENTS

Striving for continuous
progress and innovation

We performed exceptionally well in 2018 but raised the bar even higher for
2019, planning growth in operating revenues and profit while maintaining a
strong capital position.

While the Group is currently working hard to deliver on its strategy of bring-
ing the customer into the centre of its activities, we are aware that striving to
meet our customers’ high expectations will always be our priority. This aspect
of our business remains key to our future success.

Our development efforts will remain focused on Group expansion. At the end
of 2018, we signed a deal to acquire a majority stake in KBM Infond, an asset
management company, to complete the Group’s range of financial services
under our strategy for the Slovenian market.

Sustainability is another aspect of our business that is becoming more prom-
inent in all our activities. Aware of the changes in our environment and their
effect on our business, we will continue to explore investment opportunities
in environmental and sustainability-oriented projects — and this underpins our
sustainability efforts in the communities and environment of which we are a
part.

| would like to take this opportunity to thank all our stakeholders for the sup-
port and trust placed in us. We will do our best to honour this trust with our
continued commitment to quality services for our customers and superior
business performance at all levels.

/Y

Marko Jazbec
Chairman of the Management Board of Sava Re d.d.

ANNUAL REPORT 2018 |
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2.1 Sava Re company profile?

Company name Sava Re d.d.

Business address Dunajska 56,1000 Ljubljana, Slovenia
Telephone (switchboard) (01) 47 50 200

Fax (01) 47 50 264

E-mail info(@sava-re.si

Website www.sava-re.si

ID number 5063825

Tax identification number 17986141

LEI code 549300P6F1BDSFSW5T72

Share capital EUR 71,856,376

Shares 17,219,662 no-par-value shares
Management and supervisory bodies MANAGEMENT BOARD: Marko Jazbec (chairman)

Srecko Cebron, Joit Dolnicar, Polona Pirs Zupandéi¢

SUPERVISORY BOARD: Mateja Lovsin Heric (chair)
Keith William Morris (deputy chair)
Andrej Kren
Davor |\£an Gjivoje
Mateja Zivec (employee representative)
Andrej Gorazd Kunstek (employee representative)

Date of entry into court register 10 December 1990, Ljubljana District Court
Certified auditor Ernst & Young d.o.0., Dunajska 111, 1000 Ljubljana, Slovenia
Largest shareholder and holding Slovenski drzavni holding d.d. (Slovenian Sovereign Holding)
17.7% (no-par-value shares: 3,043,883)
Credit ratings: Standard & Poor’s Alstable/; July 2018
AM Best Alstable/; November 2018
Contact details for annual and sustainability reports ir(@sava-re.si

The C h b hes.
2 GRI102-1,102-3,102-5,102-53 € Lompany has no branches
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2.2 Signitficant

events in 2001E

January

January

February

March

March

April

o

In January 2018, Polona Pirs Zupancic began her five-year term of office as a
member of the management board. After Polona Pirs Zupancic had joind the
board, the Sava Re management board continued to operate as a four-mem-
ber body. Mateja Treven concluded her role as management board member

on 13 January 2018.

On 31 January 2018, Sava Re met all suspensive conditions, becoming the
owner of a 75% stake in TBS Team 24.

In accordance with article 171(7) of the Insurance Act (ZZavar-1; Official
Gazette of the Republic of Slovenia, no. 93/15), Sava Re d.d. signed an out-
sourcing contract with Zavarovalnica Sava d.d. and Sava Pokojninska Druzba
d.d. under which Zavarovalnica Sava d.d. and Sava Pokojninska Druzba d.d.
transferred performance of the internal audit key function to Sava Re d.d. as

of 1 February 2018 for an indefinite period.

On 13 March 2018, Sava Re met all suspensive conditions, becoming the
owner of a 100% stake in NLB Nov Penziski Fond AD Skopje.

Having satisfied all suspensive conditions in March 2018, Sava Re became the
owner of 92.94% of the Serbian-based company Energoprojekt Garant. In
July 2018, following its takeover bid and subsequent squeeze-out procedure,
Sava Re become the sole owner of the company. At the year end, Sava Re
merged the acquired company with its Serbian non-life insurance subsidiary

Sava Nezivotno Osiguranje (SRB).

In April 2018, Zavarovalnica Sava signed a purchase and sale contract with
ERGO Austria International AG and ERGO Versicherung Aktiengesellschaft
for the acquisition of a 100% stake in the Croatia-based companies ERGO
Osiguranje d.d. and ERGO Zivotno Osiguranje d.d.

In May 2018, Sava Re issued the “Solvency and financial condition report
of Sava Re d.d. 2017”. The Company’s solvency ratio for 2018 was 283%. In
June 2018, Sava Re published its “Sava Re Group Solvency and financial con-
dition report 2017”. The Group’s solvency ratio for 2018 was 220%.

CONTENTS

In May 2018, the Company’s 34th general meeting of shareholders took

place.

In June 2018, Srecko Cebron and Jost Dolnicar were re-elected to serve on
the management board for another term of office.

On 8 June 2018, south-east Slovenia was hit by a hail storm, with most of the
damage in and around the town of Crnomelj. Zavarovalnica Sava, the Group’s
subsidiary with heavy exposure in this part of Slovenia, assured its policyhold-
ers that it would deliver on its promise to cover all insured damage. Claims
relating to this event had an effect of EUR 5 million on the 2018 result.

In July 2018, after its regular annual rating review, rating agency Standard &
Poor’s improved Sava Re’s issuer credit and financial strength ratings to “A”
with a stable outlook.

In September 2018, Japan was hit by a strong typhoon. It had an effect of

EUR 5 million on the net result of reinsurance operations.

In November 2018, after its regular annual rating review, the rating agency
AM Best upgraded the financial strength rating of Sava Re to “A” (excellent)

and its issuer credit rating to “a”, both with a stable outlook.

In December 2018, Nova KBM d.d., as the seller, and Sava Re d.d., as the
purchaser, signed a share purchase agreement for the sale and purchase of
two business shares in KBM Infond, druzba za upravljanje d.o.o., jointly rep-
resenting 77% of registered share capital of the company. The transaction’s
completion depends on the satisfaction of certain suspensive conditions, such
as obtaining the approval of the relevant regulators.

Sava Re has, along with some other investors whose qualified bank credit has
been terminated, proposed some concrete amendments to the draft “Act on
judicial relief granted to holders of qualified bank credit”. They emphasised
that the draft act did not eliminate the unconstitutionality nor did it fully
comply with the requirements of the Constitutional Court. They reiterated
that the cancellation of junior bonds was without merit and wrong. By the
time this report was finalised, the law had not been passed.

—
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14 A”

Improved
“A” level

credit rating

Standard & Poor's

2.3 Significant events after the reporting
date

On 27 February 2019, Zavarovalnica Sava satisfied all suspensive conditions
avnd became sole owner of the companies ERGO Osiguranje d.d. and ERGO
Zivotno Osiguranje d.d.

2.4 Sava Re rating profile

Sava Re is rated by two rating agencies, Standard & Poor’s and AM Best.

Financial strength rating of Sava Re

Outlook

Latest review

stable July 2018: improved rating

3

Credit rating agency Standard
& Poor’s uses the following scale
for assessing financial strength:
AAA (extremely strong), AA
(very strong), A (strong), BBB
(adequate), BB (less vulnerable),
B (more vulnerable), CCC (cur-
rently vulnerable), CC (highly
vulnerable), R (under regulatory
supervision), SD (selectively
defaulted), D (defaulted), NR
(not rated). Plus (+) or minus (-)
following the credit rating from
AA to CCC indicates the relative
ranking within the major credit
categories.

AM Best uses the following
categories to assess financial
strength: A++, A+ (superior), A,
A- (excellent), B++, B+ (Good),
B, B- (fair), C++, C+ (marginal),
C, C- (weak), D (poor), E (under
regulatory supervision), F (in
liquidation), S (suspended).

stable November 2018: improved rating

Both credit rating agencies that regularly issue ratings on Sava Re have
improved their financial strength ratings on Sava Re in 2018. The improved
rating reflected a strong capital position over a longer period both under the
rating agency’s model and Solvency Il, which was further supported by a sta-
ble dividend policy. The rating also reflects the Group’s solid market position
and operating profitability. Furthermore, both agencies assessed the com-
pleted acquisitions as positive.

CONTENTS

2.5 Profile of the Sava Re Group*

Sava Re, the operating holding company of the Group, transacts reinsurance
business. The insurance part of the Group is composed of seven insurers based
in Slovenia and in the countries of the Adria region: the composite insurer
Zavarovalnica Sava, the non-life insurers Sava Nezivotno Osiguranje (SRB),
Sava osiguruvanje (MKD), lllyria and Sava Osiguranje (MNE), and the two
life insurers Sava Zivotno Osiguranje (SRB) and lllyria Life. In addition to the
above (re)insurers, the Group consists of:

* Sava Pokojninska: Slovenia-based pension company wholly-owned by Sava
Re;

* lllyria Hospital: wholly-owned subsidiary based in Kosovo, which owns some
property but currently does not transact any business;

* TBS Team 24: Slovenia-based company providing assistance services relat-
ing to motor, health and homeowners insurance; 75% owned by Sava Re;

* Sava Penzisko Drustvo: pension fund manager based in North Macedonia
managing second- and third-pillar pension funds; wholly owned by Sava Re;

* ZTSR: associate company offering market research services;

¢ G2l: associate company marketing on-line motor polices;

* Sava Terra: subsidiary renting out property and managing own and leased

property.

acquisitions

ANNUAL REPORT 2018 |
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2.6 Composition of the Sava Re Group®

Composition of the Sava Re Group as at 31 December 2018

Sava 4
Pokojninska Zavarovalnica N 1000% 7S A Ornatus
J Sava Svetovanje ooy KC

SLOVENIA

Sava Terra ‘
SavaRe L
30.0% ’

GREAT BRITAIN
SERBIA

Sava Zivotno
Osiguranje

Sava Sava

Car Agent

G2| 17.50%

Sava Nezivotno
Osiguranje

CRNA GORA

Sava

Osiguranje

Sava Penzisko

Drustvo

NORTH MACEDONIA

Sava Sava
Osiguruvanje 200 Station

Indirect subsidiary;
non-insurance company

KOSOVO

@ 100.0%

Direct subsidiary

Associate company

> GRI102-4
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Company names of Sava Re Group members

Official long name
Sava Re Group
Pozavarovalnica Sava, d.d. / Sava Reinsurance Company, d.d.

ZAVAROVALNICA SAVA, zavarovalna druzba, d.d.

SAVA OSIGURANUJE d.d. — Croatian branch office
Sava pokojninska druzba, d.d.

SAVA NEZIVOTNO OSIGURANJE AKCIONARSKO DRUSTVO
ZA OSIGURANJE BEOGRAD

"SAVA ZIVOTNO OSIGURANJE" akcionarsko drustvo za

osiguranje, Beograd
KOMPANIA E SIGURIMEVE "ILLYRIA" SH.A.
Kompania per Sigurimin e Jetés “lllyria — Life” SH.A.

AKCIONARSKO DRUSTVO SAVA OSIGURANJE
PODGORICA

SAVA osiguruvanje a.d. Skopje
“lllyria Hospital” SH.P.K.
Drustvo sa ograni¢enom odgovornoséu — SAVA CAR - Podgorica

ZS Svetovanje, storitve zavarovalnega zastopanja, d.o.o.

ORNATUS KLICNI CENTER, podjetje za posredovanje telefonskih

klicov, d.o.o.

DRUSTVO ZA ZASTUPANJE U OSIGURANJU "SAVA AGENT"
D.O.O. - Podgorica

Drustyo za tehnicko ispituvanje i analiza na motorni vozila SAVA

STEJSN DOOEL Skopje

TBS TEAM 24 podjetje za storitvene dejavnosti in trgovino d.o.o.

SAVA PENSION FUND JSC Skopje (SAVA PENZISKO
DRUSTVO AD Skopje)

ZTSR, raziskovanje trga, d.o.o.

Sava Terra, druzba za upravljanje z nepremicninami d.o.o.

G2l Ltd
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Short name in this document

Sava Re Group

Sava Re

Zavarovalnica Sava

Zavarovalnica Sava, Slovenian part (in tables)

Zavarovalnica Sava, Croatian part (in tables)

Sava Pokojninska

Sava Nezivotno Osiguranje (SRB)

Sava Zivotno Osiguranje (SRB)

Illyria

Illyria Life

Sava Osiguranje (MNE)

Sava Osiguruvanje (MKD)

lllyria Hospital

Sava Car

ZM Svetovanje

Ornatus KC

Sava Agent

Sava Station

TBS Team 24

Sava Penzisko Drustvo

ZTSR

Sava Terra

G2|
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2./ General information on Group companies as at 31 December 2018¢

As at 31 December 2018, the Sava Re Group had the following members:

Name

Registered office

Sava Re
Dunajska cesta 56, 1001 Ljubljana, Slovenia

CONTENTS

Zavarovalnica Sava

Cankarjeva 3, 2507 Maribor, Slovenia

ANNUAL REPORT 2018 |

Sava Pokojninska

Ulica Vita Kraigherja 5, 2103 Maribor, Slovenia

Share capital

Book value of equity interest

5063825 5063400 1550411

reinsurer composite insurer pension company

EUR 71,856,376 EUR 68,417,377 EUR 6,301,109
EUR 68,417,377 EUR 6,301,109

Business activity

Equity interests (voting rights) held by Group members

Sava Re: 100.0%

Sava Re: 100.0%

Governing bodies

management board

management board

management board

Marko Jazbec (chair), Jost Dolnicar, Srecko Cebron, Polona Pirs
Zupanci¢

David Kastelic (chair), Primoz Mocivnik, Rok Moljk, Robert
Ciglari¢

Lojze Grobelnik (chair), Igor PSunder

supervisory board

supervisory board

supervisory board

Mateja Lovsin Heric (chair), Keith William Morris, Andrej Kren,
Davor Ivan Gjivoje, Mateja Zivec, Andrej Gorazd Kunstek

Jost Dolnicar (chair), Janez Komelj, Polona Pir§ Zupancic, Pavel
Gojkovic, Ales Perko, Branko Beranic

Jost Dolnicar (chair), Katrca Rangus, Rok Moljk, Jure Korent,
Andrej Rihter, Irena Sela, Robert Senica

Supervisory body

Registered office

Agencija za zavarovalni nadzor, Trg republike 3,1000 Ljubljana

Sava Nezivotno Osiguranje (SRB)
Bulevar vojvode Misica 51, 11040 Beograd, Serbia

Agencija za zavarovalni nadzor, Trg republike 3,1000 Ljubljana

Sava Zivotno Osiguranje (SRB)
Bulevar vojvode Misica 51, 11040 Beograd, Serbia

Agencija za zavarovalni nadzor, Trg republike 3,1000 Ljubljana

lllyria
Sheshi Nena Tereze 33,10000 Pristina, Kosovo

17407813

20482443

70152892

Business activity

Share capital

Book value of equity interest

non-life insurer life insurer non-life insurer
EUR 10,570,373 EUR 4,496,544 EUR 5,428,040
EUR 10,570,373 EUR 4,496,544 EUR 5,428,040

Equity interests (voting rights) held by Group members

Sava Re: 100.0%

Sava Re: 100.0%

Sava Re: 100.0%

Governing bodies

management board

management board

managing director

Milorad Bosnic (chair), Aleksandar Asanin

Bojan Mijailovic (chair), Zdravko Jojic

Gianni Sokoli¢

supervisory board

supervisory board

board of directors

Jost Dolnicar (chair), Nebojsa Séekic, Josif Juskovié

Polona Pirs Zupanéic (chair), Pavel Gojkovi¢, Milan Jelicic

Primoz Mocivnik (chair), Rok Moljk, Robert Sraka, Ramis
Ahmetaj, Milan Virsek

Supervisory body

s GRI102-2,102-6,102-7,102-18

Narodna banka Srbije , Nemanjina 17, 11000 Belgrade, Serbia

Narodna banka Srbije, Nemanjina 17, 11000 Belgrade, Serbia

Centralna Banka Kosova, Garibaldi str. no.33, Pristina, Kosovo
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Name

Registered office

Business activity

Share capital

Book value of equity interest
Equity interests (voting rights) held by Group members

Governing bodies

Supervisory body

Name

Registered office

Business activity
Share capital

Book value of equity interest

Equity interests (voting rights) held by Group members

Governing bodies

Supervisory body

lllyria Life
Sheshi Nena Tereze 33,10000 Pristina, Kosovo

CONTENTS

Sava Osiguruvanje (MKD)
Zagrebska br. 28 A, 1000 Skopje, North Macedonia
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Sava Osiguranje (MNE)

PC Krusevac, Rimski trg 70, 81000 Podgorica, Montenegro

70520893

4778529

02303388

life insurer non-life insurer non-life insurer
EUR 3,285,893 EUR 3,820,077 EUR 4,033,303
EUR 3,285,893 EUR 3,536,245 EUR 4,033,303

Sava Re: 100.0%

Sava Re: 92.57%

Sava Re: 100.0%

managing director

board of directors

board of directors

Albin Podvorica

executive directors: Saso Drakulovski (managing director), llo

Ristovski, Melita Gugelovska,

executive director: Neboj§a Séekic

board of directors

non-executive directors

non-executive directors

Primoz Mocivnik (chair), Robert Sraka, Gianni Sokoli¢, Rok

Moljk, Milan Virsek

Rok Moljk (chair), Polona Pirs Zupancic, Milan Virsek, Janez

Jelnikar

Milan Virsek (chair), Jost Dolnicar, Edita Rituper

Centralna Banka Kosova, Garibaldi str. no.33, Pristina, Kosovo

lllyria Hospital
Sheshi Nena Tereze 33,10000 Pristina, Kosovo

Agencija za supervizija na osiguruvanje na Republika Makedonija,
Ulica Vasil Glavinov br. 2, TCC Plaza kat 2, 1000 Skopje, North

Macedonia

Sava Car
Dr Vukasina Markovica 184, 81000 Podgorica, Montenegro

Agencija za nadzor osiguranja Crna Gora, Ul. Moskovska bb,

81000 Podgorica, Montenegro

Sava Agent

PC Krusevac, Rimski trg 70, 81000 Podgorica, Montenegro

70587513

02806380

02699893

currently none

technical testing and analysis

insurance agent & broker services

EUR 1,800,000

EUR 485,000

EUR 10,000

EUR 1,800,000

EUR 485,000

EUR 10,000

Sava Re: 100.0%

Sava Osiguranje (MNE): 100.0%

Sava Osiguranje (MNE): 100.0%

director

executive director

executive director

llirijana Dzeladini

Radenko Damjanovic

Snezana Milovic

Ministry of Internal Affairs, Bulevar Svetog Petra Cetinjskog 22,
81000 Podgorica, Montenegro

Agencija za nadzor osiguranja Crna Gora, Ul. Moskovska bb,

81000 Podgorica, Montenegro
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Name Sava Station ZS Svetovanje Sava Penzisko Drustvo

Registered office Zagrebska br. 28 A, 1000 Skopje, North Macedonia Karantanska ulica 35, 2000 Maribor, Slovenia Majka Tereza 1,1000 Skopje, North Macedonia
7005350 2154170000 5989434

Business activity technical testing and analysis insurance agency pension fund mangement

Share capital EUR 199,821 EUR 327,263 EUR 2,110,791

Book value of equity interest EUR 199,821 EUR 327,263 EUR 2,110,791

Equity interests (voting rights) held by Group members Sava Osiguruvanje (MKD): 100.0% Zavarovalnica Sava: 100.0% Sava Re: 100.0%

Governing bodies managing director managing director management board
Ilija Nikolovski Aljaz Kos Davor Vukadinovic (chair), Mira Shekutkovska

supervisory board

Jure Korent (chari), Pavel Gojkovi¢, Mojca Gornjak, Goce

Hristov

Supervisory body Ministry of Internal Affairs of the Republic of North Macedonia Agencija za zavarovalni nadzor, Trg republike 3,1000 Ljubljana Agencija za supervizijo kapitalsko financiranega pokojninskega

zZava rovanja N\a pas

Name TBS Team 24 ZTSR (e¥]]

Registered office Ljubljanska ulica 42, 2000 Maribor, Slovenia Dunajska cesta 22,1000 Ljubljana, Slovenia Bailey House, 4-10 Barttelot Road, Horsham, West Sussex,
RH121DQ

Business activity organisation of assistance services and customer relations market research insurance

Share capital EUR 8,902 EUR 250,000 EUR 121,300
Book value of equity interest EUR 6,677 EUR 125,000 EUR 21,228

Equity interests (voting rights) held by Group members Sava Re: 75.0% Sava Re: 50.0% Sava Re: 17.5% (25.0%)

Governing bodies managing director managing director board of directors

Edvard Hojnik Ales Abersek Graham Smith (chair and non-executive director), Jost Dolnicar
(non-executive director), Robert Marjoram (executive director),
Lisa Dunne (executive director), Nicholas Tsimekis (executive
director), Justin Davis (executive director)

holder of procuration: supervisory board

Aleksandra Tkalcic Jost Dolnicar (chair), Blaz Kmetec, Andreja Cedilnik, Miha Grilec

Supervisory body / / Financial conduct authority, 12 Endeavour Square, London E20
1IN




| SAVA RE GROUP BUSINESS REPORT

Registered office
Company ID number

Business activity

Share capital

Book value of equity interest

Equity interests (voting rights) held by Group members

Governing bodies

Supervisory body

Jarska cesta 10a, 1000 Ljubljana

6383785

renting out property and operating own and leased

property

EUR 7,500

EUR 2,250

Sava Re: 30.0%

Zavarovalnica Sava: 70%

managing director

Rok Saje

supervisory board

Andreja Rahne (chair), Hermina Kastelec (deputy chair),
Mojca Marini¢

/

The senior management of all Sava Re Group members is local, except at lllyria.”

7 GRI202-2
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2.8 Changes to the organisation8

In 2018, Sava Re acquired a 75% stake in TBS TEAM 24, which is a provider
of assistance services relating to motor, health and homeowners insurance.
The first consolidated accounts of the Sava Re Group after TBS Team 24
Joined were prepared as at 31 January 2018.

In 2018, Sava Re became the sole owner of Sava Penzisko Drustvo. The com-
pany manages mandatory and voluntary pension insurance funds in North
Macedonia. The first consolidated accounts of the Sava Re Group after Sava
Penzisko Drustvo joined were prepared as at 31 March 2018.

In 2018, Sava Re acquired the Serbian-based insurer Energoprojekt Garant,
which mostly writes liability business. It was first included in the consolidated
accounts as at 31 March 2018. At the end of the year, Energoprojekt Garant
was merged with Sava Nezivotno Osiguranje (SRB).

In 2018, Zavarovalnica Sava and Sava Re jointly acquired Sava Terra to serve
as a platform for investing in Sava Re Group investment property, primarily in
the Slovenian market.

At year-end 2018, Sava Re acquired a 50% stake in ZTSR, a company provid-

ing market research services.

In 2018, Sava Re acquired a 17.5% stake in the UK-based start-up company
G2l (Got2Insure Ltd). The company will market niche motor liability insur-
ance through an online platform. The ownership stake entitled Sava Re to two
seats on the board of directors (25% of voting rights) and some other corpo-
rate rights that exceed the rights Sava Re would be entitled to based on the
ownership, which is why in the consolidated accounts the company has been
treated as an associate company.

ANNUAL REPORT 2018 |
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3 Sharehelcders

ane share tracin

31 Ca Pltal market developments a nd |m pacts Movement in the POSR share price in 2018 compared to the SBITOP stock index

on the POSR share price 1900

18.50
Global stock indexes closed 2018 mainly in the red. The European Eurostoxx 1800
index lost 12.1%, taking into account dividends, while the stock index cover- 17.50
ing European insurers dropped 6.2%. The Slovenian capital market (SBITOP) 700
recorded a minor negative return of 0.2% (excluding dividends) in 2018; had
dividends been included, the return would have been a positive one of 6.3%. The 160 I
return was positive mainly because of dividend distributions. 16.00 | Vv“”"\\*rd
The Sava Re POSR share lost 3.2% in 2018, but gained 1.9% if dividend payments 0
are taken into account. In the second quarter, a dividend of EUR 0.80 per share 15.00 \
was distributed. The share’s annual trade volumeon the Ljubljana Stock Exchange 1450
was EUR 9.8 million (2017: EUR 14.4 million). The share’s average daily turnover
in 2018 was EUR 40,167 (2017: EUR 58,309). e
EUR 1.1.2018 1.3.2018 15.2018 1.7.2018 19.2018 111.2018 1.1.2019

[ SBITOP (rebased®
B POSR

* The SBITOP index has been rebased to the same level as the POSR share price (1 January 2018: EUR 15.80),

while below is a presentation of the stock index growth rate in real terms.

The share price was EUR 15.30 and EUR 15.80 as at 31 December 2018 and
31 December 2017, respectively, representing a 3.2% drop in the period.
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3.2 General information on the share

Basic details about the POSR share Shareholder structure of Sava Re as at 31 December 2018°

31/12/2018 31/12/2017

Type of investor Domestic investor International investor

Share capital (EUR) 71,856,376 71,856,376 Insurers and pension companies 19.2%
No. of shares 17,219,662 17,219,662 Other financial institutions 17.9% 0.4%
Ticker symbol POSR POSR Government 10.1% 0.0%
No. of shareholders 4,073 4,061 Natural persons 9.3% 0.1%
Type of share ordinary 3.9% 29.3%
Listing Ljubljana Stock Exchange, prime market Investment funds and mutual funds 2.9% 3.5%
Number of own shares 1,721,966 1,721,966 Other commercial companies 2.2% 1.2%
Consolidated net earnings per share (EUR) 2.76 2.00 Total 65.5% 34.5%
Consolidated book value per share (EUR) 21.95 20.40 The other financial institutions item includes the Slovenian Sovereign Holding with a stake of 17.7%.

On 2 June 2016, Sava Re received a notice from Adris grupa d.d., Vladimira Nazora 1, 52210 Rovinj, Croatia,
Share price at end of period (EUR) 15.30 15.80 advising Sava Re of a change in major holdings in Sava Re. On 2 June 2016, Adris grupa, including its subsidiaries

with fiduciary accounts, held 3,278,049 POSR shares, representing 19.04% and 21.15% of issued and outstanding

1-12/2018 1-12/2017 shares, respectively.

Average share price in reporting period (EUR) 16.77 15.86 As at 31 December 2018, 65.5% of shareholders were Slovenian and 34.5% foreign.

Minimum share price in reporting period (EUR) 14.10 13.35 Top ten shareholders of Sava Re as at 31 December 2018
Maximum share price in reporting period (EUR) 19.00 17.20

Trade volume in reporting period (EUR) 9,840,821 14,384,835

Average daily turnover in the share (EUR) 40,167 58,309

Slovenian Sovereign Holding
1 | Republic of Slovenia
Modra Zavarovalnica d.d.
|| Zagrebacka Banka d.d. - fiduciary account
B Raiffeisen Bank Austria d.d. (fiduciary account)
B Sava Re d.d. (own shares)
M European Bank for Reconstruction and Development (EBRD)

B Other

. . . . « . . ° Source: Central securities register
Alist of the ten largest shareholders is given in section 5.6 “Details pursuant to article KDD d.d. and own calculations.

70(6) of the Companies Act”. 1 GRI201-4

—
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Consolidated
net profit per
share up

(EUR)
Dividend payouts
Dividend/share

Dividend yield

Own shares

In the period from 1 January 2018 to 31 December 2018, Sava Re did not
repurchase any own shares. As at 31 December 2018, it held 1,721,966 own

shares, representing 10% (less one share) of all issued shares.

Dividends

In June 2018, the Company paid dividends as per resolutions adopted by the

34th annual general meeting.
The Company had no conditional equity.

Details on dividends

For 2013 For 2014 For 2015 For 2016 For 2017

4,386,985 9,065,978 12,398,157 12,398,157 12,398,157

0.26 0.55  ordinary: 0.65 0,80 0,80
special: 0.15
2.0% 3.8% 5.8% 5.0% 4.8%

wl/ Ol

Consolidated book value of share

CONTENTS

3.3 Responsibility to investors"

Our investors, i.e. our shareholders, are important stakeholders, as they have
already demonstrated their trust in the Company by buying the Company’s
shares. As a Ljubljana Stock Exchange first listing company, we respect the
principle of equal treatment and public information. In our communications,
we follow recommendations for the uniform informing of all shareholders,
and through public announcements (through the Ljubljana Stock Exchange
system, SEOnet), we enable the simultaneous and transparent provision of
information in accordance with the financial calendar. In so doing, we build
trust among our shareholders and other potential investors in the Company

and its POSR share.

In addition, Sava Re communicates in compliance with the Slovenian Finan-
cial Instruments Market Act (ZTFI-1), the Company’s Act (ZGD-1), the
mentioned recommendations of the Ljubljana Stock Exchange to listed com-
panies, the Corporate Governance Code for Listed Companies, the rules
of procedure of the supervisory board and the Company’s internal rules for
investor relations. The annual report provides all disclosures required by law
and additional financial and non-financial disclosures that the Company con-
siders valuable to its stakeholders.

Following the release of its audited consolidated results, the Company’s
management visits its largest shareholders at least annually, informing them
of major impacts on the Company and the Group, its short-term plans and
strategy. The Company devotes particular attention to small investors (retail
investors), who are addressed through direct mail at least once a year and
invited to the annual general meeting. The Company encourages all its share-
holders to participate in the general meeting. We strengthen our brand among
international institutional investors through presentations at investment con-
ferences and individual visits, maintaining a focus on long-term investors. In
2018, we attended four conferences for investors and analysts in Slovenia and
abroad, and participated in four webcasts organised by the Ljubljana Stock
Exchange. All told, more than 30 one-on-one and group meetings with inves-
tors and analysts were conducted.

Financial analysts have a significant impact on the opinion of the financial and
other interested communities regarding the value of the Company’s shares.
The Company strives to ensure long-term coverage by at least two relevant
domestic or foreign analysts.

Timely and consistent information for investors, shareholders and other rep-
resentatives of the financial public is provided on our official website, at www.
sava-re.si, with a sub-page entitled For Investors containing all relevant infor-
mation regarding fluctuations in the value of POSR shares, key indicators and
dividends, financial reports and analyses, financial calendar and announce-
ments of events. In the case of any additional questions, the investor relations
email address is as follows: ir(@sava-re.si.

—
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4 [Repert of the
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The supervisory board of Sava Re

d.d. (hereinafter: the “Company” or
“Sava Re”) has prepared the following
report in accordance with article 282
of the Slovenian Companies Act.

In 2018 the supervisory board periodically monitored the Company’s oper-
ations and oversaw its management in a responsible manner. It periodically
examined reports on various aspects of the business, passed appropriate reso-
lutions and monitored their implementation. Individual issues were addressed
in detail by the relevant supervisory board committees before deliberation in
supervisory board meetings, and on the basis of their findings, the supervisory
board adopted appropriate resolutions and recommendations.

The supervisory board operated within the scope of its powers and respon-
sibilities under the law, the Company’s articles of association and its rules of
procedure.

beaid

CONTENTS

COMPOSITION OF THE SUPERVISORY
BOARD

The Company’s supervisory board operated as a six-member body in 2018.

In its session of 7 March 2017, the general meeting elected Davor Ivan Gjivoje
as a supervisory board member for the next four-year term of office, starting
on 7 March 2017. In addition, the general meeting elected, to four-year terms
of office, the following persons as new members of the supervisory board:
Mateja Lovsin Heric, Keith William Morris and Andrej Kren, whose terms of
office started on 16 July 2017.

The members of the supervisory board serving in this term of office are
Andrej Kren, Davor Ivan Gjivoje, Keith William Morris, Mateja Lovsin Heric,
Mateja Zivec and Andrej Gorazd Kunstek. On 16 August 2017, these mem-
bers elected, in their constitutive meeting, Mateja Lovsin Heric as chair of the

supervisory board and Keith William Morris as deputy chair.

The size and composition of the supervisory board allow for effective dis-
cussion and the adoption of sound resolutions based on the members’ broad
range of expertise and experience.

ANNUAL REPORT 2018 |
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OPERATION OF THE SUPERVISORY
BOARD

In its operation and decision-making, the supervisory board is guided by the
goals of both the Company and the Sava Re Group as a whole. During ses-
sions, members express their opinions and positions, seeking to reconcile any
differences in order to adopt resolutions unanimously.

The supervisory board notes that all reports prepared by the management
board for the supervisory board’s own use and that of its committees were
appropriate for use as part of a thorough review of issues, and comply with both
the relevant laws and internal regulations. Meeting materials were provided in
a timely manner, allowing members sufficient time to prepare themselves for
the consideration of agenda items. The Company’s professional staff assisted
in carrying out sessions and organised other supporting activities.

The supervisory board held 10 sessions in 2018, of which one was a corre-
spondence session. All members attended sessions regularly. Supervisory
board members who are unable to attend in person for good reason may vote
in writing or participate remotely, through video conferencing and similar.
Discussions were also joined by the management board members and the
supervisory board secretary, while other professional staff also assisted in cer-
tain agenda items.

In the course of the year, the supervisory board discussed relevant aspects of
the operations and activities of the Company and the Sava Re Group within
its powers under the law and the articles of association.

Below we outline the major issues to which the supervisory board members
dedicated special attention in 2018:

CONTENTS

Short- and long-term plans of the Company and the
Sava Re Group

In late 2018, the supervisory board considered and approved the “Business

policy and financial plan of the Sava Re Group and Sava Re d.d. for 2019”.

Financial reports — annual report

The supervisory board reviewed the unaudited financial statements of the
Sava Re Group and Sava Re d.d. 2017. In 2018, it adopted the Audited annual
report of the Sava Re Group and Sava Re d.d. for 2017, including the auditor’s
report and opinion to the 2017 annual report, and the supervisory board’s
own report on its activities in 2017. The annual report, including the auditor’s
opinion, was also presented to the general meeting.

Financial reports - interim reports

The supervisory board also periodically reviewed further financial reports in
2018, i.e. unaudited financial reports of the Sava Re Group with the financial
statements of Sava Re d.d. for the periods January-March 2018, January-
June 2018 and January-September 2018.

Asset management

The supervisory board monitored asset management periodically and as part
of reviewing the annual report and interim financial reports of the Company

and the Group.

Reinsurance operations and claims development

The supervisory board was briefed on the Company’s reinsurance programme
for the current period. Throughout 2018, the board was regularly updated
by the management board on major loss events in domestic as well as global
markets, and on the potential claims that could impact the Company.

ANNUAL REPORT 2018 |
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Supervision of subsidiaries

In addition to overseeing the operations of Sava Re as the parent of the Sava
Re Group, the supervisory board, to the extent permitted by law, actively
monitored the performance of the Sava Re Group subsidiaries.

Furthermore, the supervisory board received periodic updates on the progress
towards the long-term objectives of the merger of the Group’s EU-based
insurance companies.

Mergers and acquisitions

The supervisory board has, to the extent permitted by law, received regular
updates from the management board on opportunities and potential merger
and acquisition targets in the region, as well as of intended submissions of
offers.

Risk management system
Risk management

The supervisory board periodically monitored risk management as part of
reviewing the annual report and interim financial reports of the Company and

the Group.

It took note of the risk report for the last quarter of 2017 and of the first,
second and third quarter risk reports for 2018. Furthermore, it considered the
own risk and solvency assessment (ORSA) reports of the Company and that
of the Sava Re Group for 2018, and gave its consent thereto.

It was informed of the Solvency Il capital adequacy calculation as at 31 Decem-
ber 2017, and the solvency and financial condition report for the Company
and the Group.

As the supervisory board believes that identifying and managing risk is an
essential part of good governance, it set up a professional risk committee to
closely monitor risk developments and offer advice and support to the super-
visory board on risk-related issues.

CONTENTS

Actuarial affairs

The supervisory board considered the actuarial function report of Sava Re
d.d. for 2018 and took note of the Sava Re Group non-life actuarial function
report for 2017 and the Sava Re Group life actuarial function report for 2017.

Compliance monitoring

In 2018, the supervisory board of Sava Re took note of the compliance func-
tion report for 2017 and the annual work plan of the compliance department
for 2018. It also took note of the half-yearly report on the activities of the
compliance function for the period 1 January to 30 June 2018.

Internal audit

In 2018, the supervisory board oversaw the activities of the Company’s inter-
nal audit department in accordance with its statutory powers. In addition, it
considered the internal audit report for the period 31 October - 31 Decem-
ber 2017, and the annual report on internal auditing for 2017 and drew up an
opinion on the annual report, which was presented to the general meeting of
shareholders. It also considered quarterly internal audit reports for the first,
second and third quarters of 2018. All internal audit reports of the Company
were presented by the director of internal audit.

The supervisory board considers all reports prepared by internal audit to have
been independent and objective, and that the internal auditor’s recommen-
dations and conclusions are taken into account by the management board.
It notes that internal audit reviews revealed no material irregularities in the
Company’s operations. The supervisory board also notes that the internal
audit department monitors the development of the internal audit depart-
ments of Group subsidiaries on an ongoing basis, providing them with the
required professional assistance. In addition, it also monitors the operations of
these companies but found no major irregularities.

The supervisory board took note of the reorganisation of the audit function at
the Sava Re Group level. Sava Re entered into outsourcing agreements with
Zavarovalnica Sava and Sava Pokojninska Druzba, under which the internal
audit function, which is a key function, was transferred for an indefinite period
to the controlling company Sava Re effective as of 1 February 2018.
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Calling and holding of general meeting of

shareholders

The supervisory board, together with the management board, called the
Company’s general meeting of shareholders once in 2018.

Preparing the election proposal for the general
meeting

Based on a proposal by the audit committee, which conducted the selection
process, in late 2018 the supervisory board drafted a proposal for the general
meeting on the appointment of an audit firm for the next three-year period.
The general meeting will consider the election proposal in its regular annual

meeting in 2019.
Solvency |l
In 2018, the supervisory board reviewed selected Solvency Il policies and gave

its consent to the proposed amendments.

Review of Sava Re operations by the Insurance
Supervision Agency
The supervisory board oversaw the management board’s report on the corre-

spondence with the Insurance Supervision Agency relating to the Agency’s
review of Sava Re operations.

CONTENTS

Strengthening supervisory board best practices

In accordance with best practices, supervisory board members, upon taking
office and then annually, complete questionnaires, including a statement on
the (non-)existence of conflicts of interest. These statements are posted on
the Company’s website. All supervisory board members declared themselves
independent.

In accordance with good practice, the supervisory board annually assesses its
composition, operation and the functioning of its individual members and the
supervisory board as a whole, including cooperation with the management

board.

After the first year of this term of office, the supervisors conducted a self-as-
sessment, on the basis of which an action plan was designed to further improve
the board’s operation.

OPERATION OF SUPERVISORY BOARD
COMMITTEES

AUDIT COMMITTEE

In accordance with statutory regulations, the Company’s supervisory board
has set up an audit committee for the in-depth examination of accounting,
financial and audit issues.

Composition of the audit committee

After the supervisory board was formed for a new term of office, an audit
committee was set up in August 2017, consisting of: Andrej Kren (chair),
Mateja Lovsin Heri¢ (deputy chair), Ignac Dolensek (independent external
member with relevant accounting and auditing qualifications). Their terms of
office are limited by the term of office of the supervisory board.

Role of the audit committee
The role of the audit committee is set out in detail in section 5.3.3 “Corporate

governance statement / Supervisory board committees / Terms of reference
of the audit committee”.
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Operation of the audit committee in 2018

The audit committee of the supervisory board met nine times in 2018. Attend-
ance of committee members was regular and full in eight meetings.

The chief tasks carried out by the audit committee in 2018 are set out below.

* It oversaw the integrity of financial information: The committee was largely
focused on overseeing financial reporting processes. In this respect, it gave
recommendations and suggestions regarding materials for supervisory board
meetings to ensure compliance with relevant professional standards and
observing appropriate reporting principles, such as completeness, transparency
and consistency of reporting.

* |t monitored the efficiency and effectiveness of internal controls and inter-
nal audit activities based on annual and quarterly internal audit reports, and
assessed the adequacy of the internal audit work plan. Furthermore, it con-
sidered the proposed amendments to the “Internal audit policy of the Sava Re
Group and Sava Re d.d.” subsequently approved by the supervisory board. It
carried out a separate meeting with the director of the internal audit depart-
ment.

* It monitored the statutory audit of the separate and consolidated financial
statements. In 2018, the audit committee met with the selected external
auditor several times, monitored the auditing of the separate and consolidated
annual financial statements and, among other things, participated in determin-
ing audit focus areas. It considered the proposed annex to the agreement with
the external auditor. Based on management board reports on non-audit ser-
vices provided by audit firms, the audit committee assessed the independence
of the auditor of the Company’s annual accounts.

* After a three-year period (i.e. after six consecutive years of using the audit
services of one firm), it was decided that the Company should change its audi-
tor. Supported by an internal committee, the audit committee conducted a
candidate selection process by calling for bids and drafted a proposal for the
supervisory board as to which auditing firm would be proposed to the Sava Re
general meeting for the auditing of the financial statements for the financial
years 2019-2021.

* It also performed other activities: It took note of management board progress
reports, in particular the one on the project for implementing the new inter-
national accounting standards IFRS 9 and 17. In addition, it periodically took
note of management board reports and its correspondence with the Insurance
Supervision Agency and other supervisory authorities.

* With a view to continued quality improvement, the audit committee performed
a self-assessment of its efficiency, on the basis of which an action plan was
designed to further improve the committee’s operation.

The chair of the audit committee reported regularly to the supervisory board on
its work and positions.

The supervisory board is of the opinion that the audit committee considered all
relevant issues within its terms of reference and offered the supervisory board
professional assistance by providing opinions and preparing proposals.
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The supervisory board further believes that the composition of the audit com-
mittee is appropriate and that the members have such professional and personal
qualities that ensure quality and independence of operation.

Furthermore, the supervisory board is of the opinion that the audit committee
was provided with the necessary support to carry out its work.

RISK COMMITTEE

Once the supervisory board was formed for a new term of office, a risk commit-
tee was set up in August 2017, consisting of: Keith William Morris (chair), Davor
lvan Gjivoje (member), Slaven Mickovi¢c (member and deputy chair, independent
external member of the risk committee). The term of office of individual com-
mittee members is limited by the term of office of the supervisory board.

The risk committee performs tasks in accordance with the resolutions of the
supervisory board, the Solvency Il Directive, its rules of procedure, the rules of
procedure of the supervisory board, the Insurance Act, the “Corporate govern-
ance code for listed companies” and other applicable regulations relating to risk
management.

Operation of the risk committee in 2018
The risk committee met five times in 2018.

The committee was focused on monitoring the risk management system, chiefly
in terms of its reliability, effectiveness and efficiency. It assessed the adequacy
of the risk management system in place. It examined in detail the risk manage-
ment reports that the committee was submitted or that the supervisory board
approves.

In addition, it considered the report on capital allocation and economic profitabil-
ity for the year 2017, with a closer look at the methodology. It familiarised itself
with the work of the Group modelling centre. Furthermore, it considered in detail
the report on cyber security risk management at the level of the Sava Re Group.

It updated its rules of procedures, which were also approved by the supervisory

board.

The chair of the risk committee reported regularly to the supervisory board on its
work and positions.

The supervisory board further believes that the composition of the risk com-
mittee is appropriate and that the members have such professional and personal

qualities that ensure quality and independence of operation.

Furthermore, the supervisory board is of the opinion that the risk committee was
provided with the necessary support to carry out its work.

—
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NOMINATIONS AND REMUNERATION
COMMITTEE

Pursuant to the recommendations of the Corporate Governance Code for
Listed Companies, the supervisory board appointed a nominations and remu-
neration committee. In August 2017, it was appointed as a permanent special
committee of the supervisory board to draft proposals of selection criteria and
candidates to serve on the management and supervisory boards and provide
support to the supervisory board in other areas where conflicts of interest
may arise for the members of the supervisory board.

The term of office of individual committee members is limited by the term of
office of the supervisory board.

Composition of the nominations and remuneration committee

For the new supervisory board term, the nominations and remuneration com-
mittee was set up as a four-member committee in August 2017, consisting
of Mateja Lovsin Heri¢ (chair), Keith William Morris, Davor Ivan Gjivoje and
Andrej Kren.

Operation of the nominations and remuneration committee in 2018

The nominations and remuneration committee of the supervisory board met
three times in 2018.

The nominations and remuneration committee conducted a performance
assessment of the management board in 2017, based on which the supervisory
board decided on a bonus relating to the performance of the Sava Re Group.

In early 2018, the committee considered in detail the proposed new method-
ology for variable remuneration of the management board and exhaustively
examined specific quantitative and qualitative criteria for the performance
assessment of the management board in 2018, which were subsequently

approved by the supervisory board.

It considered in detail the management board’s report on the succession pol-
icy for the members of management of Sava Re Group companies.

At the close of the year, the nominations and remuneration committee exam-
ined and proposed that the supervisory board approve the selected perfor-
mance indicators and personal goals of the chairman and each member of the
management board for 2019.

The chair of the nominations and remuneration committee reported regularly on
its work and positions in meetings of the supervisory board, which also reviewed
the meeting minutes of the nominations and remuneration committee.
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FIT & PROPER COMMITTEE

In line with the law and the Company’s fit and proper policy, the management
and supervisory boards appointed a special three-member fit and proper
committee for the fit and proper assessment of the management and super-
visory boards, including all its committees and the members of these bodies.

Composition of the fit & proper committee

Starting with the new term of the supervisory board in August 2017, the
fit and proper committee was set up as follows: Mateja Zivec (chair), Keith
William Morris (member), Nika Matjan (external member). Andrej Kren was
appointed as additional alternate member in case the other committee mem-
bers who are also supervisory board members are to undergo fit and proper
assessments and in case of the absence of any member. In March 2018, Rok
Saje was appointed as new external member of the fit and proper committee

in place of Nika Matjan.

The term of office of individual committee members is limited by the term of
office of the supervisory board.

Operation of the fit & proper committee in 2018

The fit & proper committee did not meet in 2018.

CONCLUDING FINDINGS

The supervisory board assesses that Sava Re performed well in 2018. This
assessment of the supervisory board is also based on the report of the inde-
pendent auditor on the financial statements of Sava Re d.d and the Sava Re
Group for 2018, and those of key function holders of the Company’s risk

management system.

In 2019, the supervisory board will pay special attention to considering the
course to be taken in the new strategic period. The supervisory board will be
offering the management board, within its means and powers, its full support.
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The Company’s management board submitted the Audited annual report
of the Sava Re Group and Sava Re d.d. for 2018 for approval to the super-
visory board. The audit committee of the supervisory board considered the
unaudited and the audited annual reports of the Sava Re Group and Sava Re
d.d. for 2018, including the auditor’s letter to the management on the con-
ducted pre-audit and the additional auditor’s report to the audit committee
on the audit of the financial statements as at 31 December 2018, prepared
in accordance with article 11 of the Regulation (EU) no. 537/2014, with the
committee’s opinion thereon. In line with its statutory mandate, the supervi-

sory board examined the audited annual report 2018 in its meeting of 3 April
2019.

The supervisory board noted that the annual report for 2018 was clear and
transparent, as well as fully compliant with content and disclosure require-
ments under the Companies Act, International Accounting Standards and
specific regulations (Insurance Act) and implementing regulations adopted
on the basis of such regulations.

The supervisory board was also presented with the opinion of the auditor Ernst
& Young Slovenija, Revizija, Poslovno Svetovanje, d.o.o., who audited the 2018
annual report of the Sava Re Group and Sava Re d.d. and carried out audit
reviews in most of the Sava Re Group subsidiary companies. The supervisory
board has no objections to the positive opinion of the authorised auditor Ernst
& Young Slovenija, Revizija, Poslovno Svetovanje, d.o.o0., who finds that the
consolidated and separate financial statements give in all material respects a
fair view of the financial position of the Sava Re Group and Sava Re d.d. as at
31 December 2018 and the profit or loss, comprehensive income, statement
of changes in equity, and cash flows for the year then ended in accordance
with International Financial Reporting Standards as adopted by the European
Union.

Based on its review of the 2018 annual report, as well as on the opinion of
the external auditor and that of the audit committee, the supervisory board
considers that the annual report gives a true and fair view of the assets and
liabilities, financial position, profit and loss, and cash flows of the Sava Re

Group and Sava Re d.d.

The supervisory board hereby approves the audited annual report of the Sava
Re Group and Sava Re d.d. 2018 as submitted by the management board.
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DETERMINATION AND PROPOSAL
FOR APPROPRIATION OF THE
DISTRIBUTABLE PROFIT OF SAVA RE

The supervisory board reviewed the management board’s proposal on the
appropriation of distributable profit as at 31 December 2018, subject to final
approval by the general meeting of shareholders of Sava Re, and agrees with
the management board’s proposal that the following resolution on the appro-
priation of distributable profit be submitted for adoption to the general meet-
ing of shareholders of Sava Re:

“The distributable profit of EUR 31,034,921.26 as at 31 December 2018 is to

be appropriated as follows:

EUR 14,722,811.20 is to be appropriated for dividends. The dividend is
EUR 0.95 gross per share and is to be paid, on 14 June 2019, to the share-
holders entered in the shareholders’ register at 13 June 2019.

The remaining distributable profit of EUR 16,312,110.06 remains unappropri-
ated. The proposal for the appropriation of distributable profit is based on the
number of own shares as at 31 December 2018. On the date of the general
meeting, the number of shares entitled to dividends may change as a result of
disposals of own shares. Should the number of own shares change, the general
meeting of shareholders will be proposed adjusted figures for appropriation
of the distributable profit, while the dividend per share of EUR 0.95 remains

unchanged.”

The supervisory board proposes that the general meeting grant discharge to

the management board for the financial year 2018.

Mateja Lovsin Heric

Chair of the Supervisory Board of Sava Re d.d.

Ljubljana, 3 April 2019
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statement pursuant te arkicle 70

olf the Companies Ac

5.1 Corporate governance policy

In its 66th meeting on 11 December 2017, the Sava Re management board,
with the consent of the Company’s supervisory board granted in its Sth meet-
ing on 20 December 2017, adopted the “Sava Re Group governance policy”
and the “Corporate governance policy of Sava Re d.d.” The documents set out
the main subsidiary governance principles for the Sava Re Group, governance
rules for Sava Re, taking into account the goals, mission, vision and values of
the Sava Re Group. The policies represent a commitment for future action.

The corporate governance policy of Sava Re is available through the Ljubljana
Stock Exchange Seonet information system and from the Company’s web-
site, at www.sava-re.si.

5.2 Statement of compliance with the
Corporate Governance Code for Listed
Companies

The management and the supervisory boards of Sava Re hereby state that
Sava Re operates in compliance with the Corporate Governance Code for
Listed Companies as adopted on 27 October 2016 by the Ljubljana Stock
Exchange and the Slovenian Directors’ Association (link: http://www.|jse.
si) in Slovenian and English, with individual deviations that are disclosed and

? GRI102-16 explained below.

@ﬂz

5.2.1 Supervisory board

Recommendation 9.2: The Company’s supervisory board includes two
employee representatives, who are employed with the Company and are
hence financially connected with it.

5.2.2 Transparency of operations

Recommendation 27.2: The Company does not have in place a single doc-
ument, including a communication strategy, designed to prevent situations
that might lead to insider trading. However, it complies with recommendation
27.2, which is partly included in internal acts and partly implemented based on
management board resolutions.

This statement of compliance with the Corporate Governance Code for Listed
Companies relates to the period since the issue of the previous statement, i.e.

from 28 March 2018 to 28 March 2019.
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5.3 Bodies of Sava Re”®

Management system

Sava Re has a two-tier management system with a management board that con-
ducts the business and a supervisory board that oversees operations. The govern-
ing bodies — the general meeting, the supervisory and management boards - act
in compliance with laws, regulations, the articles of association and internal rules.
The Company’s articles of association, the rules of procedure of both the general
meeting and the supervisory board are posted on the Company’s website, at www.
sava-re.si.

The risk management system is a key building block of the governance system. The
management board ensures the effectiveness of this system. Rules of the risk man-
agement systems and own risk and solvency assessment rules are set out in detail in
the Company’s internal regulations.

The Company has certain functions integrated into the organisational structure
and decision-making processes. These are the risk management function, internal
audit function, actuarial function and compliance function, defined by applicable
law as the key functions of the governance system (hereinafter: key functions).
They are integrated in order to strengthen the three lines-of-defence framework
in the Company’s control system. Rules governing individual key functions are set
out in detail in the Company’s internal regulations.

5.3.1 General meeting of shareholders

Operation of the general meeting

The general meeting of shareholders is the supreme body of the Company through
which shareholders exercise their rights in company matters. The terms of ref-
erence of the general meeting are governed by its rules of procedure, which are
posted on the Company’s website, at www.sava-re.si, under the About Us tab.

Terms of reference of the general meeting
The general meeting decides on the following:

* adoption of the annual report, unless approved by the supervisory board, or if the
management board and supervisory board have left the decision on its adoption
to the general meeting of shareholders;

* appropriation of distributable profit: at the proposal of and based on a report by
the management board;

* appointment and removal of supervisory board members;

* granting of discharges to management and supervisory board members;

* adoption of amendments to the articles of association;

* measures to increase and reduce the capital;

¢ dissolution of the Company and transformation of its status;

* appointment of the auditor, at the proposal of the supervisory board;

e other matters in accordance with the law and articles of association.

CONTENTS

Convening the general meeting

The general meeting of shareholders, through which the shareholders of Sava Re
exercise their rights in the affairs of the Company, is convened at least once a
year, and no later than in August. The general meeting may be convened in other
cases as provided by law, the Company’s articles of association, and whenever this
is in the interest of the Company. As a rule, the general meeting is convened by
the management board. In the cases stipulated by law, it may be convened by the
supervisory board or shareholders.

The Company publishes general meeting notices through the SEOnet system
provided by the Ljubljana Stock Exchange and through its website (www.ljse.si),
on the AJPES website (www.ajpes.si) and on the Company’s official website, at
www.sava-re.si; in printed form in one daily newspaper as provided for in the arti-
cles of association: in Delo or Dnevnik or in the Official Gazette of the Republic
of Slovenia.

Participation in the general meeting

To attend the general meeting and exercise voting rights, shareholders must send
the Company a registration form no later than by the end of the fourth day prior
to the session of the general meeting, and must then be registered holders of
shares listed in the central register of book-entry securities.

The conditions of participation or exercise of voting rights at the general meeting
must be set out in detail in the notice of the general meeting.

Adoption of resolutions

General meeting resolutions are adopted by a majority of votes cast (simple
majority), unless a larger majority or other requirements are stipulated by law or
the articles of association.

Exercise of voting rights

Shareholders may exercise their voting rights in the general meeting based on
their share of the Company’s share capital. Each no-par-value share with voting
rights carries one vote. Voting rights can be exercised by proxy based on a written
proxy form, through financial organisations or shareholder associations.
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The general meeting in 2018
The general meeting of shareholders was convened once in 2018.

In accordance with the Company’s 2018 financial calendar, the 34th general
meeting of shareholders was held on 29 May 2018. Among other things, the
general meeting was presented the annual report for 2017, including the audi-
tor’s opinion and written report of the supervisory board to the annual report,
and the annual report on internal auditing for 2017 with the opinion of the
supervisory board thereto. Furthermore, the general meeting was informed
of the remuneration of the members of management and supervisory bodies
and of the management report on own shares. The general meeting resolved
that part of the distributable profit in the amount of EUR 12,398,156.80 be
appropriated for dividends, while the remaining part of the distributable profit
of EUR 10,101,173.14 be left unappropriated. The general meeting granted

discharge to both the supervisory and management boards.
The general meeting in 2019

In accordance with the Company’s 2019 financial calendar, the 35* general

meeting of shareholders is scheduled to be held on 21 N\ay 2019.

5.3.2 Supervisory board
Operation of the supervisory board

The supervisory board oversees the conduct of the Company’s business. In
so doing, it must comply with applicable regulations, particularly the laws on
companies, insurance business, the Company’s articles of association and the
rules of procedure of the supervisory board. In accordance with the law, the
supervisory board must be convened at least on a quarterly basis, generally
after the end of each quarter. If necessary, the supervisory board may meet
on a more frequent basis. The terms of reference of the supervisory board
are governed by its rules of procedure, which are posted on the Company’s
website, at www.sava-re.si, under the About Us tab.
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Terms of reference of the supervisory board

The chief tasks of the supervisory board include:

to monitor and oversee the business conduct and operations of the Com-
pany, and, in the case of shortcomings or irregularities, propose to the man-
agement board measures for their remedial;

to approve the business policy and financial plan of the Sava Re Group and
Sava Re as prepared by the management board;

to approve the development strategy of the Sava Re Group and Sava Re as
prepared by the management board;

to approve the written rules of the system of governance, risk manage-
ment, compliance, internal audit, actuarial function, internal controls and
outsourced business;

to approve the granting and withdrawal of authority relating to key function
holders;

to approve the solvency and financial condition report of the Company and
the Group;

to approve the risk strategy of the Company and the Group as prepared by
the management board,;

to consider the own risk and solvency report and quarterly risk reports of
the Company and the Group;

to consider compliance function reports;

to consider actuarial function reports;

to approve the framework annual and long-term work plan of the internal
audit plan as prepared by the management board;

to oversee the adequacy of the procedures used by and the effectiveness of
the internal audit function and to consider internal audit function reports;
to issue an opinion for the general meeting to be attached to the annual
report on internal auditing;

to approve the appointment, removal and rewarding of the head of internal
audit;

to review the annual and interim financial reports of the Sava Re Group and
Sava Re;

to review the annual report submitted by the management board, adopt an
opinion on the auditor’s report, and prepare a qualified or approving report
for the general meeting;

to review the proposal regarding appropriation of the distributable profit
submitted by the management board, and prepare a written report for the
general meeting;

to appoint and remove the chair and the members of the management
board;

to decide on the criteria for determining the remuneration and reward sys-
tem of the chair and the members of the management board;

to adopt the rules of procedure of its operation;

to draft general meeting resolutions within the supervisory board’s terms of
reference, and to perform tasks directed by the general meeting;

to consider the findings of the Insurance Supervision Agency and other
supervisory bodies made when exercising their supervisory function over

the Company.

—
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The supervisory board in 2018

Pursuant to the Company’s articles of association and the applicable legislation, the
supervisory board is composed of six members, of which four (shareholder represent-
atives) are elected by the Company’s general meeting, and two (employee represent-
atives) are elected by the workers’ council, which informs the general meeting of its
decisions. Supervisory board members are appointed for a term of up to four years and
may be re-elected. The supervisory board members elect a chairperson from among
the board’s members.

The supervisory board is composed so as to ensure responsible oversight and decision
making in the best interest of the Company. Its composition takes account of diver-
sity in terms of technical knowledge, experience and skills, and the way candidates
complement each other so as to form a homogenous team and ensure a sound and
prudent overseeing of the Company’s affairs. In 2018 the Company sought to align
the composition of the supervisory board with the Company’s policy on the diversity
of the management and supervisory boards.™

Aspects considered by the diversity policy relating to the composition of the super-
visory board are:

* professional diversity to ensure the complementarity of knowledge and skills;

* gender balance and appropriate representation of the under-represented gender in
the selection of candidates;

* efforts to avoid the simultaneous replacement of all of the members of the manage-
ment or supervisory boards in order to ensure the working continuity of both bodies;

* an adequate proportion of members on the management and supervisory boards
with international experience; and

* an appropriate balance between members of different age groups.

The Company’s policy on the diversity of the management and supervisory boards is
posted on the Company’s website, at www.sava-re.si, under the About Us tab.

Implementation of the policy on the diversity of the management and supervisory

boards in 2018 is detailed below.

Composition of the supervisory board in 2018

Member Title Beginning of term of office End of term of office

Mateja Lovsin Herié chair 16/07/2017 16/07/2021
Keith William Morris deputy chair 16/07/2017 16/07/2021
Davor lvan Gjivoje member 07/03/2017 07/03/2021
Andrej Kren member 16/07/2017 16/07/2021
Andrej Gorazd Kunstek member, employee representative 11/06/2015 11/06/2019
Mateja Zivec member, employee representative 01/04/2016 11/06/2019

“ GRI405-1
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Employment, educational background, professional profile,
gender, year of birth, beginning of term of office and
memberships of third party management or supervisory

bodies

Supervisory board members representing the shareholders

Mateja Lovsin Heric,
chair of the supervisory board

Employment: Slovenski drzavni holding d.d. (Slovenian Sovereign Holding)
Educational background: University graduated economist

Professional profile: Mateja Lovsin Heric (1969) has been with Slovenian Sovereign
Holding d.d. (previously: Slovenian Restitution Company) since 1995, and is currently
director of the department for capital asset management in financial sector. She has
extensive experience in managing equity investments, as well as in steering and partic-
ipating in large and complex projects led by Slovenian Sovereign Holding d.d. She has
served as a member of the supervisory board of four public limited companies. This is
her third consecutive term of office as member of the supervisory board of Sava Re
(since 2009). Currently, she is the chair of the supervisory board, a member of the
audit committee and the chair of the Sava Re supervisory board’s nominations and
remuneration committee. She holds a certificate issued by the Slovenian Directors’
Association certifying that she is a qualified member of supervisory and management
bodies.

Beginning of term of office: 16 July 2017

End of term of office: 16 July 2021

Notes on memberships of management or supervisory bodies of third parties: /

Keith William Morris,
deputy chair of the supervisory board

Employment: retiree

Educational background: Bachelor’s degree in management sciences; specialised in

finance and marketing

Professional profile: Keith William Morris (1948) is a British citizen. For most of his career,

Keith William Morris worked in finance. From 1989 and until his retirement he worked

in chief executive roles, mostly in insurance and within large groups, such as Eagle Star

Group, American International Group (AlG), Allianz Group and RBS Insurance (Direct

Line Group). From 2003 to 2008, he served as non-executive director of Standard Life

Bank and Standard Life Insurance Company and has also served in non-executive roles

with six other small organisations. This is his second term of office as member of the super-

visory board of Sava Re (since 2013). Currently, he is the deputy chair of the supervisory

board, the chair of the risk committee, a member of the nominations and remuneration

committee and a member of the Sava Re supervisory board’s fit and proper committee.

Beginning of term of office: 16 July 2017

End of term of office: 16 July 2021

Notes on memberships of management or supervisory bodies of third parties:

* European Reliance S.A,, Kifisias Aven. 274,152 32, Chalandri, Greece — non-executive
member of the board of directors

* HMS Victory Preservation Endownment Fund Ltd, HM Naval Base (PP66) Ports-
mouth Hampshire PO13NH, United Kingdom — chairman of the board of directors

—
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Davor lvan Gjivoje, Jr.,
member of the supervisory board

Employment: Networld Inc. / DGG Holdings Ltd.

Educational background: Master in Business Administration

Professional profile: Davor Ivan Gjivoje (1968) is an American citizen. He is

the chief executive of an international holding company, the main activities

of which are hotel development, airline marketing and strategic investments.

Over the past 20 years, he has held various top executive positions at Net-

world Inc. / DGG Holdings Ltd. Prior to that, he worked in banking (Citibank

NA) and as a consultant (The Boston Consulting Group). Davor lvan Gjivoje

is also active in philanthropy, as a member of the philanthropic board of the

Gagnon Cardiovascular Institute, located in the greater New York Area, and

in education as President of the Board of Education of the Harding Township

School, Harding, New Jersey. He has served on the Sava Re supervisory board

since 2017 (first term of office). His also serves on the Sava Re supervisory

board’s risk committee, and the nominations and remuneration committee.

Beginning of term of office: 7 March 2017

End of term of office: 7 March 2021

Notes on memberships of management or supervisory bodies of third parties:

* Networld, Inc./DGG Holdings, Ltd., 89 Headquarters Plaza, North Tower,
(Suite 1420) Morristown, NJ 07960, USA — managing director

* Adria Lines Dover, Delaware, USA — managing director

* Networld Inc., 89 Headquarters Plaza, North Tower, Suite 1420 Morris-
town, NJ 07960, USA - managing director

Andrej Kren,

member of the supervisory board

Employment: Delo d.o.o.

Educational background: University graduated lawyer

Professional profile: Andrej Kren (1960) started his professional career in
the industry in 1988 in the business strategy department of ETA Cerkno,
and from 1992 to 1995 served as the managing director of Avtocenter ldrija
d.o.o. Since 1995, he has been steering and coordinating the operations of
various activities of the company FMR d.d., including the establishment, con-
trol and financing of subsidiaries and various forms of long- and short-term
financial investments. He has been the chairman of the management board
of FMR d.d. since 2008. Since 2017, he has been the chief executive of the
news publisher Delo d.o.o. He has served on the Sava Re supervisory board
since 2017 (first term of office). Currently, he is also the chair of the Sava Re
supervisory board’s audit committee, a member of its nominations and remu-
neration committee and an alternate member of its fit and proper committee.
Beginning of term of office: 16 July 2017

End of term of office: 16 July 2021

Notes on memberships of management or supervisory bodies of third parties:
* Delo d.o.o0., Dunajska 5, 1000 Ljubljana, Slovenia - chief executive

* RSG Kapital d.o.o., Breg 14, 1000 Ljubljana, Slovenia — member of the

supervisory board
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Supervisory board members representing employees

Andrej Gorazd Kunstek,

member of the supervisory board

Employment: Sava Re d.d.

Educational background: University graduated economist, Master of science
in economics

Professional profile: After completing his studies at the Faculty of Eco-
nomics, Andrej Gorazd Kunstek (1974) started working for Sava Re and now
has over 19 years of experience in reinsurance underwriting and technical
accounting of reinsurance business. Since 2007 he has been director of tech-
nical accounting in the reinsurance operations department. This is his second
term of office as a member of the supervisory board of Sava Re (since 2013).
Beginning of term of office: 11 June 2015

End of term of office: 11 June 2019

Notes on memberships of management or supervisory bodies of third parties: /

Mateja Zivec,
member of the supervisory board

Employment: Sava Re d.d.

Educational background: University graduated economist, Master of science
in economics

Professional profile: Mateja Zivec (1975) has many years of experience in
banking and insurance (over 16 years in insurance). Prior to joining Sava Re in
2014, she headed the asset management department of Zavarovalnica Triglav
for 12 years. This is her first term of office as member of the supervisory board
of Sava Re (since April 2016). She is also the chair of the fit and proper com-
mittee of the Sava Re supervisory board.

Beginning of term of office: 1 April 2016

End of term of office: 11 June 2019

Notes on memberships of management or supervisory bodies of third parties: /
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Andrej Gorazd Kunstek

Management of conflicts of interest

The supervisory board members committed themselves, upon taking office
in 2017 (employee representatives in 2015 and 2016), to meeting the crite-
ria of conflicts of interest as set out in Annex B to the Slovenian Corporate
Governance Code for Listed Companies by each signing a statement of inde-
pendence of supervisory board members of Sava Re. The statements on the
independence of supervisory board members are signed annually and posted
on the Company’s website, at www.sava-re.si, under the About Us/Supervi-

sory Board tab.

The rules on procedures for managing conflicts of interest are set out in the
“Rules on the management of conflicts of interest of Sava Re d.d.”

In 2018, all supervisory board members declared themselves independent.

The supervisory board members experienced no circumstances that would
give rise to any conflicts of interest in 2018.

Remunerations, compensations and other benefits

Remuneration of supervisory board members is discussed in detail in section
23.10 “Related party disclosures” in the notes to the financial statements.

POSR holdings of supervisory board members

POSR shares held by supervisory board members as at 31 December 2018%

No. of shares Holding (%)
2,900 0.0168%

More information on the activities of the supervisory board in 2018 is pro-
vided in section 4 “Report of the supervisory board”.
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5.3.3 Supervisory board committees

In accordance with legislation, the Slovenian Corporate Governance Code for
Listed Companies and best practices, the supervisory board may appoint one
or more committees and task them with specific areas, with the preparation of
proposed resolutions of the supervisory board, and with the implementation
of resolutions of the supervisory board, in order for the committee to provide
professional support to the supervisory board.

The Company has established the following supervisory board committees:
¢ the audit committee,

¢ the risk committee,

* the nominations and remuneration committee,

* the fit and proper committee.

Each committee may adopt its own rules of procedure. If none is in place, the
rules of procedure of the supervisory board apply mutatis mutandis, for any
questions regarding the quorum, decision-making and other procedural issues.

Audit committee
Operation of the audit committee

The tasks and terms of reference of the audit committee of the supervisory
board are set out in the Slovenian Companies Act, its rules of procedure and
those of the supervisory board, and other autonomous legal acts (e.g. recom-
mendations for audit committees).

Terms of reference of the audit committee

The chief tasks of the audit committee include:

* to oversee the integrity of financial information;

* to monitor the efficiency and effectiveness of internal controls, the opera-
tion of the internal audit department and risk management systems;

* to monitor the statutory audit of independent and consolidated financial
statements;

* to perform other tasks assigned by a valid resolution of the supervisory
board, in line with statutory requirements and best practices of comparable
companies or insurance groups.

The audit committee in 2018

Composition of the audit committee in 2018

Member Title

ANNUAL REPORT 2018 |

End of term of office

Beginning of term of office

Andrej Kren chairman 16/08/2017 16/07/2021

Mateja Lovsin Heri¢ member and deputy chair 16/08/2017 16/07/2021

5 Source: Central securities register
KDD d.d.

Ignac Dolensek external member 16/08/2017 16/07/2021

—
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Risk committee Nominations and remuneration committee

Operation of the risk committee Operation of the nominations and remuneration committee
In its operation, the risk committee is bound by the provisions of resolutions
of the supervisory board, the Solvency Il Directive, its rules of procedure and
those of the supervisory board, the Slovenian Insurance Act and other appli-
cable risk management regulations.

The supervisory board of Sava Re, in line with the recommendations of the
Slovenian Corporate Governance Code for Listed Companies, appointed a
four-member nominations and remuneration committee as a special com-
mittee of the supervisory board to carry out objective and transparent selec-
tion procedures of candidates for members of the management board and the
Terms of reference of the risk committee shareholder representatives of supervisory board, which the supervisory board
then proposes to the general meeting for election.

The chief tasks of the risk committee include:

Terms of reference of the nominations and remuneration committee

* to assess the impact of various types of risk on economic and regulatory

capital;

* to assess the Group’s overall risk governance framework, including the risk
management policy, the risk strategy, and monitoring of operational risk;

* to assess the appropriateness and adequacy of risk management documents
to be approved by the supervisory board;

* to perform other tasks assigned by a resolution of the supervisory board, in
line with statutory requirements and best practices of comparable compa-

The chief tasks of the nominations and remuneration committee include:

to draft proposals for the supervisory board regarding the criteria for mem-
bership of the management board, and to consider and draft proposals con-
cerning nominations to be decided by the supervisory board;

to consider preliminarily the proposal of the chair of the management board
regarding the composition of the management board and the Company’s

nies or insurance groups. governance before submitting a proposal to the supervisory board;

to carry out the nomination procedure for the nomination of any candidate
The risk committee in 2018 for membership of the supervisory board - shareholder representative;
to provide support in drawing up and implementing a system for remunera-

tion, reimbursements and other benefits for management board members.

Composition of the risk committee in 2018

Member Beginning of term of office End of term of office

Keith William Morris chairman 24/08/2017 16/07/2021

The nominations and remuneration committee in 2018

Composition of the nominations and remuneration committee in 2018

Davor lvan Gjivoje member 24/08/2017 16/07/2021

Slaven Mickovic external member and deputy chair 24/08/2017 16/07/2021 Member Title Beginning of term of office End of term of office
Mateja Lovsin Heri¢ chair 24/08/2017 16/07/2021
Keith William Morris member 24/08/2017 16/07/2021
Davor Ivan Gjivoje member 24/08/2017 07/03/2021
Andrej Kren member 24/08/2017 16/07/2021
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Fit and proper committee
Operation of the fit & proper committee

Sava Re must ensure that persons who effectively run and oversee the com-
pany are properly qualified (fit) and suitable (proper) for managing and over-
seeing the company in a professional manner, not only upon appointment but
throughout the performance of their function. In addition to the appropriate
qualifications, experience and expertise (fit) that members of the manage-
ment and the supervisory boards as collective bodies need to demonstrate,
they need to demonstrate good repute and high standards of integrity through
their actions (proper).

The fit and proper committee shall perform its tasks in accordance with the
Company’s internal fit and proper policy.

Terms of reference of the fit & proper committee
The chief tasks of the fit & proper committee include:

* to carry out procedures for assessing the competence of the supervisory
board, supervisory board committees and the management board as col-
lective bodies as well as for assessing compliance with the fit and proper
requirements related to individual members of these bodies;

* upon request from the Company’s workers’ council, to carry out a fit and
proper assessment of any member of the supervisory board elected by the
workers’ council.

The fit & proper committee in 2018

Composition of the fit & proper committee in 2018

Beginning of term of office End of term of office

Keith William Morris

Rok Saje

Andrej Kren

chair 24/08/2017 09/06/2019

member 24/08/2017 16/07/2021

external member 24/08/2017 27/02/2018
external member 08/03/2018 16/07/2021
alternate member 24/08/2017 16/07/2021

CONTENTS

5.3.4 Management board

Operation of the management board

The management board represents the Company in its legal transactions. In this,
it acts in accordance with the applicable legislation, particularly the Slovenian
Companies Act and the Insurance Act, as well as with the articles of association
and the act on the management board and its rules of procedure.

Terms of reference of the management board

The chief tasks of the management board include:

to provide leadership and organise the operations of the company;

to represent the company;

to be responsible for the legality of the company’s operations;

to adopt the development strategy of the company and the Group, which is to
be presented to the supervisory board for consent;

to adopt the business policy and financial plan of the company and the Group,
which is presented to the supervisory board for consent;

to adopt internal acts of the company;

to approve and periodically review strategies and written rules on risk manage-
ment, the internal control system, internal audit, the actuarial function and
regarding outsourcing, and to ensure their implementation;

to adopt the report on the solvency and financial condition and submit it to the
supervisory board for consent;

to grant authorisation to key function holders of the company subject to the
consent of the supervisory board,;

to report to the supervisory board on operations of the company and the Group;
to prepare a draft annual report, including a business report, and to submit it to
the supervisory board together with the auditor’s report and a proposal regard-
ing appropriation of distributable profit for approval;

to convene the general meeting of shareholders;

to implement the resolutions adopted by the supervisory board.

Powers of the management board (increase in share capital, acquisition
of own shares)

The management board has no authorisation to increase the share capital.

The management board in 2018

The management board conducts the business of the Company and represents it
in public and legal matters. It is composed of at least two but no more than five
members, of whom one is the chair and the others are members of the manage-
ment board. The chair and members of the management board are appointed by
the supervisory board for a period of five years. Such appointments are renewable
without limitations. The chairperson and all members of the management board
are in regular employment on a full-time basis. The exact number of management
board members and the areas for which each individual member is responsible is
laid down in the act on the management board to be adopted by the supervisory
board at the proposal of the chair of the management board.

—
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Member

Marko Jazbec

The management is composed so as to ensure responsible oversight and decision
making in the best interest of the Company. The management board’s composi-
tion takes account of diversification of technical knowledge, experience and skills,
and the way candidates complement each other so as to form a homogenous
team and ensure sound and prudent conduct of the Company’s business. In 2018
the Company sought to align the composition of the management board with the
Company’s policy on the diversity of the management and supervisory boards.

Aspects considered by the diversity policy relating to the composition of the

management board are:

* professional diversity to ensure the complementarity of knowledge and skills,

* gender balance and appropriate representation of the under-represented gen-
der in the selection of candidates,

* efforts to avoid the simultaneous replacement of all of the members of the
management board in order to ensure the working continuity of both bodies,

* an adequate proportion of members on the management board with interna-
tional experience,

* an appropriate balance between members of different age groups.

The Company’s policy on the diversity of the management and supervisory boards
is posted on the Company’s website, at www.sava-re.si, under the About Us tab.

The implementation of the policy on the diversity of the management board in

2018 is detailed below.

In its session of 9 November 2017, the supervisory board voted unanimously in
support of the proposal of Marko Jazbec, chairman of the management board,
and appointed a new Sava Re management board team. Srecko Cebron and Jost
Dolnicar were re-elected to serve on the management board for a third consecu-
tive term of office starting on 1June 2018. Polona Pirs Zupancic was appointed as
fourth member of the management board, starting her term on 14 January 2018.
Mateja Treven concluded her role as management board member on 13 Janu-

ary 2018.

Composition of the management board in 2018

Beginning of term of office

Expiry of term of office

Srecko Cebron

Jost Dolnicar

Polona Pirs Zupancic

® GRI202-2

chair 12/05/2017 12/05/2022
member 01/06/2018 01/06/2023
member 01/06/2018 01/06/2023
member 14/01/2018 14/01/2023
member 01/06/2013 13/01/2018

The average age of the members of the management board is 50.25. All manage-
ment board members are citizens of the Republic of Slovenia."

CONTENTS

Educational background, professional profile, gender,
year of birth, beginning of term of office, areas

of responsibility, and memberships of third party
management or supervisory bodies

Marko Jazbec,

chairman of the management board

Educational background: University graduated economist

Professional profile: Marko Jazbec (1970) held top management positions in the
Bank of Slovenia, SKB banka d.d., and Droga Kolinska d.d., served on the boards
of Droga d.d., Intereuropa d.d., and NLB d.d., and was chair of the management
board of Hoteli Bernardin d.d. Until mid-July 2016, he headed the Slovenian
Sovereign Holding. Over the course of his career, he has gained extensive expe-
rience in asset management, risk management, treasury, corporate finance and
corporate banking, and particularly valuable experience in the governance of
banks and other companies. In addition, he has operational management expe-
rience in mergers, acquisitions and sales of companies, asset and capital invest-
ments, in the preparation and implementation of investment projects, as well as
extensive practical experience in the financial and operational restructuring of
companies. This is his first term of office as chair and member of the Sava Re
management board.

Beginning of term of office: 12 May 2017

Term of office: five years

Areas of responsibility (management board): coordination of the operation of
the management board, finance, general affairs, human resource and legal affairs,
public relations, compliance and internal audit

Memberships of other supervisory bodies of Group companies: /

Memberships of management or supervisory bodies of third parties: /

Srecko Cebron,

member of the management board

Educational background: Uni\fersity graduated mining engineer

Professional profile: Srecko Cebron (1954) started his career with Generali in
Trieste. He gained most of his predominantly international experience in insur-
ance at Zavarovalnica Tilia (Slovenia), Unipol (Milano, Bologna and Moscow),
ICMIF (Manchester) and Euresap (Lisbon). In his extended stays abroad, Srecko
acquired considerable foreign language skills. From 2001 to 2008, he was a
member of the management board of the insurer Zavarovalnica Maribor. This
is his second term of office as a member of the management board of Sava Re
(since 2009).

Beginning of term of office: 1 June 2018

Term of office: five years

Areas of responsibility (management board): reinsurance operations, facultative
reinsurance underwriting, actuarial affairs

Memberships of other supervisory bodies of Group companies: /

Memberships of management or supervisory bodies of third parties: /

—
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Jost Dolnicar,
member of the management board

Educational background: University graduated lawyer

Professional profile: Jost Dolnicar started his career in Zavarovalnica Triglav,
where he worked for nine years, most recently as executive director of the
non-life business. Through much of his life, he has been actively involved in
sports, and is still a licensed rowing trainer, a member of the legal committee
and an arbitrator with the arbitration court of the Slovenian Olympic Com-
mittee. He joined Sava Re in 2006 as senior executive responsible for the
management of Group subsidiaries. This is his second term of office as mem-
ber of the management board of Sava Re (since 2008). He was the chairman
of the Sava Re management board from 23 August 2016 to 11 May 2017.
Beginning of term of office: 1 June 2018

Term of office: five years

Areas of responsibility (management board): management of strategic
investments in direct insurance subsidiaries, modelling, IT, technology and
innovation, process information technology, pension insurance

Memberships of other supervisory bodies of Group companies:

* Sava Nezivotno Osiguranje a.d., Bulevar vojvode Misica 51,1000 Belgrade,
Serbia — member of the board of directors

* Sava Osiguranje a.d., P.C Krusevac, Rimski trg 70, 81000 Podgorica, Mon-
tenegro — member of the board of directors

* Zavarovalnica Sava d.d., Cankarjeva 3, 2000 Maribor, Slovenia - chair of
the supervisory board

* Sava Pokojninska Druzba d.d., Ulica Vita Kraigherja 5, 2103 Maribor, Slove-
nia — supervisory board member (since 4 December 2017)

* Got2Insure, Ltd., Bailey House, 4-10 Barttelot Road, Horsham, West Sus-
sex, RH12 1DQ, UK - non-executive director

* ZTSR, raziskovanje trga d.o.o., Dunajska cesta 22,1000 Ljubljana, Slovenia

— chair of the supervisory board

Memberships of management or supervisory bodies of third parties:

* Slovenian Rowing Federation, 2upan5i6eva cesta 9, 4260 Bled, Slovenia -
president

¢ Olympic Committee of Slovenia — member of the executive board
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Polona Pirs Zupancic,
member of the management board

Educational background: University graduated economist, Master of science
in economics

Professional profile: In 1999, after graduating in economics, Polona Pirs
Zupancic (1975) started her career as an analyst in the Sava Re reinsurance
operations department. Since 2009 she headed the corporate finance and
controlling department as executive director. In addition to many years of
experience in insurance, Polona Pir§ Zupancic has a long track record of lead-
ing and contributing to major and complex projects, strategically important for
both the Company and the Sava Re Group. She holds an advanced degree in
economics (magister ekonomskih znanosti) from the University of Ljubljana.
This is her first term of office as a member of the Sava Re management board.
Beginning of term of office: 14 January 2018

Term of office: five years

Areas of responsibility (management board): corporate finance and con-
trolling, investor relations, accounting, risk management

Memberships of other supervisory bodies of Group companies:

* Sava Osiguruvanje a.d., Ulica zagrebska br. 28 A, 1000 Skopje, North Mac-
edonia — member of the board of directors

« Sava Zivotno Osiguranje a.d.o., Bulevar vojvode Misica 51, 11000 Belgrade,
Serbia - chair of the board of directors

* Zavarovalnica Sava d.d., Cankarjeva 3, 2000 Maribor, Slovenia — member
of the supervisory board

Memberships of management or supervisory bodies of third parties: /
Remunerations, compensations and other benefits

Remuneration of management board members is discussed in detail in section
23.10 “Related party disclosures” in the notes to the financial statements.

Shareholdings

POSR shares held by management board members as at 31 December 20187

Shareholder No. of shares Holding (%)
Marko Jazbec 2,300 0.0134%
Srecko Cebron 2,700 0.0157%
Jost Dolnicar 4363 0.0253%
Polona Pirs Zupangic 2,478 0.0144%
11,841 0.0688%

Total

7 Source: Central securities register
KDD d.d.



| SAVA RE GROUP BUSINESS REPORT

'® GRI103-1,103-2

5.4 Financial reporting: internal controls and
risk management18

Internal controls comprise a system of guidelines and processes designed and
implemented by Sava Re at all levels to manage risks associated, among other
things, with financial reporting. These controls work to guarantee the effi-
ciency and effectiveness of operations, the reliability of financial reporting
and compliance with applicable regulations and internal acts.

Apart from the Companies Act (ZGD), Sava Re is governed by the Insurance
Act (ZZavar), which provides that insurance companies must put in place and
maintain an appropriate internal control and risk management system. Rele-
vant implementing regulations based on the Insurance Act, which the Com-
pany strictly follows, are issued by the Insurance Supervision Agency.

Financial controls are tightly connected to information technology controls,
which are aimed among other things at restricting and controlling access to
the network, information and applications, and at controlling the complete-
ness and accuracy of data entry and processing.

Internal controls applying to financial reporting on the consolidated basis are
set out in the internal accounting rules and in the Sava Re Group financial
control rules. Members of the Sava Re Group submit the financial informa-
tion required for the preparation of the consolidated financial statements
in reporting packages, prepared in accordance with International Financial
Reporting Standards (IFRS) and the controlling company’s guidelines, within
the time limits set out in the Company’s financial calendar. Reporting pack-
ages have inbuilt cross controls that ensure the consistency of information,
and are reviewed by external auditors. In addition, Group members submit
their separate financial statements, which constitutes an additional control
measure. By unifying information systems and applications that support
consolidation, planning and reporting, the exchange of financial data among
Group companies is becoming ever more efficient. Whether necessary infor-
mation system controls have been put in place and function adequately is
verified, on an annual basis, by relevant experts as part of the regular annual
auditing of financial statements.

In addition to the above mentioned control systems, Sava Re has put in place
internal control systems for other vital work processes. Internal controls
include procedures and acts ensuring compliance with the law and internal
rules. All major business processes in Sava Re have been specified, including
details on control points together with persons responsible for individual con-
trols. Basic controls are carried out by reviewing documents received or by an
automatic or manual control procedure of processed data.

CONTENTS

Sava Re complies with all rules and regulations on handling confidential data
and inside information, on allocation of investments and prohibition of trading
based on inside information. In addition, it regularly controls employee deal-
ings in financial instruments for own account.

Other entities authorised by Sava Re for the provision of individual services
must do so in compliance with the law, implementing acts, contracts for ser-
vice, internal rules and job instructions that are applicable at Sava Re.

The Company has designated an internal control system administrator
responsible for maintaining a record of identified internal control weaknesses,
including recommended measures for improving the internal control system.
Pursuant to the Insurance Act, Sava Re set up an internal audit department
that is responsible for assessing the adequacy and effectiveness of internal
controls employed, and their reliability in the Company’s pursuit of objec-
tives and management of risks. The internal audit department reports on its
findings to the management board, the audit committee and the Company’s
supervisory board.

5.5 External audit

The financial statements of the controlling company have been audited by
Ernst & Young d.o.0., Dunajska 111, Ljubljana, who have been tasked with the
auditing of the financial statements of the Sava Re Group and Sava Re in
2018 for the sixth year in a row. In 2018 most of the Group’s subsidiary com-
panies were audited by the local auditing staff of the same auditing firm. The
2018 financial statements for four Group member were audited by another
audit firm.

A contract for the auditing of the financial statements was signed with Ernst

& Young in 2016, applying to the period from 2016 to 2018.

The Company complies with the Companies Act provision on auditor rotation.
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5.6  Details pursuant to article 70(6)
of the Companies Act”

Composition of the Sava Re Group share capital

Ten largest shareholders of Sava Re as at 31 December 20182°

Shareholder No. of shares Holding (%)
Slovenski Drzavni Holding d.d. (Slovenian Sovereign Holding) 3,043,883 17.7%
Zagrebacka Banka d.d. - fiduciary account 2,439,852 14.2%
Republic of Slovenia 1,737,436 10.1%
Sava Re d.d. (own shares)* 1,721,966 10.0%
European Bank for Reconstruction and Development (EBRD) 1,071,429 6.2%
Raiffeisen Bank Austria d.d. (fiduciary account) 786,690 4.6%
Modra Zavarovalnica d.d. 714,285 41%
Abanka d.d. 655,000 3.8%
Hrvatska Postanska Banka - fiduciary account 337,003 2.0%
Guaranteed civil servants’ sub-fund 320,346 1.9%

| Toul 12,827,890 74.5%
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* Own shares carry no voting rights.

All shares of Sava Re are ordinary registered shares with no par value; all were
issued in a dematerialised form and pertain to the same class.

The shares give their holders the following rights:

* the right to participate in the Company’s management, with one share car-
rying one vote in the general meeting;

* the right to a proportionate part of the Company’s profit (dividend);

* the right to a corresponding part of the remaining assets upon the liquida-
tion or bankruptcy of the Company.

Pursuant to the Sava Re articles of association and the applicable legislation,
current Sava Re shareholders also hold pre-emptive rights entitling them to
take up shares in proportion to their existing shareholding in any future stock
offering; their pre-emptive rights can only be excluded under a resolution to
increase share capital adopted by the general meeting by a majority of at least
three-quarters of the share capital represented.

Share transfer restrictions

® GRI201-4 All Sava Re shares are freely transferable.

%% Source: Central securities register
KDD d.d., GRI 102-5
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Qualifying shareholders under the Takeover Act

As at 31 December 2018, the following shareholders of Sava Re?' exceeded
the five-percent share threshold (qualifying holding in accordance with article

77 of the Slovenian Takeover Act, ZPre-1):

Shareholder No. of shares Holding (%)
Slovenski Drzavni Holding d.d. (Slovenian Sovereign Holding) 3,043,883 17.7%

Zagrebacka Banka d.d. - fiduciary account 2,439,852 14.2%
Republic of Slovenia 1,737,436 10.1%
Sava Re d.d. (own shares)* 1,721,966 10.0%

European Bank for Reconstruction and Development (EBRD) 1,071,429 6.2%
Total 10,014,566 58.2%

On 2 June 2016, Sava Re received a notice from Adris Groupa d.d., Vladimira Nazora 1, 52210 Rovinj,
Croatia, advising Sava Re of a change in major holdings in Sava Re. Adris Grupa, including its subsidiar-
ies with fiduciary accounts, held 3,278,049 POSR shares, representing 19.04% of issued and 21.15% of
outstanding shares.

* Own shares carry no voting rights.

Holders of securities carrying special control rights
Sava Re issued no securities carrying special control rights.
Employee share schemes

Sava Re has no employee share scheme.

Restrictions of voting rights

Sava Re adopted no restrictions on voting rights.

Shareholders’ agreements restricting transferability of share or
voting rights

Sava Re is not aware of any such agreements between shareholders.

2 Source: Central securities register
KDD d.d.
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Rules on appointment/removal of members of management/supervisory
bodies and on amendments to the articles of association

Company rules on appointment/removal of management board members

Pursuant to Sava Re articles of association, the chair and members of the management
board are appointed by the supervisory board for a period of five years. Such appoint-
ments are renewable without limitation. Natural persons with full legal capacity that
meet the requirements set down by law and internal rules may be appointed members
of the management board. The process and criteria for the selection of candidates for
members of the management board as well as the process of periodic fit and proper
assessments of individual members is clearly set out in the Company’s fit and proper

policy.

The management board, as a whole or its individual members, may be recalled by the
supervisory board for reasons prescribed by law.

Sava Re rules on appointment/removal of supervisory board members

Pursuant to the Sava Re articles of association, the supervisory board is composed of
six members, of which four (shareholder representatives) are elected by the Compa-
ny’s general meeting, and two (employee representatives) are elected by the workers’
council, which subsequently informs the general meeting of its decision. Shareholder
representatives of the supervisory board are elected by the general meeting, by a major-
ity of votes present. The term of office of supervisory board members is four years, and
is renewable. Natural persons with full legal capacity that meet the requirements set
down by law and internal rules may be appointed members of the supervisory board. The
process and criteria for the selection of candidates for membership of the supervisory
board and for drafting proposals for general meeting resolutions on the appointment
of supervisory board members, including the process of periodic fit and proper assess-
ments of individual members, is clearly set out in the Company’s fit and proper policy.

Supervisory board members who are shareholder representatives may be recalled by the
general meeting for reasons as prescribed by law based on a general meeting resolution
adopted by a majority of at least three-quarters of the share capital represented.

Sava Re rules on amendments to its articles of association

The Sava Re articles of association do not contain special provisions governing their
amendment. Pursuant to applicable legislation, they may be amended by resolution of
the general meeting by a majority of at least three quarters of the share capital repre-
sented.

Powers of the management board, especially relating to own shares
With the additional own share repurchases in April 2016, the management board fully

exhausted the general meeting authorisation granted in 2014 to purchase own shares up
to 10% minus one share of the share capital.

CONTENTS

Important agreements that become effective, change or terminate after a
P g ’ g
public takeover bid results in a control change

Sava Re protects itself against the risk of losses by reinsuring its own account (retroces-
sion). Retrocession contracts usually contain provisions governing contract termination
in cases involving significant changes in ownership or control of the counterparty.

Agreements between an entity and members of its management/supervisory
bodies on compensation in case of (i) resignation, (ii) dismissal without cause
or (iii) employment relationship termination due to any bid specified in the
law governing takeovers

Sava Re management board members are not entitled to severance pay in case of resig-
nation.

A management board member is entitled to severance pay if recalled for other economic
or business reasons (major change in shareholder structure, reorganisation, launch of
new product, major change in Company objects and such like) and the employment
relationship with the Company is terminated.

A management board member is also entitled to severance pay if their function is ter-
minated by mutual consent in conjunction with a termination of their employment rela-
tionship with the Company.

Ljubljana, 3 April 2019
Save Re Supervisory Board

Ljubljana, 28 March 2019
Save Re Management Board

[ donder
arkolJei:zbec, Chairman
/ .f;f \J'wa_,

Srecko Cebron, Member

Mateja Lovsin Heric, Chair

i . 1)
jlﬂ.-"—"ﬂb\‘ L'JI-JI.-"‘,____—J
Jost Dolnicar, Member

7

Polona Pirs Zupancic, Member
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6.1  Mission and vision??

We are working to become a recognised provider of comprehensive insur-
ance and reinsurance services in our target markets, to establish a climate of
trust and loyalty among stakeholders, to become recognised as a company
that communicates transparently and fairly, to meet the expectations of our
shareholders and achieve an adequate return on equity, to raise the awareness
about the organisation’s values and to integrate them into fundamental busi-
ness policies and people’s behaviour.

Through a positive climate, good business culture, continuous training and
investments in employees, we contribute to a continuous development of
insurance and ancillary products and to more optimal business processes. We
are developing a Group-specific corporate culture that will be reflected in the
quality of services and in the loyalty of the employees to their company and

the Group.

By definition, insurance is the provision of economic security through the
spreading of economic risks, which is why the industry is tightly intertwined
with the economy at large. Within this system, Sava Re has a responsibil-
ity to support activities that contribute to improving the social environment.
Sustainable development is an area to which the Company is increasingly
committed. Special attention is given to the exchange of knowledge, ongoing
training of employees and external stakeholders and the utilization of syner-
gies among Sava Re Group companies. The social responsibility demonstrated
by the Company reflects the values on which we intend to focus more in the
future.

CONTENTS

Our mission

Through commitment and constant progress,
we ensure security and quality of life.

Our vision

We are creating a modern, digital, people-
focused and sustainable insurance Group.

What we are like

We grow relationships with our colleagues in
a responsible, frank and respectful manner.

We exceed client expectations with our
ongoing efforts to make improvements and
strengthen relationships.

We are active in relation to the environment
(owners, social environment).

—
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6.2 Goals achieved in 201823 6.3 Sava Re Group strategy highlights

The Sava Re Group achieved the following targets in 2018: The Sava Re Group defines its strategy in terms of four pillars:

(EUR million) 2018 plan  Actual 2018 Index / deviation in p.p.
Gross written premiums >520.0 546.3 105.1
Growth in premiums 2.8% 5.6% 2.8 p.p. SAVA RE

Net expense rati T S T .................................................................. GROUp
Net incurred loss ratio, excluding the effect of exchange differences 59.4-59.9% 57.0% -29p.p. :
Net combined ratio, excluding the effect of exchange differences 94.0-94.5% 92.9% -1.6 p.p.
Profit, net of tax 37.0-39.0 43.0 116.2

Investment return, excluding the effect of exchange differences 1.7% 1.7% 0.0 p.p. INTEGRAL RISK MANAGEMENT

Return on equity >11.0% 131% 21 p.p.

* The net incurred loss ratio and the net combined ratio are given for the reinsurance and non-life insurance operating segments.
*The net expenses ratio is given for the reinsurance, non-life insurance and life operating segments.

CAPITAL
GROWTH
AND USE

INSURANCE REINSURANCE ASSET

In 2018 the Sava Re Group exceeded its target gross premiums written, primarily as a S PERATIONS OPERATIONS A e

result of the high premium growth achieved by the Slovenian Zavarovalnica Sava. While the
expense ratio was only slightly higher than planned, the net incurred loss ratio and the com-
bined ratio were both poorer than planned. The Group’s expense ratio increased as a result of
a higher expense ratio in the reinsurance segment (lower premiums and higher commission
rates aggravated by the current soft reinsurance market) and the acquisitions of companies
underway. The incurred loss ratio and the combined ratio are lower thanks to a low incidence
of large losses. The investment return did not deviate from the planned one. The return on
equity of 13.1% exceeded the target figure. All major metrics remained within the ranges set
in the Group’s strategic plan

BUSINESS SUPPORT ACTIVITIES

Realisation of planned consolidated gross premiums written

600.0
200 Key guidelines set out in the strategy:
» digitalisation and technological modernisation of operations to place the
4000 client in the centre;
* growth through acquisitions;
3000 * seeking opportunities in environmentally/sustainability-oriented invest-
ment projects;
000 [ International life * closing the gap between intrinsic value and market price of shares.
B International non-life
B Slovenia life
1000 B Slovenia non-life
B Reinsurance business
0.0
(EUR million) 2018 plan Actual 2018

% GRI103-1,103-2,103-3
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* When calculating the combined
ratio based on the planning finan-
cial statements for Sava Re, it is
necessary to exclude part of the
expenses relating to the adminis-
tration of the Group that are not

related to reinsurance business.

Long-term strategic targets:

* The long-term objective is to achieve, at the Group level and in terms of a
3-year average, a return on equity (ROE) that at is at least equal to the cost
of capital. The internally-calculated cost of equity of the Sava Re Group
with regard to its composition is 10.4% (+/- 0.5 p.p.).

* In the period 2017-2019, the solvency ratio at the Group level will be in the
range of 170% and 230% (between the lower end of the optimum/target
range and the upper end of suboptimal capital).

* Non-life business of the Group will achieve a three-year average combined
ratio of not more than 95%, while reinsurance?* will achieve a combined
ratio of not more than 93%.

* As regards life insurance business, the profitability of new policies written
by Zavarovalnica Sava and insurers outside Slovenia will be at least 5% and
2.5%, respectively (ratio of the value of new policies to the present value of
expected premiums of such new policies).

Strategic directions by operating segment

Non-life insurance business in Slovenia:

* strengthening the position of the combined insurer in the market;

* improving the results of the non-life insurance segment other than motor
insurance;

* taking advantage of segment cost synergies.

Life insurance in Slovenia:

* strengthening the position of the combined insurer in the market;

* maintaining premium volumes and particularly profitability of life business;
* taking advantage of segment cost synergies.

Health insurance in Slovenia:
* boosting health insurance product sales in Zavarovalnica Sava; gradual roll-
out to companies outside Slovenia.

CONTENTS

Pension business:

* growth above market growth rates;

* utilisation of synergies in the Group;

* active approach to the marketing and promotion of increasing individuals’
contributions to pension funds.

Reinsurance operations:

e growth in international reinsurance markets;

* maintaining a high-quality reinsurance portfolio;
* good geographic diversification.

Bancassurance:
* streamlining processes in existing banking partners, developing new prod-
ucts and forming new partnerships.

Assistance services:

* development of own assistance services in Slovenia and roll-out of assis-
tance services to other Group companies;

* expansion of assistance services to include health and home assistance.

Non-Slovenian operations:

* making use of established platforms (in terms of processes and products) to
increase growth in gross premiums written;

* improving the expense ratios;

* seeking opportunities through investments in vehicle inspection;

* strengthening companies’ brand recognition;

* increasing the productivity of the sales network and focus on premium and
recourse collection;

* utilising synergies in Group subsidiaries in individual markets;

* development and focus both on selling products with a higher risk compo-
nent and on more affordable products (life policies);

ANNUAL REPORT 2018 |
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6.4  Plans of the Sava Re Group for 2019

Key targets for 2019

(EUR million) 2019 plan  Index/difference in p.p.
P2019/18

Sava Re Group

All income, other than from investments >535

Profit or loss, net of tax 31.1 43.0 atleast43.0 100.0

Investment return, excluding the effect of exchange 2.0% 1.7% 1.7% 0.0 p.p.

differences

(Re)insurance part

Gross premiums written 517.2 546.3 > 555 101.6
Net expense ratio (reins. + non-life + life) 32.6% 331% 32.4-33.0% -0.1p.p.

Net incurred loss ratio, excluding the effect of 60.5% 57.0%  59.2-59.7% 2.7 p.p.
exchange differences (reins. + non-life)

Net combined ratio, excluding the effect of 95.6% 929%  93.6-94.1% 1.2 p.p.

exchange differences (reins. + non-life)

Insurance business

Client focus, digitisation of operations, development of innovative services
and insurance products, assistance services in connection with insurance

products, preparing for implementation of IFRSs 9 and 17.
Reinsurance business

Planned growth in new markets, partly as a result of writing more business fol-
lowing the improved credit rating in 2018, and preparing for implementation

of IFRSs 9 and 17.

CONTENTS ANNUAL REPORT 2018 |

Target gross premiums written of insurance companies and income of non-insurance companies (Sava Re Group)

350.0

299.8 300.4

300.0

250.0

200.0

150.0

100.0

50.0

83
71 9.2 36 65 71 00 60 52

0.0

(EUR million) Reinsurance Slovenia non-life Slovenia life International International life Pensions*
business non-life
* All income, other than from investments. B 2017 M 2018 B 2019 plan

Pensions

Active approach to the marketing and promotion of increasing individuals’
contributions to pension funds.

Ancillary services

Development of the assistance segment in Slovenia as well as in other mar-
kets; health and home assistance in addition to motor assistance.

Capital growth and utilisation

Exploring new growth opportunities (in line with the strategy) in insurance
markets and ancillary business viewed by clients as additional services.
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+ Economic sentiment improved slightly in the last months of 2018 but remained

25 lower year on year due to the deterioration in the first half of the year. Particu-
larly confidence in manufacturing and consumer confidence improved in the last
few months, following earlier deterioration. Confidence in other activities reached
similar levels year on year at the year end.

* Household disposable income increased further towards the end of 2018; at the All group
same time, the proportion of disposable income saved continued to increase. The .

. . . . Companles
last quarter of 2018 saw further growth in the net wage bill, social transfers (includ- . - ed
ing pensions) and new consumer loans. This encouraged households to increase maintaine
spending in several segments (particularly in durable goods, and accommodation their market
and food services). According to the statistical office of the Republic of Slovenia, shares.

an increasing proportion of disposable income is being saved. The saving rate, up
0.9 p.p. to 13.9% in 2017, rose by a further 1 p.p. year on year in the first three
quarters of 2018. The saving rate in Slovenia is indeed among the highest in the
EU?.

Slovenia

Major economic indicators for Slovenia ) ) _ _ _
* The number of employed persons continued to rise relatively rapidly, despite ever

greater shortages of appropriately skilled workers. Difficulties in finding workers
on the domestic labour market are reflected in increasing hiring of foreign nation-
als. These already account for more than one-half (in October 57%) of the growth
in the total number of employed persons and around one-tenth of all employed
persons. Growth in the number of employed persons is also attributable to the
rapid increase in labour market participation; this is also due to the inclusion of
those who thus far had not been actively seeking employment. The number of
registered unemployed persons continued to decline, though amid more moderate

growth in employment from unemployment than in 2017. A total of 78,534 per-

2014 2015 2016 2017 2018

Real change in GDP (%) 3.0 2.3 3.1 49 4.4
GDP (EUR million) 37,603 38,863 40,357 43,000 45,742
Registered unemployment rate (%) 13.1 12.3 1.2 9.5 8.2

Average inflation (%) 0.2 -0.5 -0.1 14 1.8
Population (million) 2.1 2.1 2.1 2.1 2.1

GDP per capita (EUR) 17,906 18,506 19,218 20,476 21,782 sons were registered as unemployed at the end of December, on average 78,474 in
Insurance premiums (EUR million) 1,937.6 1,975.4 2,020.4 2,176.8 2,343.5 2018. This translates into a rate of 7.7%, 11.5% less than one year earlier.
- growth/decline in insurance premiums 21% 2.0% 23% 7.7% 7.7% * In the first ten months of 2018, year-on-year wage growth (3.4%) was higher than

in the same period of 2017 (2.3%), particularly in the private sector. Wage growth
Insurance premiums — non-life (EUR million) 1,402.2 1,409.4 1,449.7 1,529.3 1,636.0

in the private sector is driven by relatively low unemployment, steady productivity
- growth/decline in non-life insurance premiums -1.7% 0.5% 2.9% 5.5% 7.0%

growth and good business results. Wages increased the most year on year in con-
struction, accommodation and food service activities, and administrative support
Insurance premiums - life (EUR million) 5354 565.9 570.7 647.5 707.6
- growth/decline in life insurance premiums -3.1% 5.7% 0.8% 13.5% 9.3%

service activities. Reflecting the agreements reached with trade unions in 2016,
wage growth in the general government sector was somewhat lower than in 2017,
. . particularly in the last months, when the effects of these agreements were peter-
Insurance premiums per capita (EUR) 922.6 940.6 962.1 1,036.6 1,116.0 : | bl; o h ¢ S h .
Ing out. In public corporations, where wage rormation is somewhat more autono
Non-life insurance premiums per capita (EUR) 667.7 671.2 690.3 728.2 779.0 mous and linked to business performance, wage growth was higher than in 2017,
Life insurance premiums per capita (EUR) 254.9 269.5 2718 3083 336.9 which also contributed to higher total wage growth in the public sector.
Premiums/GDP (%) 5.2 5.1 5.0 5.1 5.1
Non-life premiums/GDP (%) 3.7 3.6 3.6 3.6 3.6
Life premiums/GDP (%) 1.4 1.5 1.4 1.5 1.5
Average monthly net salary (EUR) 1,009 1,013 1,030 1,062 1,086

Premiums for the years 2016-2018 are shown without the premiums of the branches of Adriatic

* Consumer price growth fell markedly in December (to 1.4%); in 2018 as a whole
it was somewhat higher than one year earlier (at 1.7%). For the most part of the
year, inflation was mainly contributed to by higher prices of oil products and food,
in addition to higher costs of services. At the end of the year, the contribution of
these fell significantly, because of which consumer price growth fell considerably
year on year. Prices of semi-durable and durable goods continued to fall, the latter
mostly owing to lower car prices. Influenced by favourable developments in the

% Source: UMAR, Economic Mir-
ror, no. 1/2019, Statistical Office
of the Republic of Slovenia,

Slovenian Insurance Association.

Slovenica and Zavarovalnica Sava in Croatia.

economy, year-on-year price growth in services continued to strengthen mod-
erately, reaching 3% by the end of the year. This contributed to somewhat higher
core inflation, which was at 1.2% in December. The harmonised index of consumer
prices, which is used for international comparisons, also indicates 1.4% inflation in
December 2018, 0.2 p.p.s lower than inflation in the euro area.

—

% Of 25 EU countries, only Luxem-
bourg, Sweden, Germany and the
Netherlands had a higher saving
rate than Slovenia in 2017; the
average for the EU-28 was 9.7%.
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Slovenian insurance market?

Slovenian insurance market 2018

16.0%

28.1%

. Zavarovalnica Triglav ' Vzajemna
M Zavarovalnica Sava || Triglav Zdravstvena
. Adriatic Slovenica ‘ Other insurers

Breakdown of premiums in the Slovenian insurance market in 2018

2 Source: Slovenian Insurance Association.
Market shares are calculated excluding the
premiums of the branches of Adriatic Sloven-

ica and Zavarovalnica Sava in Croatia.

Life business

30.2%

12.7%

Non-life business

69.8%

13.0%

CONTENTS
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Market shares of Zavarovalnica Sava in the Slovenian insurance market?®

20.0%

18.0%

16.0%

14.0%

12.0%

10.0%

8.0%

6.0%

40%

20%

0.0%

Premiums and market shares in the Slovenian reinsurance marke

Gross premiums
written

151,636,216

t29

Market share

Gross premiums Market share
written

153,219,752

Triglav Re

Total

131,170,639
282,806,855

123,713,912
276,933,664

2 Source: Slovenian Insurance Association.
# Source: internal data of Sava Re and Triglav
Re.
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Croatia®®

Major economic indicators for Croatia

Real change in GDP (%)

GDP (EUR million)

Registered unemployment rate (%)

Average inflation (%)

Population (million)

GDP per capita (EUR)

Insurance premiums (EUR million)

- growth/decline in insurance premiums

Insurance premiums — non-life (EUR million)

- growth/decline in non-life insurance premiums

Insurance premiums - life (EUR million)

- growth/decline in life insurance premiums

Insurance premiums per capita (EUR)

Non-life insurance premiums per capita (EUR)

Life insurance premiums per capita (EUR)

Premiums/GDP (%)

Non-life premiums/GDP (%)

Life premiums/GDP (%)

Average monthly net salary (EUR)

Exchange rate (HRK/EUR)

30 Source: Croatian Chamber of Commerce
and Industry, EMIS database, Croatian

Insurance Supervision Agency.

2014 2015 2016 2017 2018
-0.1 2.4 35 29 2.8
43,431 44,606 46,639 48,990 51,243
17.3 17.0 14.8 1241 9.4
0.2 -0.5 11 11 15
4.2 4.2 4.2 4.2 4.2
10,248 10,610 11,182 11,664 12,201
1,121.4 1,146.0 1,167.6 1,231.0 1,350.0
-6.4% 2.2% 19% 5.4% 9.7%
7759 760.5 7774 8311 920.7
-10.1% -2.0% 2.2% 6.9% 10.8%
3455 3855 390.5 400.0 4293
3.2% 11.6% 1.3% 2.4% 7.3%
264.6 272.6 279.9 2931 321.4
18311 180.9 186.3 197.9 219.2
81.5 917 93.6 95.2 102.2
2.6 2.6 2.5 2.5 2.6

1.8 17 17 17 1.8
0.8 0.9 0.8 0.8 0.8
725 750 755 802 834
7.634 7.614 7.533 7.464 7.418

CONTENTS
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Croatian insurance market®'

Croatian insurance market Breakdown of premiums
2018 in the Croatian insurance market in 2018

Life business

31.8%

Non-life business

68.27%

B Croatia I Delta Generali Osiguranje

B Allianz Zagreb B Z:varovalnica Sava - branch office
B Euroherc [l Other insurers

B Wiener Osiguranje VIG

Market shares of Zavarovalnica Sava in the Croatian insurance market3?

1.6%

14%

1.2%

1.0%

0.8%

0.6%

04%

0.2%

0.0%

B Total B Non-life business [l Life business

3 Source: Croatian Insurance Bureau.

32 Source: Croatian Insurance Bureau.
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Serbia33 Serbian insurance marke

Serbian insurance market Breakdown of premiums
Major economic indicators for Serbia 1-9/2018 in the Serbian insurance market 1-9/2018

2014 2015 2016 2017 2018

EE 05 28 E 40
3,685457 3954368 417,150 4,321,128 4,753,005
31,535 32,800 33,500 35,600 40,164
01 182 159 7B5 160

Life business

22.7%

Average inflation (%) 2.1 1.4 11 3.1 2.6
Population (million) 7.2 7.1 7.1 7.0 7.0

GDP per capita (EUR) 4,380 4,620 4,718 5,086 5,746
Insurance premiums (EUR million) 593.9 671.2 725.3 767.0 815.0

- growth/decline in insurance premiums 4.7% 13.0% 8.1% 5.7% 6.3%
Insurance premiums — non-life (EUR million) 456.9 510.6 537.1 579.5 620.0
- growth/decline in non-life insurance premiums 3.3% 11.8% 5.2% 7.9% 7.0%

Insurance premiums — life (EUR million) 136.9 160.6 188.2 187.5 195.0

Non-life business

77.3%

- growth/decline in life insurance premiums 10.0% 17.3% 17.2% -0.4% 4.0%
Insurance premiums per capita (EUR) 82.5 94.5 102.2 109.6 116.6

Non-life insurance premiums per capita (EUR) 63.5 719 75.6 82.8 88.7
Life insurance premiums per capita (EUR) 19.0 22.6 26.5 26.8 279 B - W T
u \2 1 \2

Premiums/GDP (%) 1.9 2.0 2.2 2.2 2.0

Del li Osi, | Zivi i I
Non-life premiums/GDP (%) 14 16 16 16 15 1 B GormeliOnfmanf> | [ Sac Nezivotno Osiguranje
Life premiums/GDP (%) 0.4 0.5 0.6 0.5 0.5 | DI?OR B sava Zl'votno Osiguranje
Average monthly net salary (RSD) 44,530 44,437 45,862 470888  47,336.0 W Wiener Bl Other insurers
Average monthly et salary (EUR) 381 369 373 395 400 * The 2018 data refers to the period 1-9/2018 because figures for the whole year 2018 have not yet been published.
Exchange rate (RSD/EUR) 116.9 120.6 122.9 1214 118.3

: Tha?ﬁ”i insurance premiums are estimates because figures for the whole year 2018 have not yet been Market shares of Sava Nezivotno Osiguranje (SRB) and Sava Zivotno Osiguranje (SRB) in the Serbian insurance market®
PU Ishea.
Market shares of Sava Nezivotno Osiguranje Market shares of Sava Zivotno Osiguranje
3.5% 12%
3.0% 10%
2.5%
0.8%
2.0%
0.6%
1.5%
04%
1.0%
0.5% 0.2%
0.0% 0.0%
1-9/2018 2017 1-9/2018
* The 2018 data refers to the period 1-9/2018 because figures B Total B Non-life business * The 2018 data refers to the period 1-9/2018 because figures B Total B Life business
for the whole year 2018 have not yet been published. for the whole year 2018 have not yet been published.
3 Source: MMF, World Economic Outlook, 34 Source: Serbian National Bank.
National Bank of Serbia. 35 Source: Serbian National Bank.

—
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N ort h Ma ced on I a 36 North Macedonian insurance market®”
North Macedonian insurance market Breakdown of premiums
Major economiclindicatorsiroriNo M acedonia 2018 in the North Macedonian insurance market in 2018
2014 2015 2016 2017 2018
Real change in GDP (%) 3.6 3.9 29 0.0 2.3 Life business
GDP (MKD million) 527,631 558,240 607,452 633,846 662,660 16.8%
GDP (EUR million) 8,571 9,076 9,859 10,313 10,754
Registered unemployment rate (%) 28.0 26.1 23.6 224 21.1
Average inflation (%) -0.3 -0.3 -0.2 14 1.7
Population (million) 2.1 2.1 2.1 2.1 2.1
GDP per capita (EUR) 4,081 4,322 4,695 4,911 5,121
Insurance premiums (EUR million) 123.9 134.5 141.5 146.3 161.1 . .
Non-life business
- growth/decline in insurance premiums 6.7% 8.5% 5.3% 3.4% 10.1% 83.2%
Insurance premiums — non-life (EUR million) 109.5 116.7 120.6 122.8 134.0
- growth/decline in non-life insurance premiums 49% 6.6% 3.3% 1.8% 9.1%
[ | Triglav (former Vardar) N sa- Osiguruvanje
Insurance premiums — life (EUR million) 14.4 17.8 21.0 23.5 271 W ool '
urolink - Wiener T _ s .
- growth/decline in life insurance premiums 22.6% 23.2% 17.9% 12.2% 15.2 B Macedonia (former QBE) [l Other insurers : ISHrAneE premisims sre preminany Tesres
Insurance premiums per capita (EUR) 59.0 64.0 67.4 69.7 76.7
Non-life insurance premiums per capita (EUR) 52.1 55.6 57.4 58.5 63.8
Life insurance premiums per capita (EUR) 6.9 85 10.0 1.2 12.9 Market shares of Sava Osiguruvanje (MKD) in the North Macedonian insurance market®®
Premiums/GDP (%) 1.4 1.5 1.4 1.4 1.5 !
Non-life premiums/GDP (%) 1.3 1.3 1.2 1.2 1.2
Life premiums/GDP (%) 0.2 0.2 0.2 0.2 0.3 10.0%
Average monthly net salary (EUR) 336 345 353 388 394
8.0%
Exchange rate (MKD/EUR) 61.561 61.510 61.616 61.458 61.618
* The 2018 insurance premiums are preliminary figures. 6.0%
4.0%
2.0%
0.0%
2014 2015 2016 2017 2018
* The 2018 insurance premiums are preliminary figures. B Total B Non-life business
37 Source: National Insurance Bureau of the
% Source: NBRM, estimates of Sava Osiguru- Republic of Macedonia.
vanje (MKD), National Insurance Bureau of 38 Source: National Insurance Bureau of the
North Macedonia. Republic of Macedonia.
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N\ontenegro39 Montenegrin insurance market*°

Montenegrin insurance market Breakdown of premiums

Major economic indicators for Montenegro 2018 in the Montenegrin insurance market in 2018

2014 2015 2016 2017 2018

Real change in GDP (%) 1.8 34 29 47 41

GDP (EUR million) 3,458 3,655 3,954 4,299 4,605

Registered unemployment rate (%) 18.0 17.6 17.7 16.1 14.8
. ion (%)

Life business

1 VAYA

5,561 5,874 6,354 6,907 7,388
72.4 81.8 80.1 81.8 86.8

- growth/decline in insurance premiums -0.5% 12.9% -2.0% 2.0% 6.2%
Insurance premiums — non-life (EUR million) 59.9 67.6 66.5 67.6 71.6
- growth/decline in non-life insurance premiums -3.3% 13.0% -1.7% 1.7% 5.9%

Insurance premiums - life (EUR million) 12.6 14.2 13.7 14.2 15.2
. . 3 N . . 3 B Loven Osiguranje B Generali Osiguranje
- growth/decline in life insurance premiums 15.5% 12.8% -3.4% 3.5% 7.3% Wl Seve Osiguranje (MNE) B Growe Osiguranje
Insurance premiums per capita (EU R) 116.4 131.4 128.8 1314 139.3 . Unicla Nezivotno Osiguranje ._ Other insurers
Non-life insurance premiums per capita (EUR) 96.3 108.6 106.8 108.6 114.9
Life insurance premiums per capita (EUR) 20.2 22.8 22.0 22.8 24.4
Premiums/GDP (%) 21 2.2 2.0 1.9 1.9
Non-life premiums/GDP (%) = - = » » Market shares of Sava Osiguranje (MNE) in the Montenegrin insurance market*'

Non-life business

82.5%

Life premiums/GDP (%) 04 04 0.3 0.3 0.3 25.0%
Average monthly net salary (EUR) 477 480 499 510 511

20.0%

15.0%

10.0%

5.0%

0.0%

2014 2015 2016 2017 2018

¥ Source: Statistical bureau of Montenegro (published
data for 2014-2017), Government of Montenegro: B Total B Non-life business
Programme of economic reforms for Montenegro
2019-2021, January 2019 (estimated data for
GDP, unemployment rate and population for 2018); 0 Source: Insurance Supervisor of Montenegro.
Montenegrin insurance regulator. 4 Source: Insurance Supervisor of Montenegro.




| SAVA RE GROUP BUSINESS REPORT

Kosovo®?

Major economic indicators for Kosovo

2014 2015 2016 2017 2018

5,392 5,796 6,043 6,327 6,674
353 329 275 30.5 i
2927 3153 3,286 3,515 3,708
82.5 81.4 83.8 87.4 93.5
- growth/decline in insurance premiums 3.8% -1.3% 2.9% 4.4% 6.9%
Insurance premiums — non-life (EUR million) 80.1 78.7 81.2 849 90.5

- growth/decline in non-life insurance premiums 3.5% -1.7% 3.2% 4.6% 6.6%
16.5% 12.5% -4.3% 2.2% 16.7%
44.8 443 45.6 48.6 519

. Eurosig

(former Dardania)
i ) Sigal Uniqa
[ | Sigma VIG
W liyria
I Scardian
W lyria Life

[l Other insurers

Kosovan insurance market*?

Breakdown of premiums

in the Kosovan insurance market in 2018

42 Source: Central Bank of the Republic of Kosovo, www.imf.org.
43 Source: Central Bank of the Republic of Kosovo.

Life business

3.2%

Kosovan insurance market

2018

Non-life business

96.8%

CONTENTS

14.0%

Market shares of lllyria and lllyria Life in the Kosovan insurance market**

Market shares of lllyria
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12.0%

10.0%

8.0%

6.0%

4.0%

2.0%

0.0%

2014

Market shares of lllyria Life

B ol

2018

B Non-life business

80.0%

70.0%

60.0%

50.0%

40.0%

30.0%

20.0%

10.0%

0.0%

B Total

B Life business

44 Source: Central Bank of the Republic of Kosovo.
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S Sava Re Group

revView off
OPArakions and

financial resu

4 Aglossary of selected insurance
terms and calculation methods for
ratios is appended to this annual
report.

Business is presented by operating
segments: reinsurance, non-life, life,
pensions and other. The non-life

and life segments are further broken
down by geography (Slovenia and

international).

The operating segments include the Following companies:

* reinsurance: Sava Re, 30% of Sava Terra;

* non-life, Slovenia: Zavarovalnica Sava (Slovenian part), 70% of Sava Terra;

* non-life, international: Zavarovalnica Sava (Croatian part), Sava Nezivotno
Osiguranje (SRB), lllyria, Sava Osiguranje (MNE), Sava Osiguruvanje (MKD),
lllyria Hospital, Sava Car, Sava Agent, Sava Station;

* life, Slovenia: Zavarovalnica Sava (Slovenian part), ZS Sveto!anje, Ornatus KC;

* life, international: Zavarovalnica Sava (Croatian part), Sava Zivotno Osiguranje
(SRB), lllyria Life;

* pensions: Sava Pokojninska, Sava Penzisko Drustvo;

* other: TBS Team 24, ZTSR (equity method), G2 (equity method).

@45

CONTENTS

The segment reporting information also reflects reallocations of certain income
statement items:

* The effects of reinsurance are transferred from the reinsurance segment to the
other segments (Sava Re as the controlling company handles the reinsurance
of most risks of the subsidiaries within the Sava Re Group): in the segment
reporting information, reinsurance premiums received by the reinsurer from the
subsidiaries are reallocated to the segment from where they originate (the same
applies by analogy to reinsurance-related claims, commission income, change
in unearned premiums, claims provisions and deferred acquisition costs). In the
elimination process, the portion of business retroceded by Sava Re to foreign
reinsurers is not allocated to the segments. Retrocession-related expenses usu-
ally exceed income (except in the case of catastrophe claims). In order to provide
a more appropriate presentation of profitability by segment, the result of retro-
ceded business is also allocated to the segment where it arose. All these items are
adjusted only in the part relating to the risks of subsidiaries retroceded by Sava
Re to foreign reinsurers.

* Other operating expenses relating to the reinsurance segment are reduced by
the portion of expenses attributable to the administration of the Sava Re Group.
Sava Re operates as a virtual holding company; hence a part of its expenses
relates to the administration of the Group. Such expenses relating to the rein-
surance segment are allocated to other segments based on gross premiums
written. Such reallocation is also made for other operating expenses relating to
intra-Group reinsurance transactions. In 2018, Sava Re allocated 65.6% of other
operating expenses to operating segments as monitored by income composition
(2017: 61.7%). Furthermore, operating expenses of TBS Team 24 incurred in its
activities on behalf of other Group companies were reallocated from the “other”
segment to the Slovenian and international non-life segments (2018: EUR 4.1
million, 2017: EUR 0). The same method is followed in the consolidation process
when income is eliminated.

* Investment income and expenses are reallocated from the reinsurance seg-
ment to the non-life insurance and life insurance segments using the key for the
apportionment of net technical provisions for the rolling year (average of past
four quarters).

In the statement of financial position, the following adjustments are made in addi-
tion to the eliminations made in the consolidation process:

* Intangible assets — goodwill is allocated to the segment from which it arose (real-
located from the reinsurance segment to other segments depending on which
subsidiary it relates to).

* The balance of financial investments is reallocated from the reinsurance segment
to the non-life and life segments using the key for the apportionment of net
technical provisions for the rolling year (average of past four quarters).

* The reinsurers’ share of technical provisions (reinsurers’ share of unearned pre-
miums, claims provisions and other provisions) and deferred acquisition costs — in
the same way as described in indent one of adjustments to income statement
items.

* Equity is reallocated from the reinsurance segment to other segments based
on the cost of investments in subsidiaries (the sum total of carrying amounts of
non-life insurers is reallocated to the non-life segment, and that of life insurers is
reallocated to the life insurance and other segments).

—
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Net
combined
ratio
improved

up 9.8%

Operating

revenue



| SAVA RE GROUP BUSINESS REPORT

TBS Team 24 was first consolidated in the Group financial statement on
31 January 2018, the companies Energoprojekt Garant and Sava Penzisko
Drustvo on 31 March 2018. Energoprojekt Garant was merged with Sava
Nezivotno Osiguranje (SRB) at year-end 2018. The acquisition of Sava Terra
was completed in the third quarter of 2018. The Group became the sole owner
of the company. The first consolidated accounts of the Sava Re Group after
Sava Terra joined were prepared as at 31 December 2018.

Following is a brief commentary on the results of each operating segment.

Summary consolidated income statement

(EUR) 2018 2017 Index
Net earned premiums 504,669,701 470,865,993 107.2
Investment income 26,802,161 27,446,915 97.7
Net unrealised gains on investments of life insurance 16,867,324 16,849,384 1001
policyholders who bear the investment risk

Other technical income 21,238,357 15,429,720 137.6
Other income 14,549,676 6,058,000 240.2
- of which investment property 1,233,614 514,115 239.9
Net claims incurred -320,760,586 -296,103,320 108.3
Change in other technical provisions 13,207,584 -2,179,849 -605.9
Change in technical provisions for policyholders who bear the 15,962,680 -1,121,328 -1,423.6
investment risk

Expenses for bonuses and rebates 288,628 5,848 4,935.5
Operating expenses -178,131,437 -156,962,327 113.5
Expenses relating to investments in associates -151,130 0 -
Expenses for financial assets and liabilities -9,604,451 -11,891,544 80.8
Net unrealised losses on investments of life insurance -23,498,245 -8,256,416 284.6
policyholders who bear the investment risk

Other technical expenses -23,305,829 -17,486,080 133.3
Other expenses -2,873,861 -2,774,013 103.6
- of which investment property -511,771 -340,040 150.5

Profit or loss before tax 55,260,572 39,880,983 138.6

In 2018 operating revenues totalled EUR 540.5 million, up 9.8% year on
year. Revenues increased thanks to higher income from non-life and rein-
surance segments and partly because of the new companies that joined the
Group. Below we give details on the major items of the consolidated income
statement.

CONTENTS

Net premiums earned and net claims incurred relating to reinsurance and
insurance business account for more than 99% of the consolidated items.
Given are consolidated net earned premiums and net claims incurred relating
to all segments together, while consolidated operating expenses are given for
the reinsurance and insurance segments.

Consolidated net earned premiums

Consolidated net earned premiums

(EUR) 2018
Gross premiums written 546,299,539

ANNUAL REPORT 2018 |

Net premiums written 519,356,687

Change in net unearned premiums -14,686,986
Net earned premiums 504,669,701

Consolidated net earned premiums by class of business

(EUR) 2018
Personal accident 28,306,999

Health 6,820,565

Land vehicles casco 101,923,291

Railway rolling stock 143,866

Aircraft hull 759,435

Ships hull 5,265,092

Goods in transit 6,857,151

Fire and natural forces 79,380,436

Other damage to property 35,622,632

Motor liability 111,409,123

Aircraft liability 107,829

Liability for ships 939,050

General liability 20,376,242

Credit 4,228,542

Suretyship 118,828

Miscellaneous financial loss 1,960,111

Legal expenses 169,916

Assistance 11,524,953

Life 43,835,525

Unit-linked life 44 920,115
Total 504,669,701

2017 Index
517,233,431 105.6
482,990,135 107.5
12,124,142 1211
470,865,993 107.2
2017 Index
27,697,840 102.2
6,885,267 99.1
87,691,767 116.2
191,782 75.0
167,714 452.8
4,992,710 105.5
6,342,375 108.1
78,750,066 100.8
32,698,422 108.9
102,487,948 1087
253,849 425
944,269 99.4
18,653,533 109.2
4,325,848 97.8
400,850 29.6
2,290,214 85.6
224,098 75.8
5,827,553 197.8
42,083,797 104.2
47,956,091 937
470,865,993 107.2
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Consolidated net premiums earned by operating segment

350.0

300.0

250.0

200.0

150.0

100.0

50.0
21 22

0.0

(EUR million) Reinsurance business Non-life insurance business Life insurance business Pensions

Il 2017 B 2018

Consolidated gross premiums written by class of business

2018 2017

12.4% 12.8%

EUR 546.3 EUR 517.2

million million

18.4%

17.9%

Motor liabilit Life
Y
. Land vehicles casco 7._ Other damage to property
B Fire and natural forces [ Personal accident
B Unit-linked life [ Other
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Consolidated other technical income and other income

Composition of other technical income and other income by operating segment

20.0

15.0

10.0

50

0.0

(EUR million) Reinsurance business* ' Non-life insurance business'  Life insurance business Pensions Other**

* The reinsurance segment is shown excluding the effects of foreign exchange gains. . 2017 . 2018
** The “other” segment also includes data of TBS Team 24, which was not part of the Group in 2017.
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Consolidated net claims incurred Composition of consolidated net claims incurred, including the change in the mathematical provision, and the
change in the provision for unit-linked business by operating segment

Consolidated net claims incurred, including the change in the

mathematical provision and the change in the provision for unit-linked 200.0
business

180.0

2018 2017 Index -

Gross claims paid 342,556,518 309,727,160 110.6 400
Net claims paid 330,096,400 293,880,632 12.3 00
Change in the net provision for outstanding claims -9,335,814 2,222,688 -420.0
Net claims incurred 320,760,586 296,103,320 108.3 1000
Change in other technical provisions* -13,207,584 2,179,849 -605.9 o
Change in technical provisions for policyholders who bear -15,962,680 1,121,327 -1,423.6 60.0
the investment risk e
Net claims incurred, including the change in the 291,590,322 299,404,496 97.4
mathematical and UL provisions 200 24 23
2 s e sy e v Y |
Consolidated et claims incurred by class of business* (EUR million) Reinsurance business Non-life insurance business Life insurance business Pensions
(EUR) 2018 2017 Index W 2017 M 2018
Personal accident 11,168,972 11,382,301 98.1
Health 4,264,920 4,806,901 88.7
Land vehicles casco 73,108,208 65,305,931 1.9 Consolidated gross claims paid by class of business
Railway rolling stock 587,259 102,640 572.2
Aircraft hull 359,839 356,349 101.0 2018 2017
Ships hull 6,844,282 5,751,369 119.0
Goods in transit 5,684,790 3,411,664 166.6
Fire and natural forces 42,068,388 57,351,814 73.4 .
Other damage to property 17,979,720 16,041,598 1121 1S6%
Motor liability 62,105,208 51,177,373 121.4
Aircraft liability -38,163 -22,014 173.4
Liability for ships 354,175 299,096 118.4 o EUR 342.6 EUR
General liability 6,777,430 5,817,769 116.5 million 309.7
Credit -222,186 785,811 28.3 million
Suretyship -98,655 322,983 -30.5
Miscellaneous financial loss 1,091,744 1,324,879 82.4
Legal expenses -8,939 10,748 -83.2
Assistance 2,403,444 1,342,338 179.0
Life 47,690,979 33,292,805 143.2
Unit-linked life 38,639,171 38,812,586 99.6
320,760,586 296,103,320 108.3 B Land vehicles casco B Unit-linked life
B Motor liability [l Other damage to property
B Fire and natural forces [l Other
6 Does not include the change in the W U

mathematical provision or change in

the provision for unit-linked business.
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Consolidated other technical expenses and other expenses Consolidated operating expenses
Composition of other technical expenses and other expenses by operating segment Consolidated net operating expenses by operating segment
20.0 140.0
18.0 18.8
120.0
16.0
14.0 100.0
12.0 80.0
10.0
80 60.0
60 400
40
20.0
20
0.8 0.8 5.3
0.5 0.3 0 0.4 0.0 0.0 14 27 0.0
00 00 F—
(EUR million) Reinsurance business® | Non-life insurance business|  Life insurance business Pensions Other** (EUR million) Reinsurance business Non-life insurance business|  Life insurance business Pensions Other
W 2017 B 2018
* The reinsurance segment is shown excluding the effects of foreign exchange losses. . 2017 . 2018 * The “other” segment also includes data of TBS Team 24, which was not part of the Group in 2017.
™ The “other” segment also includes data of TBS Team 24, which was not part of the Group in 2017.
Consolidated operating expenses
(EUR) 2018 2017 Index
Acquisition costs 58,372,509 51,949,127 12.4
Change in deferred acquisition costs (+/-) -1,598,536 -2,389,002 66.9
Other operating expenses 121,357,464 107,402,203 113.0

Operating expenses 178,131,437 156,962,328 113.5

Net operating expenses 174,496,755 154,091,459 113.2
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Consolidated net investment income

The net investment income of the investment portfolio also includes the income and
expenses relating to investment property. These are shown in the income statement
under other income/expenses.

Consolidated net investment income of the investment portfolio

(EUR) 2018

Net investment income of the investment portfolio 17,768,423

Net investment income of the investment portfolio, excluding exchange differences 17,922,647

Figures for 2017 differ from those published in the 2017 annual report as the figures then published did not include
investment property data relating to depreciation of equipment.

Consolidated income and expenses relating to the investment portfolio

(0159 2018
Income

Interest income 16,459,186

Change in fair value and gains on disposal of FVPL assets 213,683

Gains on disposal of other IFRS asset categories 2,251,786

Income from dividends and shares — other investments 1,378,367

Exchange gains 6,416,544

Other income 1,316,209
Income relating to the investment portfolio 28,035,775
Net unrealised gains on investments of life insurance policyholders who bear the investment risk 16,867,324
Expenses

Interest expenses 28,445

Change in fair value and losses on disposal of FVPL assets 636,625

Losses on disposal of other IFRS asset categories 305,347

Goodwill impairment losses relating to investments in associates 151,130

Impairment losses on other investments 1,943,975

Exchange losses 6,570,768

Expenses relating to the investment portfolio 10,267,352

Net unrealised losses on investments of life insurance policyholders who bear the investment risk 23,498,245

Figures for 2017 differ from those published in the 2017 annual report as the figures then published did not include

investment property data relating to depreciation of equipment.

2017 Absolute change
15,729,446 2,038977
21,660,810 -3,738,163

2017 Absolute change

18,607,327 -2,148,141
229,386 -15,703
3,122,333 -870,547
1,141,433 236,934
4,202,714 2,213,830
657,837 658,372
27,961,030 74,745
16,849,384 17,940
718,860 -690,415
79,645 556,980
584,859 -279,512

0 151,130

320,000 1,623,975
10,134,078 -3,563,310
394,142 236,920
12,231,584 -1,964,232
8,256,416 15,241,829
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350
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15.0

10.0

5.0

0.0

(EUR million)

350

30.0

250

20.0

15.0

10.0

5.0

0.0

(EUR miillion)

Consolidated gross profit or loss

Composition of the consolidated gross profit

Underwriting result
(reins. + non-life)

Investment result Result of life Result of the pensions Other

M 2017 B 2018

(reins. + non-life)

Since individual items of the income statement are affected by foreign
exchange differences, the following graph shows the composition of the
income statement excluding the effect of foreign exchange differences.

Composition of the gross consolidated result (excluding the effect of exchange differences)

Underwriting result
(reins. + non-life)

Investment result Result of life Result of the pensions Other

(reins. + non-life)

B 2017 B 2018
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Composition of the consolidated gross income statement by operating segment

20,0

’

15,0

10,0

50

>

0,0

(EUR million) Reinsurance business Non-life insurance business|  Life insurance business Pensions Other

B 2017 B 2018

* The “other” segment also includes data of TBS, which was not part of the Group in 2017.
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96
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76
6.6
5.6

46

-04
-14
-24

-34

(EUR miillion)

8.1 Reinsurance business

This segment primarily reflects the developments in the portfolio that Sava
Re writes outside Slovenia, and represents exclusively the business operations
outside the Group.

Composition of the consolidated gross income statement; reinsurance business

-
N

-0.46

Underwriting result

Investment result Other income and expenses

H 2017 I 2018

The performance of this operating segment was impacted by exchange differ-
ences, which is why the underwriting and investment results are not directly
comparable. The following graph shows the composition of gross profits of the
reinsurance segment, excluding the effect of exchange differences.

CONTENTS

ANNUAL REPORT 2018 |

Composition of the consolidated gross income statement;
reinsurance business, excluding the effect of exchange differences

96

o
N

The underwriting result, excluding the effect of exchange differences, was
more favourable than in 2017, mainly on account of lower claims incurred
(deviations are explained later in the section) and a one-off effect of the pos-
itive solution to a legal case (EUR 1.5 million). The investment result in 2018
was lower than in 2017 as the result of impaired financial investments.

The Company follows a policy of asset and liability currency matching. The
impact of exchange differences on results by operating segment was as fol-
lows: underwriting categories were impacted by exchange gains of EUR 0.3
million (2017: EUR 4.7 million) and exchange losses of EUR 0.1 million relat-
ing to investments (2017: EUR 5.5 million).

|
-0.46
-14
24
-34 ‘
(EUR million) Underwriting result Investment result Other income and expenses

W 2017 B 2018
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Gross premiums written
Net premiums written

Change in net unearned premiums

Net earned premiums

Gross claims paid

Net claims paid

Change in the net provision for outstanding claims 4,052,248

Net premiums earned

Net premiums earned; reinsurance business

2018 2017 Index
89,317,441 96,220,818 92.8
85,544,322 92,506,611 92,5
2,798,438 1,753,176 -159.6
88,342,760 90,753,435 97.3

Gross premiums written in the reinsurance segment in 2018 were 7.2% lower
as the result of restrictions on systematic growth and the rejection of less
profitable contracts. The change in net unearned premiums had a positive
impact on net earned premiums in 2018 (decline in gross premiums and the
resulting decrease in net unearned premiums), while in 2017 the impact was
negative (growth in gross premiums and the resulting increase in net unearned
premiums).

More details on the unconsolidated data developments are provided in section
20.1“Sava Re review of operations”.

Net claims incurred®’

Net claims incurred; reinsurance business

2018 2017 Index

51,397,784 54,159,750 94.9
49,690,201 53,508,162 929
2,554,245 158.6

Gross claims paid

Net claims paid

Change in the net provision for outstanding claims 4,350,817

Net claims incurred, excluding the effect of exchange differences;
reinsurance business

2018 2017 Index

51,397,784 54,159,750 94.9
49,690,201 53,508,162 929
8,763,433 49.6

“ GRI201-2
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Exchange differences had a positive impact on net claims incurred in 2017,
amounting to EUR 6.2 million. In 2018, net claims incurred, excluding the
effect of exchange differences, fell by 4.1% year on year due to fewer major
losses (2017: storms in the United States and larger claims in Russia; 2018:
typhoon in Japan, floods in India). At 61.4%, the net incurred loss ratio was
thus more favourable than in the previous year (2017: 69.0%).

More details on the unconsolidated data developments are provided in section
20.1 “Sava Re review of operations”.

Operating expenses

Consolidated operating expenses; reinsurance business

(EUR) 2018 2017 Index
Acquisition costs 21,237,494 21,175,815 100.3

Change in deferred acquisition costs (+/-) 652,725 -1,203,450 -54.2

4,333,876 4,100,605 105.7

Other operating expenses

Operating expenses 26,224,095 24,072,970 108.9
Net operating expenses 25,858,319 23,772,118 108.8

Acquisition costs were up despite lower gross premiums written. Acquisition
costs accounted for 23.8% of gross premiums written in 2018, an improve-
ment of 1.8 p.p. compared to 2017. Higher commissions are the result of our
striving to secure more profitable contracts that typically provide for higher
commission rates, especially in times of low premium rates in reinsurance
markets. More profitable underwriting in combination with higher commis-
sion rates is reflected in a fall in the combined ratio. In 2018, deferred acquisi-
tion costs declined in line with the decline in gross premiums written and lower
unearned premiums, while in 2017, they rose as a result of a growth in pre-
miums and higher unearned premiums. Growth in other operating expenses
was driven by higher personnel costs, legal services required to acquire new
licenses to expand into new markets, and the cost of marketing activities.

More details on the unconsolidated data developments are provided in section
20.1 “Sava Re review of operations”.
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Net investment income

Income, expenses and the net investment income relating to the investment portfolio; reinsurance business

120
10.0
8.0
6.0
40
20
0.0
=240

-4.0

(EUR million)

2017

. Income relating to the investment portfolio

. Expenses relating to the investment portfolio

2018

. Net inv. income of the investment portfolio

B Rate of return on the investment portfolio

2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
-0.5%
-1.0%
-1.5%
-2.0%

-2.5%
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Income, expenses and net investment income of the investment portfolio, excluding the effect of exchange
differences; reinsurance business

20 —

10 —

0.0
(EUR million) 2017 2018

. Income relating to the investment portfolio . Net inv. income of the investment portfolio

. Expenses relating to the investment portfolio I Rate of return on the investment portfolio

Given that the exchange differences mainly relate to Sava Re, and their impact
does not fully affect profit or loss, the graph above shows the net investment
income of the investment portfolio, excluding exchange differences relating
to the reinsurance segment.

Compared to 2017, the Group realised EUR 1.4 million lower net investment
income in the reinsurance segment. This was mainly affected by the impair-
ment of financial investments in the portfolio equity securities. Net invest-
ment income of the investment portfolio totalled EUR 3.4 million or 1.9%
prior to impairment.

2.5%

20%

1.5%

1.0%

0.5%

0.0%
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8.2 Non-life business

The non-life insurance segment comprises the operations of the following
companies:

e Zavarovalnica Sava, non-life

* Sava Osiguranje (MNE)

* Sava Nezivotno Osiguranje (SRB)
* Sava Osiguruvanje (MKD)

* lllyria

e Sava Car

* Sava Agent

 Sava Station

70% of Sava Terra

The Slovenian part of Zavarovalnica Sava is discussed under Slovenian non-life
insurance, while the Croatian part of the company is discussed under interna-
tional non-life insurance.

Income statement and statement of financial position by operating segment
are presented in the notes to the financial statements, section 17.4.36 “Seg-
ment reporting”.

Composition of the consolidated gross income statement; non-life insurance business

0.8

2017

B Underwriting result

2018 2017 2018

Non-life. Slovenia Non-life. international

B nvestment result B Result of other items

CONTENTS

In 2018, the consolidated income statement for the non-life operating seg-
ment improved by EUR 8.8 million compared to 2017. Of this, EUR 7.4
million related to the Slovenian insurer, and EUR 1.3 million to non-Slovenian
insurers.

The consolidated underwriting result of the Slovenian non-life insurer
improved by EUR 8.8 million. This improvement is mainly due to higher net
premiums earned, since the insurance company recorded growth in almost all
types of non-life insurance, primarily in the motor insurance segment, which
is the result of higher average premiums and the number of insurance policies,
the acquisition of several new policyholders, and the increase in the portfo-
lio related to FOS business (freedom to provide services). Consolidated net
claims incurred in the non-life segment increased due to more losses from
weather-related disasters and several large non-life claims, but the increase
in net claims incurred was lower than the growth in net premiums earned,
which resulted in a better net incurred loss ratio in the non-life segment Slo-
venia. The absolute growth in operating costs was related to the increased vol-
ume of business and the inclusion of the costs of assistance services provided
by TBS Team 24 to Zavarovalnica Sava. However, operating costs also grew
more slowly than net premiums earned, which also contributed to a better net
expense ratio in the Slovenian non-life segment.

The investment result of Slovenian non-life insurers deteriorated by EUR 0.6
million as a result of lower interest income arising from lower interest rates in
capital markets.

The result of other income and expenses of the Slovenian non-life insurer
deteriorated, which can be attributed to lower other income and higher other
expenses. Other income was higher in 2017 due to the settlement and har-
monisation of corporate tax for 2016. Other expenses increased in 2018 due
to discounts for early payment of premiums, which were higher than in the
previous year.

The consolidated underwriting result of non-domestic non-life insurers
improved by EUR 0.4 million. This improvement was mainly the result of
higher net premiums earned by foreign non-life insurers, while operating
expenses grew more slowly than net premiums earned. Consequently, the net
expense ratio of non-domestic non-life insurers improved.

The investment result of non-domestic non-life insurers remained at the level
of the previous year.

The improved result of other income and expenses of non-domestic non-life
insurers was the result of lower other expenses, in particular of the Serbian
non-life insurer owing to a reduction in expenses from impairment of other
receivables and advances, and the Croatian non-life insurance company due
to lower value adjustments of receivables from premiums.

—
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Net premiums earned

Net premiums earned; non-life insurance business Gross non-life insurance premiums grew by 11.2% in 2018 as a result of the
growth in gross non-life premiums of all insurance companies in the Group.
In Slovenia they rose by 10.9%, mainly due to higher premium volumes in
330,931,091 1M.2 the motor and non-life business. Motor premium growth achieved with pri-
vate and corporate customers was driven both by a higher number of policies
written and the growth in average premiums, as well as by a larger number
Change in net unearned premiums 17,472,412 -10,471,397 166.9 of policies sold with broader coverage. Growth in property insurance was the
327,627,998 290,302,385 112.9 result.of the af:qU|5|t|on of certain new policyholders and. higher premiums
for existing policyholders on account of a larger number of insured items. The

Slovenian non-life insurance market grew by 7.0% in the period.

2018 2017 Index

Gross premiums written 367,910,907
Net premiums written 345,100,410 300,773,781 14.7

Net premiums earned; non-life insurance business
Gross non-life premiums written outside Slovenia increased by 12.5% in

all non-Slovenian non-life insurance companies, with the Serbian non-life
2018 2017 Index insurer recording the highest growth. Energoprojekt Garant was acquired by
the Serbian non-life insurer at the end of 2018, which gave rise to EUR 0.9

Slovenia International

2018 2017

Index

Gross premiums 299,788,809 270,369,068 1109 68,122,098 60,562,023 112.5 lion hich . . by the i The Serbi life i

written million higher premiums written yt e |nsurer. e dSerblan non-lite Insurer
recorded gross premium growth, particularly in voluntary health and motor

Net premiums written 281,415,362 244,442,228 134 63,685,049 56,331,553 131 liability insurance. The Croatian branch of Zavarovalnica Sava achieved the

8,441 411 181.6 2144235 2,029,986 105.6 highest growth in gross premiums in motor liability insurance. The branch
saw total non-life premium growth of 18.7%, whereas the Croatian non-life
266,087,185 236,000,817 12.7 61,540,814 54,301,567 13.3 insurance rnarket grew.by 10.1./0. In terms of gross non-life premium growt!'\,

the Croatian non-life insurer is followed by the Kosovan and Montenegrin
non-life insurers. The Kosovan non-life insurer achieved the highest absolute
growth in gross premiums in health insurance and accident insurance owing
to the acquisition of new policyholders, and in assistance insurance as a result
2018 2017 Index of the improved sales network and a greater number of points of sale and
270,515,513 10.9 sales agents. The Montenegrin non-life insurer achieved the highest absolute

Zavarovalnica Sava, Slovenian part (non-life) 299,921,688 i ) i s el
: : : growth in gross premiums in motor vehicle liability insurance and motor casco
Zavarovalnica Sava, Croatian part (non-life) 12,622,849 10,632,760 18.7 insurance owing to better functioning internal and external sales networks,

Sava Neiivotno Osiguranje (SRB) 20,301,623 16,554,669 122.6 and hence a greater volume of premiums by existing policyholders as well as
. the acquisition of new policyholders. Premiums at the North Macedonian
lllyria 9.377,074 8,298,477 113.0

insurer increased through better organised sales and the related acquisition of
Sava Osiguruvanje (MKD) 13,038,150 12,740,051 102.3 new customers and intensified sales of optional insurance.

Sava Osiguranje (MNE) 12,804,286 12,354,736 103.6 L . . .
Net non-life insurance premiums grew by 14.7% in 2018. The growth in net
_ 368,065,671 331,096,207 1.2 premiums written by the non-life insurer in Slovenia was higher than the
growth in gross premiums due to the insurer’s own assistance services being

fully reinsured in the past. Unearned premiums increased in line with the
growth in gross premiums written.

Change in net -15,328,177

unearned premiums

Unconsolidated gross non-life premiums of Sava Re Group companies

Overall, this led to a 12.9% increase in net premiums earned.
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B Motor liability

M Land vehicles casco

B Fire and natural forces

. Other damage to property
I Personal accident

' General liability

I Other

Composition of consolidated gross non-life insurance premiums by class of business

2018

EUR 367.9

million

2017

EUR 330.9

million
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Net claims incurred

Net claims incurred; non-life insurance business

(EUR) 2018 2017 Index
Gross claims paid 203,745,926 183,008,928 1.3
Net claims paid 193,079,313 167,923,780 115.0
Change in the net provision for outstanding claims 12,499,764 -78,266
Net claims incurred 180,579,550 167,845,514

Net claims incurred; non-life insurance business

(EUR) Slovenia International

2018 2017 Index 2018 2017 Index

172,411,609 154,626,111 mM.5 31,334,317 28,382,817 1104

Net claims paid 163,417,406 143,274,196 141 29,661,906 24,649,585 120.3

Change in the net provision -12,926,567 -526,011 2,457.5 426,803 447,745 95.3
for outstanding claims

Net claims incurred 150,490,839 142,748,185 1054 30,088,710 25,097,330 119.9

Unconsolidated gross non-life claims paid of Sava Re Group companies

(EUR) 2018 2017 Index

Zavarovalnica Sava, Slovenian part (non-life) 176,876,690 155,408,220 113.8
Zavarovalnica Sava, Croatian part (non-life) 6,046,599 4,504,967 134.2
Sava Neiivotno Osiguranje (SRB) 9,126,197 6,212,471 146.9
IHlyria 5,424,456 4,512,001 120.2
Sava Osiguruvanje (MKD) 6,091,707 8,899,999 68.4
Sava Osiguranje (MNE) 4,671,859 4,314,186 108.3
208,237,508 183,851,844 133
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Gross claims paid in Slovenia in 2018 were higher due to a larger volume of
gross claims paid for private motor business and partly for property business.
In 2018, there were several weather disasters where claims did not reach such
a level as to trigger reinsurance coverage for catastrophic events, but a large
number of such events affected profit or loss to a significant extent. Gross
incurred claims from weather disasters in 2018 amounted to EUR 8.3 mil-
lion. Of these, the insurance company has already paid out EUR 6.9 million.
An increase in claims in motor insurance is largely a consequence of a larger
insurance portfolio and changed fleet composition. In motor vehicle liability
insurance, however, provisions increased additionally regarding some annuity
claims files. In assistance insurance, the increase in net claims incurred follows
the movement of net premiums earned as a result of the establishment of
own assistance services previously provided by an external provider based on
a reinsurance contract.

Gross claims paid for non-Slovenian business rose by 10.4%. The growth was
most affected by the settlement of claims by the non-life insurer in Serbia.
The greatest absolute growth in claims made was recorded in health insurance,
followed by fire and natural forces insurance. Growth in gross claims paid by
Zavarovalnica Sava in Croatia was mostly due to the increased frequency of
small claims related to motor liability claims in the last two quarters of 2018.
Gross claims of the Kosovan non-life insurer increased in health insurance and
motor vehicle liability insurance due to increased premium volumes and a rise
in the average amount of claims, and in motor vehicle liability insurance due
to the transfer of claims for uninsured vehicles from the item other technical
expenses to gross claims payments. The Montenegrin insurer recorded a slight
growth in claims due to several large losses in motor insurance and in accident
and voluntary health insurance. Furthermore, the North Macedonian insurer
incurred a decline in gross claims payments in 2018, and also a drop in rein-
surers’ shares as the result of a large claim paid out in 2017 relating to other
damage to property insurance, which was reinsured, but this did not affect net
claims incurred.

The change (decrease) in the net provision for outstanding claims in non-life
insurance in Slovenia of EUR 12.4 million is partly a result of some major
reserved claims during 2018, and can be attributed in part to the release of
the claims provisions for incurred but not reported claims in motor vehicle
liability insurance and general liability insurance due to additional analyses of
the appropriateness of claims provisions.
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Operating expenses

Consolidated operating expenses; non-life insurance business

(EUR) 2018 2017 Index

Change in deferred acquisition costs (+/-) -1,771,029 -677,906 261.2

91,328,538 84,761,952 1077
Operating expenses 119,790,155 108,568,835 110.3
Net operating expenses 116,578,868 106,045,316 109.9

Unconsolidated gross non-life operating expenses of Sava Re Group

companies
(EUR) 2018 2017 Index

y 4 valnica Sava, Slovenian part (non-life) 79,924,610 73,184,792 109.2

a

Consolidated acquisition costs rose by 23.5% due to the growth in consoli-
dated non-life premiums and the related increase in commissions for contrac-
tual agents and agencies. Gross written premiums from external sales chan-
nels increased compared to 2017.

An increased change in deferred acquisition costs is associated with the increase
in the size of the portfolio, which means more deferred acquisition costs.

Consolidated other operating expenses were up by 7.7%. Expenses of the Slo-
venian non-life insurer were higher due to reclassification of other operat-
ing expenses from the “other” segment to Slovenia non-life. These costs are
related to the costs TBS team 24 incurred in connection with the provision of
assistance services to other Group companies. In 2018, these costs totalled

EUR 4.1 million.

Consolidated other operating expenses of foreign non-life insurers were up by
EUR 1.4 million. The rise in other operating expenses in non-Slovenian insur-
ers was driven mainly by the increase in the level of expenses of the Serbian
non-life insurer, namely personnel costs related to sales. Expenses of the non-
life insurer in Kosovo rose due to higher costs of the insurance association, the
costs of the insurance office and the payment of tax on premiums previously
disclosed under other technical expenses. The growth in expenses of non-life
insurers in Montenegro and North Macedonia is connected with higher labour
costs and costs of services.

—
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The consolidated gross operating expenses (net of changes in deferred acqui-
sition costs) of non-life business increased by 11.3% and gross consolidated
premiums written by 11.2%, as a result of which the gross expense ratio
remained on the year-on-year level.

The consolidated gross expense ratio of the Slovenian non-life insurer

increased by 0.2 percentage points resulting from an increase of 10.9% in

gross premiums written; and acquisition costs and other operating expenses

grew by 11.8% due to the abovementioned reclassification of other operating
3 ” N M

expenses from the “other” segment to Slovenia non-life.

The consolidated gross expense ratio of the non-Slovenian non-life insurers
decreased by 1.2 percentage points as the result of an increase of 12.5% for
gross written premiums, while acquisition costs and other operating expenses

grew by 9.7%.

(EUR miillion)

CONTENTS

Net investment income

Income, expenses and the net investment income relating to the
investment portfolio; non-life insurance business
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B ncome relating to the investment portfolio

|| Expenses relating to the investment portfolio

The net investment income of the investment portfolio of non-life insur-
ance business totalled EUR 8.9 million in 2018, down by EUR 0.3 million
from 2017. Net investment income was lower largely owing to lower interest
income (EUR 0.8 million). The investment return for the period was 1.7%.
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8.3 Life business

The life insurance segment comprises the operations of the following com- Net premiums earned; life insurance business

panies: . .
(EUR) Slovenia International

e Zavarovalnica Sava, life business 2018 2017 Index 2018 2017 Index
: ﬁlava, ZLY;’W Osiguranje (SRE) L 78,512,481 80,880,631 971  8339,667 7,082,160 17.8
O yrla ITe

+ ZM Svetovanje oA 7873958 80,527,281 971 8318953 7,063,731 117.8

e Ornatus KC

Change in net unearned 61,159

premiums

Net earned premiums 78,235,117 80,635,888 97.0 8,244,783 7,055,555 116.9

108,607 56.3 -74,170 -8,176 907.2

The Slovenian part of Zavarovalnica Sava is discussed as Slovenian life insur-
ance, while the Croatian part of the company is discussed as international
life insurance. In the 2017 annual report, the life segment also includes Sava

Pokojninska, which has been integrated into the pension segment since the Unconsolidated gross life premiums written by Sava Re Group companies
first quarter of 2018. For reasons of comparability, the figures below relating
to 2017 exclude figures relating to Sava Pokojninska. (EUR) 2018 2017 Index

Zavarovalnica Sava, Slovenian part (life) 78,512,481 80,880,631 97.1

The income statement and statement of financial position by operating seg-

ment are presented in the notes to the financial statements, section 17.4.36 P R, Sonin s () sy A ey

“Segment reporting”. lllyria Life 2,096,720 1,708,366 122.7

Sava Zivotno Osiguranje (SRB) 2,164,054 1,654,286 130.8

) Total 86,855,822 87,964,998 98.7
Net premiums earned

Net premiums earned; life insurance business Gross premiums written by the life insurers in Slovenia grew compared to
2017. The decrease in Zavarovalnica Sava gross premiums is primarily due to

2018 2017 Index the rise in the number of policy maturities. This decrease was partly offset
Gross premiums written 86,852,148 87,962,791 98.7 by greater sales of new insurance policies, but the sale of new insurance did
. . not compensate for the shortfall in premiums related to maturity, deaths and
Net premiums written 86,492 911 87,591,012 98.7 surrenders
Change in net unearned premiums -13,01 100,431

87,691,443
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Gross premiums of non-domestic insurers increased, as lllyria Life and Sava
Zivotno Osiguranje (SRB) recorded double-digit growth in gross premiums.
The highest growth (30.8%) was achieved by the Serbian insurer, which
intensively developed its own sales network and, in 2018, started to sell four
new products. The established system for the planning and daily monitoring
of activities with relevant IT support and a system for monitoring performance
through target values (KPI) had a major impact on the growth in gross premi-
ums. At the end of 2017, the same system was also established in the Kosovo
insurer lllyria Life, where the positive effects of this system were already
demonstrated in 2018. At the same time, the growth in gross premiums in
the Kosovo insurer had a positive, stabilising impact on the sales network.

High growth was generated also by the Croatian part of Zavarovalnica Sava,
which increased premiums by 9.7% in 2018, while the Croatian life insurance
market recorded growth of 6.7%. Growth was slightly lower than in previous
years, as the level of gross premiums was also influenced by a high number of
maturities in 2018.

Composition of consolidated gross life insurance premiums by class of business

2018

EUR 86.9

million

B Unit-linked life

I Traditional life insurance business

2017

EUR 88.03

million

B Additional personal accident

CONTENTS
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Net claims incurred

Net claims incurred; life insurance business

(EUR) 2018 2017 Index

Gross claims paid 86,710,037 72,106,572 120.3
Net claims paid 86,624,115 71,996,780 120.3
Change in the net provision for outstanding claims -888,298 -253,291 150.7
Net claims incurred 85,735,816 71,743,489 119.5
Change in other technical provisions* -17,413,768 -72,814 23,9154
Change in technical provisions for policyholders who bear the -15,962,680 1,121,327 -1,423.6
investment risk

Net claims incurred, including the change in the 52,359,369 72,792,002 719

mathematical and UL provisions

* These are mainly mathematical provisions.

Net claims incurred; life insurance business

(EUR) Slovenia International

2018 2017 Index 2018 2017 Index
Gross claims paid 83,983,307 70,327,201 119.4 2,726,730 1,779,371 153.2
Net claims paid 83,904,061 70,219,126 119.5 2,720,054 1,777,654 153.0
-212,945 3759 -87,794 -40,346 217.6

Change in the net provision -800,504

for outstanding claims

Net claims incurred 83,103,556 70,006,181 2,632,260
Change in other technical -19,780,293 -2,796,216 707.4 2,366,525 2,723,402 86.9

provisions*

Change in technical -15,954,842
provisions for policyholders

who bear the investment
risk

Net claims incurred, 47,368,422 68,318,603 4,990,947 4,473,399

1,737,308

7,838 12,689

1,108,638

including the change in
the mathematical and UL
provisions

* These are mainly mathematical provisions.
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Unconsolidated gross claims paid for life business by Sava Re Group companies

2018 2017 Index
Zavarovalnica Sava, Slovenian part (life) 83,983,307 70,327,201 19.4
Zavarovalnica Sava, Croatian part (life) 1,902,059 875,387 217.3
lllyria Life 450,046 542,541 83.0
Sava Zivotno Osiguranje (SRB) 375,637 361,844 103.8

In 2018, gross claims paid in Slovenia grew by 19.4% as a result of a large
number of policies maturing in 2018. In 2018, a large number of maturi-
ties related to traditional life insurance (EUR 36.1 million), while payments
related to maturities of unit-linked life policies where the investment risk is
borne by policyholders totalled EUR 25.2 million. Compared to the previous
year, the amount of payments stemming from maturities of traditional life

business increased by EUR 14.4 million, and by EUR 2.6 million in unit-linked

life insurance.

72,106,973

As in Slovenia, high growth in gross claims in non-domestic insurers should be
attributed to the number of maturities that increased in the Croatian part of
Zavarovalnica Sava. Gross claims in this Zavarovalnica Sava subsidiary grew by
117.3% (due to maturities), but this did not have any significant impact on the
proportion of payments at the Group level. The increase in gross claims was
minimal in the Serbian insurer, while the Kosovo insurer recorded a decline in
gross claims in 2018 compared to the previous year.

The movement in other technical provisions is generally the result of move-
ments in mathematical provisions that increase over the term of policies and
as portfolios mature, but decrease when claims are paid out. In 2018, Zavarov-
alnica Sava paid out substantially more maturity claims in Slovenia and Croa-
tia, which pushed mathematical provisions down, whereas mathematical pro-
visions of the insurers in Kosovo and Serbia increased in line with the ageing
and growth of the portfolio.

The year-on-year change in technical provisions for policyholders who bear
the investment risk of the Slovenian insurers is affected by claims settlements
as well as movements in mutual fund unit prices.
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Operating expenses

Consolidated operating expenses; life insurance business

(EUR) 2018 2017 Index
Acquisition costs 6,882,966 6,257,353 110.0

Change in deferred acquisition costs (+/-) -480,232 -507,646 94.6

Other operating expenses 17,745,824 17,187,356 103.2
Operating expenses 24,148,558 22,937,063 105.3
Income from reinsurance commission -57,618 -46,498 123.9

Net operating expenses 24,090,941 22,890,566 105.2

Unconsolidated gross life operating expenses of Sava Re Group companies

(EUR) 2018 2017 Index
Zavarovalnica Sava, Slovenian part (life) 19,036,240 18,268,052 104.2

Other Group insurers 3,772,398 3,386,454 m.4

Group non-insurance companies 1,149,765 1,121,292 102.5

The increase in acquisition costs is primarily due to increased acquisition costs
of the Slovenian part of Zavarovalnica Sava due to its new, expanded oper-
ations. For the same reason, the acquisition costs of other life insurers also
increased.

Higher other operating expenses were driven by higher costs in all compa-
nies, with the maximum absolute increase recorded in the Slovenian part of
Zavarovalnica Sava and in Sava Zivotno Osiguranje from Serbia (SRB). The
increase in the Slovenian insurer chiefly concerned the costs of services and
personnel costs, and in the Serbian insurer, personnel costs rose due to the
expansion of the sales network, which was also reflected in the high growth in
gross premiums.
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The consolidated gross expense ratio of the Slovenian companies increased by
1.8 percentage point year on year, which is a result of decreased gross premi-
ums due to maturity, while acquisition costs increased owing to greater sales
of new insurance policies.

The consolidated gross expense ratio of non-Slovenian life insurers dropped
by 2.5 p.p. due to the increase in gross premiums written. In contrast, the
consolidated gross expenses of the non-Slovenian companies increased due
to the expansion of sales networks and business growth.

0.0
(EUR million) 2017 ‘

. Income relating to the . Expenses relating to the . Net inv. income of the

investment portfolio investment portfolio investment portfolio

CONTENTS

Net investment income

Income, expenses and the net investment income relating to the
investment portfolio; life insurance
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The net investment income of the investment portfolio of life insurance
business declined by EUR 1.4 million year on year. Net investment income
declined in 2018, due mainly to lower interest income (EUR 1.2 million) and
lower realised gains on the sale of investments (EUR 0.2 million). Expenses
relating to the investment portfolio in the observed period totalled EUR 0.3
million or EUR 0.4 million less than in 2017. The investment return in 2018
was 2.1%.

b%

03

2018

. Return on the

investment portfolio
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84 PenSionS The pensions segment comprises the operations of the following companies:
* Sava Pokojninska
» Sava Penzisko Drustvo

In the 2017 annual report, Sava Pokojninska was included in the life segment.
The pensions segment covering both pension companies has been monitored
separately since the first quarter of 2018. Sava Penzisko Drustvo has been
included in the Group’s consolidated accounts since 31 March 2018.

The income statement and statement of financial position by operating seg-

ment are presented in the notes to the financial statements, section 17.4.36
“Segment reporting”.

Savings part

Other technical and other income

(EUR) 2018 2017 Index
Other technical income 1,556,410 1,463,728 106.3
Other income 2,723,251 11,339 24,016.7

4,279,661 1,475,067 290.1

Other technical income includes income of the Slovenian pension company
relating to entry charges paid by customers, exit charges, management that
the company is entitled to for the management of the life cycle funds MOJI
Skladi Zivljen_jskega Cikla, and overheads charged to customers when trans-
ferring assets from the savings part to the annuity part.

Other income includes the income of the North Macedonian pension com-
pany relating to entry charges paid by customers and management fees, which
belong to the company in the management of the mandatory and voluntary
pension funds.

Movement in assets relating to the life cycle funds MOJI Skladi
Zivljenjskega Cikla (Sava Pokojninska, Slovenia)

2018 2017 Index
Balance of fund assets at the start of the period (01/01) 128,862,922 119,926,669 107.5

Gross fund inflows 11,543,319 11,030,607 104.6
Gross fund outflows 5,507,194 5,945,042 92.6
Transfers of assets 1,306,692 785,698 166.3
Fund return -1,076,758 3,266,853 -33.0
Entry and exit costs 202,917 201,863 100.5

Balance of fund assets at the end of the period (31/12) 134,926,064 128,862,922 104.7
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In 2018, gross inflows into the group of life cycle funds MOJI Skladi Zivljenjs-
kega Cikla (MY life-cycle funds) of the Slovenian pension company increased
by 4.6% compared to the previous year. This was due to the growth in the
number of policyholders.

In 2018, gross outflows from the group of life cycle funds MOJI Skladi Ziv-
ljenjskega Cikla (MY life-cycle funds) of the Slovenian pension company
decreased by 7.4% compared to the previous year. Gross outflows relate to
regular or extraordinary termination. The largest portion of the latter refers
to withdrawal from insurance.

In 2018, the company carried out transfers from other contractors in the
total amount of EUR 1.9 million, while transfers to other contractors totalled
EUR 0.6 million, so that the net effect of transfers was positive.

In 2018, income from entry and exit charges of the group of life cycle funds
MOJI Skladi Zivljenjskega Cikla (MY life-cycle funds) increased by 0.5%

compared to the previous year.

Operations of the mandatory and voluntary fund of the North Macedonian
pension company

(EUR) 4-12/2018
Gross fund inflows 43,830,762
Gross fund outflows 621,009
Transfers of assets 89,092

8,128,575
Entry and exit costs 1,105,565

Net value of funds as at 31 December 2018 502,570,316

From April to December 2018, gross inflows into the mandatory and vol-
untary fund of the North Macedonian pension company amounted to EUR
43.8 million, and gross fund outflows totalled EUR 0.6 million. Fund return
in the period April-December 2018 amounted to EUR 8.1 million. As at 31
December 2018, net value of fund assets under management totalled EUR
502.6 million, representing a 13.4 % increase compared to 31 December

2017.

The value of assets of the funds under management is not disclosed in the
statement of financial position of Sava Penzisko, since the North Macedonian
pension company is only an asset manager.



| SAVA RE GROUP BUSINESS REPORT

Annuity part

2018 2017 Index

Gross premiums written 2,219,043 2,118,731 104.7
Gross claims paid 702,771 451,910 155.5
Change in other net technical provisions (+/-) -1,589,897 -1,902,017 83.6

Gross premiums written relate to the KS MRS Fund*®. Until June 2015, the
policyholders were insured in the long-term business fund for supplementary
pension annuity insurance (KS DPRZ)*, and from June 2015 onwards based
on the new pension scheme, which is in line with the ZPIZ-2, in the KS MRS.
Gross premiums written of the annuity fund increased by 4.7% in 2018 due
to more policyholders opting for additional pension annuities than in 2017.

Gross claims include the payment of supplementary pension annuities from
both KS DPRZ and KS MRS annuity funds. Payments of annuities increased
by 55.5% in 2018 compared to the previous year owing to a higher number of

policyholders receiving the annuity.
Changes in technical provisions relate to long-term business funds for the
supplementary pension annuity insurance KS DPRZ and KS MRS. The

change in other net technical provisions is the result of premiums paid, claims
and valuation.

Operating expenses

Operating expenses; pensions

2018 2017 Index
Acquisition costs 19,403 31,170 62.2
Other operating expenses 2,654,674 1,352,290 196.3

Operating expenses 2,674,077 1,383,460 193.3

In 2018, operating expenses increased by 93.3% compared to the previous
year as a result of the integration of the North Macedonian pension company
in the Group as of 31 March 2018. In 2018, operating expenses of the Slo-

venian pension company decreased by 6.5% compared to the previous year.

8 Long-term business fund for MOJ
Rentni Sklad (My annuity fund).
" Long-term business fund for supple-

mentary pension annuity insurance.
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Net investment income

Income, expenses and the net investment income relating to the
investment portfolio (EUR); pensions®

08 —
07 - 3.8%
0.6 —
05 —
04 —
03 —

0.2 —

0.1 —

0.0
(EUR million) S ‘

. Income relating to the

The net investment income of the investment portfolio of pension companies
totalled EUR 0.3 million in 2018, down by EUR 0.2 million from 2017. Lower
net investment income was largely due to higher expenses from changes in
fair value and losses on the disposal of FVPL assets (EUR 0.2 million). Return
on the investment portfolio in 2018 was 1.6%.

8.5 Other

This “other” segment includes a subsidiary TBS Team 24 and two associates,
ZTSR and G2I (consolidated using the equity method). The first consolidation
of the Sava Re Group upon the acquisition of TBS Team 24 was carried out
on 31January 2018. The “other” segment contributed EUR 0.7 million (EUR
6.0 million of income and EUR 5.3 million of expenses, including investment
expenses) to the consolidated result in 2018.

. Expenses relating to the . Net inv. income of the

investment portfolio investment portfolio investment portfolio
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. Return on the

investment portfolio

*0 The table includes the portfolio
of Sava pokojninska (excluding
financial contracts) and Sava
Penzisko Drustvo (excluding the
return on the funds because the
assets managed by Sava Penzisko
Drustvo are not disclosed in its

statement of financial position).
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9 Financis BESIEION

ol the Sava Re Greyp

9.1 Assets
Consolidated total assets by type

Strength As at 31 December 2018, total 31.12.2018 As % of total 31/12/2017 As % of total

as at as at

31/12/2018 31/12/2017

assets of the Sava Re Group stood at
Financial strength 1,705,947,263 100.0% 1,708,348,067 100.0%

and stability EUR 1,705.9 million, a decrease of E—— 220 22712944 13
0.1% from year-end 2017. Below we LR 2 A L

set out items of assets and liabilities 20,643.019 2% 15364184 o

in excess of 5% of total assets or 462974 0.0% 0 0.0%

1,008,097,470 59.1%  1,038,125,019 60.8%

I e bl I Itles as at 31 Decem ber 2 01 8, or Funds for th? benefit of policyholders who bear the 204,818,504 12.0% 227,228,053 13.3%
items that changed by more than 2% investmant isk
Reinsurers’ share of technical provisions 27,292,750 1.6% 30,787,241 1.8%

Deferred acquisition costs 19,759,234 1.2% 18,507,194 1.1%
Cash and cash equivalents 64,657,431 3.8% 37,956,119 2.2%

Non-current assets held for sale 49,890 0.0% 684 0.0%
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9.1.1 Intangible assets

As at 31 December 2018, intangible assets totalled EUR 37.1 million, repre-
senting a 63.4% increase compared to 31 December 2017. The reason lies in
the fact that goodwill increased by EUR 14.5 million as a result of acquisitions.
For more information, see section 17.2 “Business combinations and overview
of Group companies”.

9.1.2 Investment portfolio

The investment portfolio consists of the following statement of financial posi-
tion items: financial investments, investment property, financial investments
in associated companies, and cash and cash equivalents.

Sava Re Group investment portfolio by class of asset

(EUR) 2018 2017 Absolute change Index

27,740,285 21,605,211 6,135,074 128.4
550,716,600 566,515,923 15,799,323 97.2
368,961,240 394,196,963 25,235,723 93.6
E 15,675,616 17,524,834 1,849,218 89.4
| Mutvalfunds | 32,347,639 31,857,756 489,883 1015
5,264,540 0 5,264,540

1,116,240 591,985 524,255 188.6
6,275,310 5,832,347 442,963 107.6
1,008,097,470  1,038,125,019 -30,027,549 97.1
20,643,019 15,364,184 5,278,835 134.4
53,584,104 30,746,332 22,837,772 174.3
1,082,787,567  1,084,235,535 1,447,968 99.9
215,891,831 234,437,840 18,546,009 921

who bear the investment risk

204,818,504 227,228,053 -22,409,549 90.1
11,073,327 7,209,787 3,863,540 153.6
135,586,965 129,622,131 5,964,834 104.6

* Cash and cash equivalents of policyholders who bear the investment risk (2018: EUR 11.1 million; 2017:

EUR 7.2 million) are excluded from the investment portfolio.
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As at 31 December 2018, the Group’s investment portfolio totalled EUR
1,082.8 million and was EUR 1.4 million smaller compared to year-end 2017.

As at 31 December 2018, investment property totalled EUR 20.6 million,

or EUR 5.3 million more than as at year-end 2017. Investments further
increased due to the purchase of a property in the amount of EUR 3.7 million.

Composition of the investment portfolio

EUR 1,084.2 EUR1,082.8
million . million 0.7%
19% . 0.5%
100.0% Jvan o
9% — 3.0%
1.6% 1.4%
80.0%
60.0%
400% . Other
. Infrastructure funds
‘ Property
20.0% M Mutual funds
W Shares
0.0% ‘ Fixed-income financial investments

2017 2018

* The “other” item comprises deposits with cedants, loans granted and financial investments in associates.
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EUR 1,013.1

million

100.0%

80.0%

60.0%

40.0%

20.0%

0.0%

As at 31 December 2018, the value of fixed-income investments stood at

EUR 1,001.0 million (31/12/2017: EUR 1,013.1 million) and included:

* government bonds of EUR 507.7 million, or 46.9%, (31/12/2017: EUR
523.0 million; 48.2%),

* regular corporate bonds of EUR 265.1 million, or 24.5%, (31/12/2017: EUR
273.8 million; 25.3%),

e covered bonds of EUR 98.1 million, or 9.1%, (31/12/2017: EUR 120.4 mil-
lion; 11.1%),

* government guaranteed corporate bonds of EUR 43.0 million, or 4.0%,
(31/12/2017: EUR 43.6 million; 4.0%),

* cash and cash equivalents of EUR 53.6 million, or 4.9%, (31/12/2017: EUR
30.7 million; 2.8%),

* deposits of EUR 27.7 million, or 2.6%, (31/12/2017: EUR 21.6 million;
2.0%), and

* junior bonds of EUR 5.7 million, or 0.5%.

Composition of fixed-income investments

EUR 1,001.0

million
0,0% 0,5%

— 2,6%—
5,0%

0 Junior bonds

B Deposits

. Cash and cash equivalents

. Government-guaranteed bonds
B Covered bonds

i ) Regular corporate bonds

B Government bonds
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Changes in the composition of the investment portfolio of the Sava Re Group:

* decrease of 0.9 percentage points in the proportion of fixed-income invest-
ments;

e first investments in infrastructure funds, which account for 0.5% of the
investment portfolio.

In 2018, the slight decrease in and composition of fixed-income investments
were largely the result of the following:

* reduced risk exposure to government bonds by EUR 15.8 million (decrease
in the structural share of fixed-income investments by 1.3 percentage
points);

* reduced risk exposure to conventional corporate, covered and subordinated
bonds in the amount of EUR 25.2 million. The value of investments in con-
ventional corporate bonds decreased by EUR 8.7 million (decrease in the
structural share of fixed-income investments by 0.8 percentage point), the
value of covered bonds decreased by EUR 22.3 million (decrease in the
structural share of fixed-income investments by 2.0 percentage points),
whereas the value of subordinated corporate bonds increased by EUR 5.7
million (increase in the structural share of fixed-income investments of 0.5
percentage points);

* increase in cash and cash equivalents of EUR 22.8 million (increase in the
proportion of fixed-income investments of 0.6 percentage points).

ANNUAL REPORT 2018 |
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9.1.3 Funds for the benefit of policyholders who

bear the investment riske

Zavarovalnica Sava is the Group’s only company to market life products where
the investment risk is borne by policyholders. The funds of these policyholders
are recorded as financial investments (mainly in mutual funds selected by pol-
icyholders) and cash. As at 31 December 2018, financial investments totalled
EUR 204.8 million, while cash and cash equivalents stood at EUR 11.1 million.
Thus funds decreased by EUR 18.5 million compared to 31 December 2017.
The decline is the result of negative cash flows of EUR 11.6 million, revaluation
to market value (- EUR 7.8 million) and the change in accrued interest for

debt securities (+ EUR 0.8 million).

9.1.4 Investment contract assets

The investment contract assets item includes liability fund assets relating to
the life cycle funds MOJI Skladi Zivljenjskega Cikla managed by the Sava
Pokojninska pension company for the benefit of policyholders since 1 January
2016. This group consists of three long-term business funds: Moj Dinamicni
Sklad (My Dynamic Fund, MDF) and Moj Uravnotezeni Sklad (My Balanced
Fund, MBF) (where policyholders bear the full investment risk) and Moj
Zajamceni Sklad (My Guaranteed Fund, MGF), where policyholders bear the
investment risk in excess of the guaranteed funds. As at 31 December 2018,
investment contract assets totalled EUR 135.6 million, up 4.6% compared
to 31 December 2017. The increase in investment contract assets was mainly
due to net payments (EUR 7.2 million, with EUR 14.2 million of inflows and
EUR 7.0 million of outflows in 2018). The change in the fair value reserve was
negative (-EUR 1.1 million).

As at 31 December 2018, financial investments accounted for 85.3% of all
assets, the rest consisted of receivables and cash and cash equivalents.

Like the previous category, the movement in investment contract assets

depends on new premium contributions, outflows and changes in the unit
P P g

prices of funds.
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9.1.5 Receivables

Receivables increased by 1.5 % or EUR 2.1 million compared to year-end

2017.

The increase was partly due to the increase in receivables arising from primary
insurance business, which rose by EUR 2.2 million compared to 31 Decem-
ber 2017. The majority of the increase relates to Slovenian non-life business,
amounting to EUR 5.7 million due to the increase in gross premiums written,
which impacted the overall growth of this item. The age structure shows an
increase in not-past-due receivables arising out of primary insurance oper-
ations. The increase in receivables from primary insurance business is also
recorded by the international non-life segment (EUR 0.9 million) and the
international life segment (EUR 0.4 million) on account of the growth in
gross premiums.

Receivables from primary insurance operations in the reinsurance segment
decreased by EUR 4.8 million due to a decrease in the volume of operations.
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9.2 Equity and liabilities 9.21 Equity

Equity increased by 7.6% or EUR 24.0 million compared to year-end 2017.
Equity increased by the amount of net profit of EUR 43.0 million. In addi-
tion, equity decreased by EUR 12.4 million on account of dividend payments
and by EUR 6.6 million due to the lower fair value reserve.

Consolidated total equity and liabilities by type

31.12.2018 As 7% of total 31/12/2017 As 7% of total

as at as at

31/12/2018 31/12/2017

EQUITY AND LIABILITIES 1,705,947,263 100.0% 1,708,348,067 100.0%

Equity

340,175,455

19.9%

316,116,895

18.5%

9.2.2 Technical provisions

Share capital 71,856,376 4.2% 71,856,376 4.2% Gross technical provisions are the largest item of equity and liabilities. As at
Capital reserves 43,035,948 2.5% 43,035,948 2.5% 31 December 2018, they were 1.2% or EUR 10.9 million higher than at year-
Profit reserves 183,606,914 10.8% 162,548,076 9.5% end 2017.
Own shares -24,938,709 -1.5% -24,938,709 -1.5% Movement in consolidated gross technical provisions
Fair value reserve 11,613,059 0.7% 18,331,697 11% (EUR) 31/12/2018 31/12/2017 T
Reserve due to fair value revaluation 836,745 0.0% 667,518 0.0% Gross unearned premiums 184,101,835 171,857,259 107.1
Retained earnings 35,140,493 2.1% 33,093,591 1.9% Gross mathematical provisions 254,849,366 271,409,915 93.9
Net profit/loss for the period 21,843,940 1.3% 14,557,220 0.9% Gross provision for outstanding claims 470,057,561 479,072,582 98.1
Translation reserve -3,368,928 -0.2% -3,353,304 -0.2% Gross provision for bonuses, rebates and cancellations 1,477,666 1,780,231 83.0
Equity attributable to owners of the controlling 339,625,838 19.9% 315,798,413 18.5% Other gross technical provisions 10,005,059 7,278,375
Company
Gross technical provisions 920,491,487 931,398,362
Non-controlling interest in equity 549,617 0.0% 318,482 0.0%
Technical provisions 920,491,487 54.0% 931,398,362 54.5%
The gross provisions for the reinsurance segment rose by 0.5% or EUR 0.8
Technical provision for the benefit of life insurance 210,032,637 12.3% 226,527,893 13.3% s a e
. . . million. Unearned premiums decreased by EUR 2.8 million due to less pre-
policyholders who bear the investment risk . . L o
miums collected, and claims provisions rose by EUR 3.3 million as a result of
Other provisions 7,730,247 0.5% 7,600,613 0.4% an increase in the size of this portfolio in the previous year and due to major
Deferred tax liabilities 3,529,235 0.2% 5781494 0.3% |os'zes in the second half of 2018 in respect of which claims have not yet been
aid.
Investment contract liabilities 135,441,508 7.9% 129,483,034 7.6% P
Other financial liabilities 243,095 0.0% 245,205 0.0% Gross provisions in the non-life segment at year-end 2018 were 1.1% or EUR
L . . N . 5.6 million higher as the result of a EUR 15.0 million increase in unearned
Liabilities from operating activities 54,736,601 3.2% 60,598,188 3.5% . : . .
premiums, which corresponds to the increased scope of engagement in non-
Other liabilities 33,566,998 2.0% 30,596,383 1.8% life Group companies. Gross provisions for outstanding claims decreased by

EUR 11.6 million, which reflected the settlement of some major, previously
reserved claims and the release of claims provisions from previous years.
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Gross provisions for traditional life policies at year-end 2018 were 6.9%, or
EUR 18.2 million lower than at the previous year end, mainly as a result of
maturity payments.

Other technical provisions (bonuses and discounts, unexpired risks) accounted
for a smaller share and grew by a total of EUR 2.4 million, in particular owing
to higher provisions for unexpired risks in Slovenia non-life (primarily due to
higher unearned premiums, which constitute the basis for the calculation of
these provisions).

9.2.3 Technical provisions for the benefit of
life insurance policyholders who bear the
investment risk

As at 31 December 2018, technical provisions for the benefit of policyholders
who bear the investment risk declined by 7.3% or EUR 16.5 million compared
to year-end 2017. This provision moves in line with funds of policyholders who
bear the investment risk (depending on contributions, outflows and move-
ment in fund unit prices).

9.2.4 Investment contract liabilities

The investment contract liabilities of Sava Pokojninska totalled EUR 135.4
million at 31 December 2018, up 4.6% or EUR 6.0 million from year-end
2017. Their movement is in line with the investment contract assets, driven
largely by new premium contributions, payouts and changes in the unit prices

of funds.

CONTENTS

9.3 Capital structure

As at 31 December 2018, the Sava Re Group held EUR 340.2 million of
equity, and was thus financed exclusively through equity.

9.4 Cash flow

In 2018, the Sava Re Group had a positive operating cash flow of EUR 0.3
million (2017: EUR 31.4 million) that was driven by the cash flow from its core
activity (insurance and reinsurance business), which is the best indicator of
the difference between premium inflow and claims and costs paid. Cash flow
is lower compared to the previous year due to a larger volume of claims paid
for non-life insurance and maturity claims.

In 2018, the Sava Re Group recorded a negative cash flow from financing of
EUR 12.4 million (2017: EUR 38.2 million). In 2018, this was influenced by
dividend payments, and in 2017 it was additionally influenced by the repay-
ment of subordinated debt.

Net cash flow in 2018 was EUR 21.3 million above the year-on-year figure
as a result of higher cash flow from investments owing to the tactical decision
taken by the investment portfolio managers not to reinvest the assets as a
result of the market situation on the cut-off date.

ANNUAL REPORT 2018 |
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10.1  Strategic guidelines for human

resources management52

The Sava Re Group follows the strategic guidelines for human resources man-
agement as set out below:

* prudent recruitment of personnel and retaining the best talents,

* developing key and promising employees and the training of managers,

* effective leadership and motivation of employees, and concern for the
well-being of employees and good relations,

* providing work in a safe and healthy working environment, and

* promoting a culture of mutual trust.

10.2 Key activities in human resources
management in 20183

In 2018, human resources activities centred on:

* gradual planning, analysis and development of leadership competencies,

* setting up a system of management by objectives,

* conducting annual performance appraisal interviews in all Group companies
and

* reorganising and optimising business processes in line with the needs of
each Group company.

* GRI102-8
*2 GRI103-1,103-2,103-3
% GRI103-1,103-2,103-3
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10.3  Recruitment and staffing levels

Recruitment has been carefully planned and implemented in accordance with
the objectives and requirements of each company. In line with the Group’s
strategic focus and goals, we encourage Group internal recruitment.

Full-time equivalent employees as at year end

31/12/2018 31/12/2017 Change
Zavarovalnica Sava 1,192.5 1,231.0 -39
Sava Neiivotno Osiguranje (SRB) 330.8 339.3 -9
Sava Osiguruvanje (MKD) 196.8 193.8 3
llyria 140.5 178.5 -38
Sava Osiguranje (MNE) 129.0 132.5 -4
Sava Re 10.1 96.5 14
Sava Zivotno Osiguranje (SRB) 80.4 715 9
llyria Life 57.0 299 27
Sava Car 40.8 39.5 1
Sava Penzisko Drustvo 31.0 0.0 31
ZM Svetovanje 30.0 28.0 2
TBS Team 24 29.2 0.0 29
Sava Agent 20.5 20.0 1
Sava Pokojninska 13.0 14.4 -1
Ornatus KC 9.0 9.0 0
Sava Station 6.3 5.0 1
Total 2,416.7 2,388.8 28

* TBS Team 24 and Sava Penzisko Drustvo were not Group companies in 2017.

—
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Zavarovalnica Sava

Sava Nezivotno Osiguranje (SRB)

Sava Osiguruvanje (MKD)
llyria

Sava Osiguranje (MNE)
Sava Re

Sava Zivotno Osiguranje (SRB)

lllyria Life

Sava Car

Sava Agent

Sava Penzisko Drustvo
ZM Svetovanje

TBS Team 24

Sava Pokojninska

Sava Station

Ornatus KC

The tables below give details on employees (under employment contracts) by

various criteria.

10.3.1 Number of employees as at year end>*

* TBS Team 24 and Sava Penzisko Drustvo were not Group companies in 2017.

% GRI102-7

31/12/2018 31112/2017 Change
1,269 1,310 -4
355 364 -9
210 203 7
143 181 -38
138 144 -6
118 103 15
98 90 8
58 67 9
52 50 2
46 50 -4
33 0 33
30 28 2
30 0 30
13 15 -2

10 8 2

9 9 0
2,622 -10

The Sava Re Group was joined by three new companies in 2018: TBS Team 24

from Slovenia, Sava Penzisko Drustvo from North Macedonia and Energoprojekt

Garant from Serbia.

Major changes in the number of employees were recorded in Zavarovalnica Sava
in lllyria. The number of employees decreased due to the reorganisation, retire-
ment, employee turnover among agents and the termination of employment
relationships on the basis of mutual consent. Most departures were in sales.

Lower personnel numbers at Zavarovalnica Sava were achieved through optimi-

sation of the internal audit.
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Number of employees by type of employment (part-time, full-time) as at year end**®

2018 2017
Type of employment Number As % of total Number As % of total

Part-time 205 7.8 252 9.6
Full-time 2,407 92.2 2,370 90.4

As at year-end 2018, 2,407 persons were employed on a full-time basis
(92.2%) and 205 part time (7.8%). Compared to the previous year, the pro-
portion of part-time employees dropped mainly in lllyria Life and Sava Car.

Number of employees by type of contract as at year end>®

2018 2017

Type of contract Number As 7 of total Number As % of total

16.2 756 28.8
83.8 1,866 71.2
2,612 100.0 2,622 100.0

Fixed-term contract 422

Contract of indefinite duration 2,190

As at year-end 2018, 2,190 employees were employed under contracts of
indefinite duration (83.8%) and 422 under fixed-term contracts (16.2%). The
significant reduction in the number of employees with fixed-term employ-
ment contracts compared to 2017 was the result of legal restrictions on the
duration of fixed-term employment in Serbia and Kosovo.

Employees covered by collective bargaining agreements as at year end*’

2018 2017

Employees covered by the collective bargaining Number As 7% of total Number As 7% of total
system

95.2

Employees covered by the collective bargaining 2,487 2,489 94.9

agreement

Employees not covered by the collective 125 4.8 133 5.1

bargaining agreement

As at year-end 2018, the majority of employees were covered by the collec-
tive agreement®®. The ratio did not change significantly compared to 2017.

* GRI102-8
* GRI102-8
> GRI102-41
% GRI102-41
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Employees by level of education as at year end* Employees by gender as at year end ¢
2018 2017 2018 2017

Level of formal education Number As % of total Number As 7 of total Number As 7 of total Number As 7% of total

Primary and lower secondary education " 0.4 14 0.5 1,502 57.5 1,446 55.1
Secondary education 1,142 43.7 1,233 47.0 1,110 42.5 1,176 449
Higher education 323 124 307 1.7 2,612 100.0 2,622 100.0
University education 1,010 38.7 965 36.8

Master’s degree and doctorate 126 4.8 103 39 The Group’s employee structure by gender is still balanced, although in 2018

_ 2.612 100.0 2,622 100.0 the number of women was on the increase. They are represented at all levels
9 - 9 =

of management and in all professional and administrative areas of work.

A major change was recorded in the number of employees with secondary or Employees by years of service with the Group as at year end

university-level education. This change was the result of the number of depar-
tures of employees with secondary-level education and arrivals of employees .
with university education. The largest employee group (2018: 43.7%) has Years of service Number As % of total Number As 7 of total

secondary-level education, as most of them are in insurance sales. 0-5 years 678 26.0 693 26.4

2018 2017

5-10 years 439 16.8 435 16.6

Employees by age group as at year end®°

10-15 years 398 15.2 394 15.0

2018 2017

15-20 years 298 1.4 282 10.8
Number As % of total Number As 7% of total

20-30 years 492 18.8 498 19.0
From 20 to 25 78 3.0 84 3.2

Over 30 years 307 1.8 320 12.2
Total 2,612 100.0 2,622 100.0

From 26 to 30 228 8.7 251 9.6
From 31 to 35 344 13.2 343 13.1
From 36 to 40 471 18.0 483 18.4
From 41 to 45 477 18.3 474 18.1

The largest employee group in terms of years of service is the first group,
with up to five years of service (2018: 26%). This is also the group with most
From 46 to 50 396 15.2 421 16.1 employee arrivals and departures, which is not reflected in the total number.
From 51 to 55 325 124 300 "4 Ret_:luctions in thfe last person'nel group (more than 30 years of service) are
mainly due to retirement, typical employee turnover rates among agents, and
the termination of employment relationships on the basis of mutual consent.

over 56 293 1.2 266 101

The age structure indicates that despite departures and arrivals, most of the
employees are aged 36 to 50 years (2018: 1,344 employees, representing

51.5% of all employees), as in the previous year.

¥ GRI102-8
© GRI102-8 ¢ GRI102-8,405-1
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Absenteeism rate (%)
Zavarovalnica Sava

Sava Nefivotno Osiguranje (SRB)
Sava Osiguruvanje (MKD)

Illyria

Sava Osiguranje (MNE)

Sava Re

lyria Life

Sava Zivotno Osiguranje (SRB)

Sava Pokojninska
Sava Car

Sava Agent

Sava Station

ZM Svetovanje
Ornatus KC

TBS Team 24

Sava Penzisko Drustvo

2 GRI403-2

Absenteeism rate®?

Absenteeism is calculated as the number of lost workdays due to absences
divided by the product of the average number of employees multiplied by the
average number of workdays during the period multiplied by 100. The absen-
teeism rate in companies is higher due to longer sick leaves. The table below
shows absenteeism rate by company.

2018 2017

4.35 5.02
4.04 n/a
0.36 0.34
0.34 0.33
393 3.25

219 2.72

0N 0.24
2.69 3.99
3.25 1.70
0.30 213

1.31 0.84
0.00 0.00
477 6.83
2.64 6.34
3.57 n/a
1.05 n/a

* TBS Team 24 and Sava Penzisko Drustvo were not Group companies in 2017.
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10.3.2 Employee turnover rate®

Employee turnover rate is measured using the number of employees who left
relative to the total number of employees remaining as at the last day of the
year. The employee turnover rate increased by 0.1 p.p. (2017: 17.5%; 2018:
17.6%).

Number of employees who left 459 458
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Number of employees as at the year end 2,612 2,622

Employee turnover rate (%) VAYA VA YA

Overview of employee arrivals and departures by gender in current year

Gender Number
Women 234

Year 2018 Arrivals Departures
Structure (%) Number Structure (%)
52.1 243 529
Men 215 479 216 471
449 100.0 459 100.0

The ratio of employee arrivals to empoyee departures in 2018 remains gen-
der-balanced.
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Number of training attendees
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10.4 Employee training and development64

Employee training and development is vital for the implementation of strate-
gic directions and the achievement of the goals of the Group and its individual
companies. We strive to provide all employees with training opportunities in
either internal or external professional sessions. Group and individual train-
ings are organised in leadership skills, assertive communication, efficient sales,
teamwork, and time management. Employees are encouraged to take part
in professional seminars in order to acquire and maintain expertise. We also
encourage employees in all companies to reintegrate into formal education.

Companies enable and encourage employees to obtain and retain licenses
required for sales personnel and other professional staff. We continued to
train the network of internal trainers in sales who assist employees and man-
agers through education and training, and through one-on-one field support.

We vigorously foster transfer of knowledge to increase synergy effects in
the Group. And therefore maintain the good practice of joint training events
in all areas of work. To this end, Sava Re organised the following events in
2018: internal audit seminar; IT seminar; seminars in finance, accounting,
controlling, actuarial affairs, human resources management and risk manage-
ment; and a marketing and public relations conference.

Due to the culturally diverse environment in which the Sava Re Group oper-
ates, two strategic conferences of the Group are organised every year. The
conferences are designed to connect the top management of companies and
to implement the Group’s overall strategic goals. The identification of current
trends in corporate, governance, information technology, sales, and modern
organisational culture is crucial in implementing effective corporate govern-
ance.

Key data on employee training®

2018 2017 Index
46,796 49,738 94.1
2,157 1,425 151.4

The number of education/training attendees increased by 51.4% in 2018
compared to 2017. The increase is the result of the training of sales agents
and the inclusion of new employees in training programmes.

In all Sava Re Group companies, the number of employees who attended at
least one training event in 2018 increased.

Total education/training hours in 2018 decreased by 5.9% compared to the
previous year. |t is important that more employees are involved in training,
as we managed to integrate them into shorter and more efficient forms of
training.
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Number of training hours by type of training

Number of internal training hours

Number of external education/training hours

Total education/training hours

The number of internal training hours in 2018 was 11.0% lower compared to
the previous year.

Fewer hours compared to the previous year reflects different training needs
(e.g. the introduction of new or changed products) and the scope of new
developments in the industry (e.g. GDPR, IFRS, IDD, etc.), which implies a

different training scheme.

In 2018, Group companies mainly carried out training and education for sales
personnel in negotiations, communication and concluding sales. Target-driven
training/education was also organised for managers at all levels.

Average hours of training per employee67

Gender Hours of training Average

1,024 22,940
1133 23,855

In the Group, the number of training hours was gender-balanced, as in 2017.

% GRI404-1
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10.5 N\anagement and motivation®®

The Group strongly fosters the identification of key professional and prom-
ising personnel who are then trained to assume more demanding tasks and
posts associated with greater responsibilities. We encourage professional and
personal development of employees. We develop staff managerial skills, in
recognition of their key role in a modern corporate culture.

10.5.1 Annual performance appraisal interviews®

We have been conducting annual interviews in the Group for many years. They
have been recognised as an important tool in developing effective leadership,
identifying potential, and motivating and developing employees. During the
year, we monitor work and the meeting of set objectives through quarterly
interviews. We have been improving communication between superiors and
employees by providing feedback, which has seen employee performance and
satisfaction improved considerably. We have put in place a system that offers
all stakeholders the opportunity to improve their work, together with oppor-
tunities for personal development and promotion.

Slovenian Sava Re Group companies have introduced management by objec-
tives, which is an upgrade of performance appraisal interviews.

10.5.2 Health and safety at work™

In all Group companies, measures related to occupational and fire safety are
carried out. In addition, all employees are referred to the necessary occupa-
tional health checks.

A large number of actions promoting health in the workplace are launched
in Group companies, depending on their organisational and other capabili-
ties (promotion of recreation, raising awareness on the importance of healthy
diet, stress management workshops). Sava Re sets a good example and pro-

vides help.
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10.5.3 Other”

Individual companies offer employees additional financial benefits (e.g. sup-
plementary pension or other insurance) and non-financial benefits (e.g. flex-
ible working hours, recreation, use of leisure facilities).

They also organise social events for employees during the year, also outside
working hours. In addition, Group employees were involved in several corpo-
rate charity activities that traditionally are part of the Sava Re Day.

All employees can join representative labour bodies in all the companies
where such bodies have been set up. Employee representatives are informed
of the introduction of important changes in accordance with the applicable
legislation.

Employees are regularly informed of developments in Group companies

through the Sava Re Group portal.

more
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employees involved in training activities in 2018
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Below we describe the risk and
capital management system and the
significant risks to which the Sava
Re Group is exposed. These areas will
be presented in more detail also in
the Solvency and financial condition
report of Sava Re as at 31 December
2018 that will be published on the
Company’s website not later than on
22 April 2019, and in the Solvency
and financial condition report of the
Group as at 31 December 2018 that

will be published on the website on 3
June 2019.

CONTENTS

1.1 Risk management system

The Sava Re Group management is aware that risk management is key to
achieving operational and strategic objectives and to ensuring its long-term
solvency. Therefore, the Sava Re Group is continuously upgrading the risk
management system both at the Group company and Group levels.

The Group companies’ risk culture and awareness of the risks to which they
are exposed is essential to the security and financial soundness of the com-
panies and the Group as a whole. In order to establish good risk management
practices, the Group promotes a risk management culture with appropriately
defined remuneration for employees, employee training, and relevant internal
information flow, at the individual company and Group levels.

The Sava Re Group has implemented a risk strategy that defines the Group’s
risk appetite and policies that cover the entire framework of risk manage-
ment, own risk and solvency assessments, and risk management for each risk
category. Based on the Group’s risk strategy and policies, individual Group
companies set up their own risk strategies and policies, taking into account
their specificities and local legislation. The adequacy of the risk strategy and
policies is examined on a regular basis.

ANNUAL REPORT 2018 |



| SAVA RE GROUP BUSINESS REPORT

The risk management system at the individual company and Group levels is
subject to continuous improvement. Particular attention is paid to:

* clearly-expressed risk appetite within the framework of the risk strategy,
including operational limits,

* development of own risk assessment models and upgrading of the own risk
and solvency assessment (hereinafter: ORSA),

* integration of the ORSA and risk strategy in the framework of business
planning and shaping of the business strategy,

* integration of risk management processes into business processes,

* establishment of adequate risk management standards in all Group compa-
nies depending on the nature, level and complexity of risks to which com-
panies are exposed.

1111 Risk management organisation

Systematic risk management includes an appropriate organisational structure
and a clear delineation of responsibilities.

The efficient functioning of the risk management system is primarily the
responsibility of the Sava Re management board and the management board
of each individual subsidiary. To ensure efficient risk management, the Group
uses a three-lines-of-defence model, which clearly segregates responsibilities
and tasks among the lines:

* The first line of defence constitutes all organisational units with operational
responsibilities (development, sales, marketing and insurance management,
provision of insurance services, financial operations, accounting, controlling,
human resources and others).

* The second line of defence consists of three key functions (the risk man-
agement function, actuarial function, compliance function) and the risk
management committee, if set up in the company.

 The third line of defence consists of the internal audit function.

The Group’s risk management system has been set up based on the top down
principle, taking into account the specificities of each individual company.

The management board of each company plays a key role and bears ultimate
responsibility for the effectiveness of established risk management processes
and their alignment with the Group’s standards and the applicable legislation.
In this regard, the management board is primarily responsible for:

* setting the risk strategy and approval of risk tolerance limits and operational
limits,

* adopting policies relating to the risk management system,

* risk management processes,

* monitoring of operations in terms of risk and ensuring that risks are consid-
ered when taking business decisions.

CONTENTS

The supervisory board of each individual company approves the risk strategy,
risk management policies and the appointment of key function holders in the
risk management system. In addition, the supervisory board analyses periodic
reports relating to risk management. A risk committee has been set up within
the supervisory board of the controlling company to provide expertise with
regard to risk management in the Company and in the Sava Re Group.

The first line of defence of each individual Group company involves all com-
pany employees responsible for ensuring that operational tasks are performed
in a manner that reduces or eliminates risks. Additionally, risk owners are
responsible for individual risks listed in the risk register. Departmental exec-
utive directors, line and service directors ensure that the operational perfor-
mance of the processes for which they are responsible are conducted in a
manner that reduces or eliminates risks while taking into account the frame-
works laid down in the risk strategy. The first line of defence is also responsible
for monitoring and measuring risks, the preparation of data for regular report-
ing on individual areas of risk, and the identification of new risks.

Each Group company has set up the following three key functions as part of
the second line of defence: the actuarial function, risk management func-
tion, and compliance function. In addition, the Group’s large members have
in place a risk management committee. The members of the risk manage-
ment committee and key function holders are appointed by the management
board; key function holder appointments additionally require the consent of
the supervisory board. Each individual company ensures the independence of
the key functions, which are organised as management support services and
report directly to the management board. Their roles and responsibilities are
defined in the policy of each key function or in the risk management policy
that defines the risk management function.

The risk management function of each individual company is mainly responsi-
ble for setting up effective risk management processes and for the coordina-
tion of risk management processes already in place. It is involved in all stages
of the processes of identification, assessment, monitoring, management and
reporting of risks. It is also involved in the preparation of the risk strategy and
the setting of risk tolerance limits. The risk management function regularly
reports to the risk management committee (if set up), the management and
the supervisory boards, the risk committee (Sava Re) and the Group’s risk
management function holder, and works in cooperation with the risk man-
agement function on an ongoing basis. Furthermore, it offers support to the
management board in decision making (including in relation to the strategic
decisions such as corporate business strategy, mergers and acquisitions, and
major projects and investments).

The main tasks of the actuarial function in the risk management system com-
prise expressing an opinion on the underwriting policy, expressing an opinion
on the adequacy of reinsurance arrangements, and independent verification
and challenging of technical provision calculations, including assumptions,
methods and expert judgement areas. The actuarial function of each individual
company works in cooperation with the Group’s actuarial function.

—
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The main duties of the compliance function relating to the risk management
system are: identification, management and reporting of any instances of
non-compliance with regulations, including monitoring of the legal environ-
ment, analysis of existing processes regarding their compliance with internal
and external rules, and any changes in regulations.

Apart from the key functions, the second line of defence at Sava Re and
Zavarovalnica Sava also consists of a risk management committee. The Sava
Re risk management committee is also responsible for the Group level. The
committee includes the key representatives of the first line of defence with
regard to the Company’s risk profile. The holders of other key functions of
the risk management system are also invited to the committee meetings.
The committee is primarily responsible for monitoring the risk profiles of the
Group and individual companies, analysing risk reports and issuing recom-
mendations to the management board.

The third line of defence consists of the internal audit function. For Slovenian
companies the function is organised as an outsourced internal audit engage-
ment in Sava Re, and individual companies have their own internal audit
functions. The internal audit function operates at the individual company and
Group levels and is completely independent from the business operations and
other functions. In the context of the risk management system, the internal
audit function holders are responsible for independent analysis and verifica-
tion of the effectiveness of risk management processes and internal controls
that are in place.

Good practices from Sava Re’s risk management model and the organisation
of risk management are also transferred to other Group companies.

11.1.2  Components of the risk management
system

Risk management is integrated into all stages of business management and is
composed of the following key elements:

* risk strategy,
* risk management processes within the first and second line of defence, and

» ORSA process.

The components of the Sava Re Group risk management system are shown in
the figure below.
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11.1.21 Risk strategy

In order to establish a solid risk management framework, the management
board, with the consent of the Sava Re supervisory board, approved the Sava
Re Group risk strategy for the 2017-2019 period, which defines the Group’s
risk strategy based on its risk bearing capacity. The individual Group compa-
nies draft their own risk strategy by taking into account the framework of the
Group’s risk strategy. The Group document sets:

* the risk appetite,
* permissible levels of individual performance indicators and risks,
e risk tolerance limits.

The basic principle of the Group is to pursue its business strategy and meet
the key strategic objectives while maintaining an adequate capital level.

The key areas on which risk appetite is based are:

* capital,
¢ liquidity,
* product profitability, and

* reputation of individual companies and the Group.

Each individual Group company sets its own risk strategy, risk tolerance limits
and operational limits based on the Group’s risk appetite. Risk tolerance limits
are limits set for individual risk categories included in individual companies’
risk profiles, determining approved deviations from planned values. These
limits are set based on the results of the sensitivity analysis, stress tests and
scenarios, and professional judgement.

Based on the risk appetite and risk tolerance limits, individual Group com-
panies set operational limits, such as (re)insurance underwriting limits and
investment limits in order to ensure that the activities of the first line of
defence are in line with the set risk appetite. In addition, each Group company
ensures that it has in place well-defined and established escalation paths and
management actions in the case of any breach of operational limits.

For the purpose of periodic monitoring of compliance with the risk strategy,
a minimal set of risk measures has been defined in individual Group compa-
nies that facilitate simplified monitoring of the current risk profile and capital
position of each individual company and the Group, without having to carry
out a complete calculation of the solvency capital requirement. The measures
in individual companies and the Group are subject to continuous monitoring.

CONTENTS

11.1.2.2 Risk management processes

Risk management processes are inherently connected with and incorporated
into the basic processes conducted at the individual company and Group lev-
els. All organisational units are involved in risk management processes.

The chief risk management processes are:

* risk identification,

* risk assessment (measuring),

* risk monitoring,

* determining appropriate risk control measures (risk management), and
* risk reporting.

Risk management processes are incorporated into all three lines of defence.
The roles of individual lines of defence are defined in the risk management
policy. Risk management processes are also integrated in the decision-making
system; all important and strategic business decisions are also evaluated in
terms of risk.

In the process of risk identification, each individual Group company identifies
the risks to which it is exposed. The key risks compiled in each company’s
risk register, constituting the company’s risk profile, are reviewed on a regular
basis and amended with consideration for new risks as required. Risk identifi-
cation at the Group level is conducted in the same way.

Risk identification in individual companies is both a top-down and a bot-
tom-up process. The top-down risk identification process is conducted by the
risk management function, the risk management committee and the manage-
ment board of each Group company. Such identification of new and emerging
risks is based on monitoring of the legal and business environment, market
developments and trends, and expert knowledge; this process is mainly used
with strategic risks, such as reputational risk and regulatory risk.

Bottom-up risk identification takes place in individual organisational units and
with risk owners (first line of defence). A Group company’s risk thus identified
is categorised and incorporated into the relevant monitoring, measuring and
reporting processes.

Risk identification is performed on an ongoing basis, especially as part of the
business planning process and any major projects and business initiatives such
as launching of a new product, investment in a new class of assets, acquisitions
and other.

The Group has in place regular risk assessment (measurement) processes for
all the risks to which individual companies or the Group are exposed. Both
qualitative and quantitative methods are used to measure risk. The modelling
development centre functions at the Group level to develop quantitative risk
assessment models for the entire Sava Re Group.

—
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The Group therefore measures risks:

* using the Solvency Il standard formula,

* by calculating the overall solvency needs within the own risk and solvency
assessment (ORSA),

* by conducting and analysing stress tests and scenarios,

* through qualitative risk assessment in the risk register,

* using various risk measures allowing simplified measurement and monitor-
ing of the current risk profile.

Risk management

The management board of each Group company is responsible for risk man-
agement and the use of various risk management techniques and actions. In its
decisions, the management board takes into account the cost benefit aspect
of actions as well as recommendations, if any, issued by the risk management
committee or key functions.

Whenever the need arises to adopt a new risk control measure, the relevant
company conducts an analysis of the measure in terms of economic and
financial viability. Elimination or mitigation of individual risks must be more
cost effective than mitigation of the potential impact should the risk mate-
rialise, taking into full account the probability of such an event and all of its
implications.

In practice, it is already in the business planning process that a Group com-
pany examines the impact of the business strategy on its capital position, both
with regard to the regulator as well as with regard to the own risk and sol-
vency assessment. If during the financial year, decisions are taken that have
a significant impact on the risk profile but have not been assessed in terms of
risk during the business planning process, the relevant company assesses the
impact of such decisions on its risk profile and capital adequacy, and verifies
compliance with the risk appetite. If a business decision could have a signifi-
cant impact also on the Group’s risk profile, such impact on the Group’s risk
profile and capital adequacy is also assessed. If any business decision does not
comply with the risk appetite or any risk tolerance limit is exceeded, the com-
pany needs to document such deviation and take relevant action to resolve
the situation.

Risk monitoring

Risk monitoring is conducted on several levels: at the level of individual
organisational units and risk owners, risk management departments, the risk
management committee, the management board, the supervisory board’s
risk committee (Sava Re) and at the supervisory board level of each Group
company. In addition, each Group company’s risk profile is monitored at the
Group level in terms of impact on the Group’s risk profile. A standard set of
risk measures is defined for risk monitoring, and Group companies follow it
on a regular basis. Both risks and risk management measures are subject to
monitoring and control.
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Risk reporting

Regular risk reporting has been set up in the large Group company and Group
levels. Risk owners report on each category of risk to the risk management
function, including a predetermined set of significant risk measures and qual-
itative information. Based on this, the risk management function in cooper-
ation with risk managers prepares a risk report covering each individual com-
pany’s entire risk profile. The report is first discussed by the company’s risk
management committee (if the company has one), followed by the manage-
ment and supervisory boards. The report is sent by the company’s risk man-
agement function to the Group’s risk management function.

11.1.2.3  Own risk and solvency assessment

In addition to these risk management processes, a company also conducts
its own risk and solvency assessment (hereinafter: ORSA), as defined in the
own risk and solvency assessment policy. ORSA is a process that includes
the identification of the differences between the Group’s risk profile and the
assumptions of the standard formula, the own assessment of solvency needs,
capital adequacy projections, stress tests and scenarios, and the establish-
ment of the link between the risk profile and capital management. In ORSA,
all material risks, whether quantifiable or not, are assessed that may have an
impact on the operations of the Group or a Group company from either an
economic or a regulatory perspective.

As a rule, the ORSA process is conducted annually; an ad hoc ORSA is per-
formed in the event of a significant change in the risk profile. EU-based Group
companies report to the regulator on the ORSA (at least) on an annual basis.
Every year, ORSA is more closely integrated with other processes, in par-
ticular with risk and capital management, and business planning. The Group’s
risk management committee and company management boards are actively
involved in the ORSA throughout the process. Employees from different
departments take part in the process, as we wish to obtain as complete and
updated a picture of the company’s risk profile as possible.

The Sava Re Group carries out the ORSA process in order to understand
the own risk profile and the standard formula and to analyse the impact of
the changes to the risk profile on capital adequacy over the next three years.
ORSA is an integral part of the decision-making process and contributes to
the key decisions and business strategy of the Group being adopted with con-
sideration of risks and associated capital requirements. Based on the Group
ORSA results, we also check the compliance of the business strategy with the
risk strategy. This establishes the link between the business strategy, the risks
taken in the short, medium and longer term, and the capital requirements
arising from those risks and with capital management.
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11.2  Capital management

Capital management at the Group level is defined in the capital management
policy of the Sava Re Group and Sava Re, which sets out the objectives and
key activities associated with capital management. Capital management is
inseparably linked with the risk strategy, which defines the risk appetite.

The Group’s objectives of capital management are:

* solvency, in the range of the optimal long-term capitalisation as defined in
its risk strategy;

* adequate degree of financing flexibility;

* ability to achieve adequate profitability for operating segments that tie up
capital;

* ability to achieve an adequate return on capital or adequate dividend yields
for shareholders.

The Group manages its capital to ensure that each Group company has avail-
able, on an ongoing basis, sufficient funds to meet its obligations and reg-
ulatory capital requirements. The composition of own funds held to ensure
capital adequacy must comply with regulatory requirements and ensure an
optimal balance between debt and equity capital. The level of eligible own
funds in individual Group companies and within the Group is intended to meet
the solvency capital requirements and to achieve the target credit rating and
other objectives of the individual Group company and the Group as a whole.

An important input element in capital management and business planning is
the Group risk strategy and its risk appetite set out in the strategy. For the
purposes of determining a capital management framework, the Group risk
strategy defines levels of capital adequacy. Group capital adequacy serves as
the basis for determining the capital adequacy of each Group company.

The Group risk strategy in conjunction with capital adequacy is defined so as
to meet regulatory requirements and the requirements of rating agencies,
and to ensure that the controlling company has sufficient excess capital to
cover any potential capital needs of subsidiaries in the event of a major stress
scenario materialising in any of them. To this end, excess of eligible own funds
is determined over the statutorily required.

As provided by the risk strategy, all Group subsidiaries must have, on an ongo-
ing basis, a sufficient amount of capital available to meet solvency require-
ments. In addition, Sava Re Group subsidiaries subject to the Solvency Il
regime must have sufficient capital to absorb small to medium fluctuations in
the SCR and own funds, which may result from the standard formula meth-
odology and the possibility of small and medium stresses and stress scenarios
materialising.
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1.3 Material risks of the Sava Re Group

The Sava Re Group and Group members are exposed to the following risks:

* underwriting risks arising from (re)insurance contracts; these are associ-
ated with the risks covered under (re)insurance contracts and with directly
related activities;

* market risk related to volatile prices of financial instruments, market prices
of other assets and participations in other companies;

* credit risk arising from non-performance and changes in the credit rating of
securities issuers related to the investment portfolio of (re)insurers, and of
reinsurers, intermediaries and other business partners who have outstanding
liabilities to the (re)insurers;

* operational risk associated with inadequate or inefficient internal processes,
people and computer systems, or from external events;

* liquidity risks related to loss resulting from insufficient liquid assets when
liabilities become due or increased costs of realisation of less liquid assets;

* strategic risk associated with achieving the company’s strategic plans, and
reputational risk, including any implications.

Individual risks are described in detail in the notes to the financial statements

of the Sava Re Group (section 17.6) and the notes to the financial statements
of Sava Re (section 23.5).
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The aim of the internal audit is to
provide assurance and advice to
the management board in order

to add value as well as improve

the effectiveness and efficiency

of operations. The internal audit
assists the Company in achieving
its goals based on a systematic

and methodical assessment of the
effectiveness and efficiency of
governance, risk management and
the internal control system, and by
providing recommendations for their
improvement.
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Internal auditing in the Company is carried out by an independent organisa-
tional unit, the internal audit department (IAD), which reports to the man-
agement board and is functionally and organisationally separate from other
organisational units of the Company. This ensures the autonomy and inde-
pendence of its operation.

In accordance with article 171(7) of the Insurance Act (ZZavar-1; Official
Gazette of the Republic of Slovenia, no. 93/15), Sava Re signed an outsourc-
ing contract with Zavarovalnica Sava and Sava Pokojninska Druzba d.d. under
which Zavarovalnica Sava d.d. and Sava Pokojninska Druzba d.d. transferred
the performance of the internal audit key function to Sava Re d.d. as of 1

February 2018 for an indefinite period.

In 2018, the IAD conducted audits and other tasks based on its annual work
plan. The plan included 25 internal audit reviews, of which 24 were carried
out.

Based on all tests and methods used in individual areas of auditing, the IAD is
of the opinion that the internal controls at Sava Re are largely adequate and
that the degree of their reliability is satisfactory. The IAD is also of the opinion
that the governance of Sava Re was appropriate and is being improved on an
ongoing basis in order to achieve major business goals, and that risks are effec-
tively managed with efficiency and economy of operations in mind. According
to the |AD, there remains room for improvement regarding the operation
of the system. The audit engagements revealed individual irregularities and
weaknesses, which the IAD pointed out, recommending the remedy of such
aimed at improving control procedures, corporate governance and risk man-
agement. This is to improve the efficiency of internal controls and regularity
of operations.

Regular IAD reviews were focused on establishing the probability of fraud,
and exposure and vulnerability to IT risks. In areas subject to internal audit
engagements, control systems have been set up and are operating so as to
prevent fraud.

The IAD reports - on a quarterly basis — to the management board, the audit
committee and the supervisory board on completed auditing engagements,
the effectiveness and efficiency of control systems, corporate governance,
risk management, identified breaches and irregularities, and on the monitor-
ing of the implementation of recommendations. In addition, the IAD pre-
pared an annual report on its activities in 2018, which is part of the materials
for the general meeting of shareholders.

The IAD also conducted a self-assessment of its operation in 2018. The
results showed that the operations of the IAD complied with the definition of
internal auditing, the Standards and the |AD’s code of ethics.

Through the development of the IAD, activities have been completed relating
to the implementation of new IT support to the overall internal audit process.

—
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in Ehe Sava [Re Group
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The following is the second
comprehensive Sava Re sustainability
report prepared in accordance with
the international sustainability
reporting standards Global Reporting
Initiative (GRI) (Core option); it
provides a straightforward and honest
overview of the character, values and
strategic pursuits of the Company
and the Group as a whole.”

About the re|:>ort74

The consolidated annual report refers to a single financial and calendar year
and is prepared in accordance with the International Accounting Standards,
the Companies Act, the Solvency Il Directive and international sustainability
reporting standards Global Reporting Initiative (GRI). The annual report has
been prepared in cooperation with Sava Re specialist services. The consoli-
dated annual report incorporates all legal entities constituting the Sava Re

Group”.

Sustainability reporting is integrated in individual sections of the annual
report. Disclosures are specially indicated with interactive references. The
section “Sustainable development in the Sava Re Group” provides disclo-
sures and other specific business impacts not covered by other sections of
the annual report. In addition to general disclosures, it provides, in accord-
ance with prescribed principles, disclosures on the economic, social and envi-
ronmental aspects that are of vital importance for Sava Re and that relate
directly to the Group strategy.

—
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The data on sustainable operation of the Group was prepared by a mixed work-
ing group brought together explicitly for this purpose, with the assistance of
specialist services of each subsidiary. Data is collected and the report drafted
by specialist services of the controlling company, which is also responsible
for reporting. Disclosures in accordance with the GRI standard refer to all
Group companies, where possible; where it is not possible, to the controlling
company and EU-based subsidiaries. The GRI content index’ at the end of
the annual report offers a comprehensive overview of the type and scope of
disclosures.

We have established that due to new findings, no indication or information
from the previous report has changed, and the report therefore contains no
corrections’’.

For the time being, Sava Re has not decided to seek external assurance of the
report’®,

Non-financial statement

With the non-financial information reported in accordance with the GRI
standards, the annual report of the Sava Re Group and Sava Re d.d. for 2018
complies with the Directive 2014/95/EU of the European Parliament and of
the Council on disclosure of non-financial and diversity information by cer-
tain large undertakings and groups and with the Companies Act.

13.1  Sustainability as part of the strategy

In its strategic plan for the period 2017-2019, Sava Re incorporated sustain-
able development as one of its key pursuits and made a commitment to make
it an integral part of the business processes in this period. As is clear from
the report, the guidelines were followed in some areas, whereas in others the
sustainable aspect is still being introduced. Business models for sustainable
development and criteria for monitoring sustainable development indicators
have not yet been established everywhere, and the 2018 non-financial report
does not yet allow for comparative analysis in all areas, but in some cases it
presents data and facts consistent with the reporting principles.

Since we are aware of the importance of the sustainable development guide-
lines, and the monitoring of indicators and the positive effects of sustainable
operation, a strategy for the entire Sava Re Group is in preparation.

CONTENTS

The Sava Re Group sustainability report for 2018 covers three specific areas
that the Company and the Group with their activities impact — economic
issues, social aspects and environmental aspects. As outlined below, stake-
holders were not directly involved in the sustainable reporting process; there-
fore, the essential contents reported as such were identified by our profes-
sional services.

Essential contents of Sava Re Group sustainable reporting79

Economic topics (GRI 200)

Social aspects (GRI 400)

Economic performance Recruitment and staffing levels

Market presence Employee training and development
Indirect economic impacts Management and motivation
Procurement practices Health and safety at work
Prevention of corruption Relations with policyholders and
cedants
Relations with suppliers
Local community

Marketing and labelling

t80

13.2 Stakeholder engagemen

Below, the report lists the key stakeholders believed to have a significant
impact on each individual legal entity in the Group and vice versa; what is
more, these stakeholders also actively contribute in adding value to our busi-
ness operations. While we did not directly include our key stakeholders in the
preparation of the sustainability report in the reporting period 2018, we rec-
ognised and highlighted, through their previous cooperation and based on the
assessment and experience of our professional services, those areas of par-
ticular interest to them. As we are well aware of the importance of involving
stakeholders in sustainable development and reporting, this will be one of the
goals in future reporting.

We cultivate responsible and sincere relations with all our stakeholders. In
doing so we follow the recommendations and rules of public reporting, the
code of ethics and internal rules. Additionally, we seek out opportunities to
simplify access to information and opinion sharing, making use of information
technology, which is unconstrained by time and space.

In the Sava Re Group, employees, policyholders, cedants, shareholders, pro-
spective investors, regulators, unions, communities, suppliers and the media
are recognised as the stakeholders that play a key role in its existence and
successful operations.
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Environmental aspects (GRI 300)
Waste disposal policy

Energy

Supplier assessment
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Stakeholders Type of involvement Content and objective
Employees * Employee participation (workers’ council and unions) * |Information, awareness
* Internal formal events (strategic conferences, professional and * Stimulating ideas to improve the working
educational events) environment and business process
* Internal informal events (informal meetings, team building events, * Two-way communication
sports events, parties) * Culture building, improving relations
* Internal training/consultations
* Management by objectives (annual appraisal interviews)
® Internal web and print media
* Thinking out of the box
¢ Electronic mail
® Personal contact
* Opinion polls/questionnaires
* Sports societies
Policyholdersl * One-to-one counselling * Service quality
cedants * Meetings ¢ Customer focus
* Compliments and complaints ® |nformation
* Websites, blogs * Quick problem solving
¢ Contact centre * Customer-friendly attitude
* Market communication through different channels ® ldentifying actual market needs
* Expert meetings/conferences * Modern sales channels
¢ Events
¢ Social networks
Shareholders * Supervisory board meeting * Equal access to information
and prospective  ° General meeting of shareholders * Clear dividend policy
investors ¢ Public notifications (SEOnet and www.zav-sava.si) ® In-depth information on business operations
¢ Financial reports * Sustainable operations
e Letter to shareholders * Strategic policy
¢ Electronic mail * Credit rating
* Meetings
¢ |nvestor conferences and webcasts
Regulatory * Regular and extraordinary reporting to the Insurance Supervision * Compliance with legislation
Agency (ISA) and Securities Market Agency (SMA) * Transparency of operations
* Regular and extraordinary reporting to the Competition Protection * Security of policyholders
Agency (CPA) e Compliance
Trade unions * Regular meetings * Employee engagement in governance
* Cooperation (coordination) in preparation of internal acts e Collaboration
* Negotiations * Employee benefits
* Employee remuneration
* Ensuring a friendly working environment
Communities ¢ Direct contact with local decision makers * Involving the company/employees in local
* Support to non-profit organisations through sponsorships and communities and society at large
donations * Co-financing of projects important for the
* Support for preventive actions local community
* Employee assistance * Enhancing security through preventive
actions
* |nfrastructure investments
* Awareness raising among the population
Suppliers * Tenders * Environmentally friendly materials
* Invitations to participation ® Paperless operation
* Questionnaires * Digitisation of operations
* Meetings * Payment reliability
¢ Presentations * Honouring agreements
* Delivery of waste disposal certificates
* Supporting local economy
Media Press releases * Providing information to the general public

Press conferences
Interviews
Answers to journalists’ questions

® Strengthening the positive realistic image of

the Company/Group

CONTENTS

13.3  Economic topics®

Economic performance defined by the strategic goals in all areas and reported
more extensively in the financial part of the report is the key performance
indicator for the operations of the Sava Re Group. This is achieved through
timely risk identification and management. We believe that both financial and
non-financial risks have an impact on the economic performance of the Com-

pany.

Distributed economic value of the Sava Re Group, as follows from the table
below, amounted to EUR 560.9 million in 2018. It consists of net claims
incurred and other insurance expenses, expenses for financial assets, other
expenses, operating expenses, dividend payouts, tax expenses, community
investments in the form of prevention, donations and sponsorships, pay-
ments, benefits and bonuses to employees.

Direct economic value generated and distributed of

the Sava Re Group®

(EUR)
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2017

Index

Economic value generated*

Economic value distributed

Net claims incurred and other technical expenses

Expenses for financial assets

Operating expenses™*

Dividend payouts

Investments in the social community (prevention, donations, sponsorships)

Employee payments, allowances and benefits

Economic value retained

* Economic value generated = net premium earned + other technical income + investment income +
other income

™ Operating expenses include commissions and other operating costs excluding personnel costs, spon-
sorships, prevention and donations

567.3 519.8 109.1
560.9 508.8 110.2
3441 313.6 109.7
9.6 1.9 80.8
29 2.8 103.6
103.1 87.7 17.6
124 12.5 99.5
12.2 8.8 139.4
3.5 3.2 110.3
73.1 68.4 106.9
6.3 11.0 57.7
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Sponsorship, donations and preventive actions®

Key indirect effects of the Sava Re Group are investments in sponsorships,
donations and preventive activities. In this field, Zavarovalnica Sava is the

Group leader.

Value of sponsorships of Sava Re Group companies

Sava Re 12,524

Zavarovalnica Sava 2,207,416

Sava Pokojninska 11,150

lllyria 1,500

Sava Nezivotno Osiguranje (SRB) 4,760

Sava Osiguranje (MNE) 5,460

Sava Osiguruvanje (MKD) 8,074

Value of Sava Re Group donations

(EUR) 2018
Sava Re 15,320

Zavarovalnica Sava 841,346

Sava Pokojninska 8,150

lllyria Life 447

lllyria 500

Sava Zivotno Osiguranje (SRB) 320

Sava Nezivotno Osiguranje (SRB) 2,184

Sava Osiguranje (MNE) 41,787

Sava Osiguruvanje (MKD) 22,750

2018 2017 Index
500 2504.8
2,141,435 103.1
8,080 138.0
5,000 30.0
3,057 482.8
7,707 70.8
9,813 82.3
2,175,592 103.9
2017 Index
21,110 72.6
739,594 113.8
7,555 107.9
3,000 16.7
7,887 27.7
31,610 132.2
2,935 775.0
817,055 14.5

8 GRI 201-1,203-2
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In 2018, the Sava Re Group allocated EUR 3.2 million in funds for sponsor-
ships and donations, with 95% of the sum contributed by Zavarovalnica Sava.
The total amount the Group allocated to these activities increased by 7% over
2017. The activities covered by sponsorships and donations are covered in the
section describing the social aspects of sustainability.

Zavarovalnica Sava is paying increasing attention to preventive action®.
Through timely action and adequate financial assistance, the company sup-
ports organisations and associations in eliminating the causes of loss, prevent-
ing hazards that might lead to new losses for policyholders, and in eliminating
or mitigating the adverse effects of losses already incurred on insured prop-
erty and people. This way, the insurance company also shows concern for the
natural environment (fire prevention, prevention of pollution, traffic acci-
dents and similar) and as a result contributes to lower expenses.

(EUR) 2018

In 2018, Zavarovalnica Sava increased the amount of funds allocated for pre-
ventive activities by 12.3% compared to the previous year.

Infrastructure investments®

When investing, Sava Re and Zavarovalnica Sava adhere to the environmental
and social policy prescribed by the EBRD and follow the ESG (environmen-
tal, social, governance) principles through negative screening. When choosing
potential investments, we prefer those that adhere to ESG principles, and
to sustainable development, responsible investment and the like. Return on
investment is not the only criterion, as sustainable impact as a criterion is
increasingly associated with it (when possible or relevant).

257,335
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Health Day (Dan za zdravje) is
dedicated to preventive health
care, maintaining vitality and
the well-being of employees.

In building our investment portfolio we avoid investing in securities that might
have harmful effects of any kind either on people or the environment, or that
in any way deviate from the ESG principles. Part of our funds are invested
in debt securities issued by international organisations such as the EBRD,
the World Bank and the European Investment Bank, as we believe that these
organisations invest in environment-friendly projects and in accordance with
their environmental and social policies. We also invest in securities issued to
fund green, environmental projects (green bonds). After the EBRD’s entry
into the ownership structure of the Company, we do not invest in nuclear
energy, net fishing, production or trade in illegal products or services, and
products and services that (potentially) harm people or the environment.
In addition, we no longer invest in military industries, the tobacco industry,
adult entertainment or gambling. From the end of 2017, investments in green
bonds increased from EUR 12 million by EUR 7 million to EUR 19 million in
2018. These are bonds of supply and energy companies, as well as government
bonds and bonds issued by financial institutions. What they all have in com-
mon is that the funds, collected through the issue of bonds, finance projects
and investments that meet criteria like the ESG standards.

CONTENTS

Observance of the sustainability criteria is most evident in infrastructure
investments. One of the most important criteria used to select a fund that
invests in infrastructure projects (globally) is compliance with ESG standards
— if the fund does not meet such standards, it is usually not shortlisted. Cur-
rently, all infrastructure funds in the portfolio meet the ESG criteria, meaning
a positive impact on the environment and society, and some of them explicitly
target infrastructure projects that involve renewable energy sources. In 2018,
we provided capital commitments of more than EUR 22 million related to
five different infrastructure funds, all of which fulfilled the ESG criteria, while
two of them (EUR 6 million of commitments) will invest exclusively in infra-
structure projects involving renewable energy sources. Investment in infra-
structure funds will continue in 2019, and one of the key criteria will consist

in fulfilling ESG standards.

We are also interested in direct infrastructure investments; we entered energy
efficiency projects in Slovenia and Croatia through the purchase of receiva-
bles (projects designed to reduce energy consumption in public lighting, more
efficient use of energy used to heat schools and kindergartens, and produc-
tion processes).

In both Slovenia and around the world, sustainability aspects are increasingly
taken into account when investing. This is also followed in the investments of
Save Re and Zavarovalnica Sava, which is why in the future the principles of
sustainability will be even more precisely defined in our investment policy.

ANNUAL REPORT 2018 |
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Risks and opportunities arising from climate change 85

Climate change has a significant impact not only on the quality of life in general,
but also on the insurance industry. Reinsurance and insurance play a critical role
in creating security through additional risk spreading, as they help protect against
random, unpredictable losses. At the same time, we also impact the natural envi-
ronment in which we live. Investments in sustainable development and preventive
activities (renewable energy sources, informing policyholders about what to do
in case of disasters) certainly have a positive impact on the amount and level of
claims resulting from climate change.

Losses are a natural phenomenon in our business. N\anaging this risk has been and
will continue to be a particular challenge for the insurance industry.

In 2018, the international reinsurance portfolio of Sava Re was not affected by a
significant number of natural disaster claims. The biggest of them were Typhoon
Jebiin Japan (impact on the net result of reinsurance opertions of EUR 5 million)
and a much smaller flood claim in India (EUR 1.4 million). These events are not
seen as a consequence of climate change, since their scope and frequency do not
differ from similar events in past decades. Bearing this in mind, we do not plan
any changes to the reinsurance strategy.

Zavarovalnica Sava suffered the biggest loss impact. Catastrophes (storm, hail,
floods) accounted for more than 10,773 claims in 2018, totalling more than EUR
10.9 million (payments and provisions). Compared to 2017, the number of claims
in 2018 decreased by approximately 27%, while the total amount (payments and
provisions) remained at approximately the same level as in 2017. It can be con-
cluded from the comparison that the claims that followed catastrophes in 2018
were far larger, reflecting the more powerful storms of 2018.

This resulted not only in financial losses, but also in an extremely increased work-
load, which in turn led to less responsive customer services and to the potential
risk of diminished accuracy of claims processing. Excessive workloads also meant
that certain development activities had to be suspended. In 2018, Zavarovalnica
Sava also conducted regular and developmental project activities with which
it optimised claims processing and introduced new approaches (online claim
reporting, on-site valuation and calculation, guidance for clients, organisation
of comprehensive loss remediation through active involvement of contractors).
These novelties and developments are also expected to have a favourable impact
on work organisation in mass loss events.

CONTENTS

Relations with suppliers and the purchasing policy87

Group companies coordinated purchasing policy and made it more uniform, which
involves strategic guidelines and principles governing a transparent procurement
process. The inclusion of an anti-corruption clause in all purchase contracts has
been agreed.®® When ordering, taking over and paying for goods, the principle of
four eyes is applied, which ensures a high degree of individual control over the busi-
ness purchasing process. Sava Re assesses the risk of inadequate execution of the
purchasing process on a quarterly basis.?’ The Rules on the procurement procedure
are accompanied by the Questionnaire on the sustainability of the Company®,
which is intended for suppliers whose bids are collected through a tender (the value
of goods exceeds EUR 50,000). A completed questionnaire is an important factor
in the selection of a supplier and the first step towards the promotion of sustainabil-
ity in partner relationships within the procurement process.

Group companies prioritise cooperation with local suppliers, and in the case of for-
eign producers, with local intermediaries or agents. Although some purchases are
made outside Slovenia, they are limited (mainly to those goods and services that
cannot be sourced in Slovenia or are not offered here at competitive prices).

The local market of an individual Group member represents the total geograph-
ical area of the country in which it is registered. Group companies’ suppliers are
mainly providers of consulting services, IT tool maintenance and upgrading, office
supplies, small tools, computer hardware, software and similar, and company cars.
When selecting promotional materials and business gifts, we tend to opt for natural
materials, local producers and international recognition of domestic initiatives (tea,

honey, World Bee Day, etc.) as much as possible.

Present in all major towns across the Republic of Slovenia, Zavarovalnica Sava is by
nature — its business being life and non-life insurance — obliged to work in cooper-
ation with local suppliers; as a result it maintains good business relationships, some-
thing that is reflected also in terms of transaction costs, which are lower than they
would be if the Company worked with suppliers outside Slovenia.

Sava Re ensures competitiveness and transparency of the selection procedure in
relationships with its suppliers by sending requests for proposals to several provid-
ers and increasing competencies and responsibilities for decision making regarding
selection of suppliers, depending on the level of the estimated value of the goods.
Special attention is put on the development of quality criteria, mutual cooperation,
creation of synergy, and price competitiveness (rebate scales and similar), all of
which are considered an appropriate basis on which to assess suppliers.

In terms of procurement, the Company/Group takes into account also a number of
other internal acts defining procedures and other instructions: fleet management
policy in the Sava Re Group, rules on procurement, use and maintenance of com-
pany vehicles, systemic procurement procedure in the Sava Re Group, rules on
company mobile phones and devices, and similar.

Sava Re and Zavarovalnica Sava settle their liabilities in purchasing procedures
within agreed due dates.

—
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Anti-corruption activity and protection of personal
data”’

In accordance with the provisions of the Slovenian Corporate Integrity Guide-
lines, the Sava Re Group purchasing policy and internal rules of an individual
company in the Republic of Slovenia, the anti-corruption clause is incorpo-
rated as a mandatory contractual provision in legal relations with contractual
partners, along with the general purchasing conditions of individual compa-
nies, protection of confidential data and provisions governing the protection
of personal data.

On 25 May 2018, the General Data Protection Regulation (GDPR) became
directly applicable in the EU. The new rules apply throughout the EU, but also
to companies outside the EU that do business with EU residents or process
their personal data.

In 2018, the Sava Re Group companies in the Republic of Slovenia obtained
a report by external experts on the review of the compliance of personal data
processing, with an emphasis on the arrangement of personal data protection
in compliance with the General Data Protection Regulation, and recommen-
dations to address identified shortcomings. On the basis of the recommen-
dations, the companies prepared changes to their rules on the protection
of personal data, changes to the personal data catalogue and to the sample
contract on personal data protection. Adjustments to the information system
were also made.

The compliance officer in the Sava Re Group also obtained data from the
subsidiaries (Montenegro, North Macedonia, Serbia and Kosovo) on possi-
ble amendments to the local legislation on personal data protection. Since
individual Sava Re subsidiaries from outside the EU, for example support the
resolution of claims for insurance companies from the EU, they are already
subject to the GDPR requirements. In most countries outside the EU (coun-
tries of the Adria region), national legislation is also already being drawn up
to transpose (in whole or in part) the provisions of the GDPR into national
legal systems. The compliance officer will advise the subsidiaries outside the
EU on the implementation of the GDPR and coordinate the transfer of best
practices from companies in Slovenia.

Throughout the year, employees of Zavarovalnica Sava were offered guid-
ance on the manner and importance of proper protection of personal data,
and training was provided. All essential business measures dictated by the
GDPR were adopted and a personal data protection officer was appointed.
We received one request from the Information Commissioner for submission
of clarifications. Zavarovalnica Sava reported one personal data breach to the
Information Commissioner of the Republic of Slovenia.

CONTENTS

Cases of corruption and measures taken®?

The Kazakhstan insurance regulator (Central Bank) contacted Sava Re in May
2018, requesting that 11 agreements on facultative reinsurance concluded
with a Kazakh insurance company be verified for authenticity and validity. A
review of the documentation revealed that almost all documents were forged,
since Sava Re has no commercial relations with the insurance company men-
tioned, and does not conclude these types of transactions. We immediately
responded to the regulator and offered our full cooperation. To reduce the
risk of similar fraud, Sava Re decided to suspend reinsurance underwriting
in Kazakhstan, unless offered business through an established international
intermediary. In May, the two employees whose falsified signatures appeared
on the treaties visited the police in Ljubljana to make an oral report or a pro-
posal for prosecution. We informed the Insurance Supervision Agency of
the requests received by foreign regulators. According to the information
obtained, the Kazakh insurer was subject to a temporary (six-month) with-
drawal of its license to perform insurance business, and the agent involved was

fined in July.

Last year, Sava Re also received a request from the Russian regulator (Central
Bank) to confirm the existence of reinsurance contracts with certain Russian
insurance companies. In several cases, it turned out that Sava Re received
a transaction from an intermediary that was not identical to the one indi-
cated by the regulator. We suspect that all such cases involved illegal transfer
of funds abroad. We cannot identify such cases without notification from a
regulator or other authority. In relation to one of the above cases, the docu-
mentation in Sava Re was examined by the FARS at the request of the Rus-
sian tax administration. Sava Re provided a special financial office with the
required documentation and additional explanations. The key function holder
will continue to monitor such incidents and, if necessary, propose appropriate
measures to prevent or limit the negative effects of such fraud, and to prevent
similar cases in the future.

Financial assistance received from government93

The Group companies received no financial assistance from the government

in 2018.
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Definition of other government incentives

Zavarovalnica Sava receives a monthly bonus for employing more employees
with disabilities than prescribed by the quota and also claims exemption from
paying the contribution for pension and disability insurance for these employ-
ees. These incentives in Zavarovalnica Sava grew by 8.7% over the previous

year to a total of EUR 122.393.

In 2018, Sava Re claimed a reduction in the payment of employer’s contri-
butions for pension and disability insurance for employing persons younger
than 26 years of age for indefinite periods (first employment), namely for the
first two years of employment. The company was entitled to a 50% refund
on employer’s contributions for pension and disability insurance for the first
year of employment and up to 30% on contributions for pension and disability
insurance for the second year. The total value of these refunds amounted to

EUR 2,119 (2017: EUR 8,369).

Sava Re also set up a collective voluntary supplementary old-age pension
insurance scheme funded by the employer and has a contract in place on
the accession to the pension company’s pension scheme, registered in the
pension scheme register with the Financial Administration of the Republic
of Slovenia. Based on these contracts, the Company pays, for the employees
who joined the pension scheme, a voluntary supplementary pension insurance
premium. Thus, it is entitled to a reduced income tax base for the amount of
the voluntary supplementary pension insurance premium paid in the tax year
for its employees to the pension scheme provider. The total value of this tax

relief amounts to EUR 96,378 (2017: EUR 84,077).

13.4  Social aspect

13.4.1 Responsibility to employees

The Sava Re Group nurtures common values as reflected in its efforts to cre-
ate a positive work environment and sound business culture. We pursue them
both through adopted strategic policies and in our daily work, behaviour, com-
munication, relationships and decisions.

One of the Sava Re Group’s strategic guidelines in the field of human
resources management is to ensure a safe, diverse and sustainable work envi-
ronment, one that respects the dignity and integrity of each employee. Our
HRM policy dictates that HRM objectives be aligned with sustainable devel-
opment policies of the Company and the Group, promoting equal opportuni-
ties and diversity of our workforce.”

CONTENTS

For this reason, a leadership model was set up for the Sava Re Group, defining
the key competencies expected of leaders in a modern organisational culture
that promotes constructive collaboration, open communication, openness to
change and continuous development. The leadership model serves as the basis
for steering the development activities of leaders, who are key to creating and
maintaining a secure, diverse and sustainable work environment.

At the end of 2017 we launched a management by objectives project, the aim
of which is to establish a transparent goal-setting and tracking system that is
based on the Company’s strategy. We wish to establish a governance system
that will enable managers to help direct their employees to attain certain stra-
tegic goals by helping them achieve employees’ individual goals.

In accordance with the GRI standards, sustainable development with a view to
human resources is monitored using the selected indicators. For more infor-
mation on HRM, see section 10 “Human resources management” and section

20.3 “Human resources management”.95

Employee benefits*

Sava Re companies in Slovenia offer their employees payment of voluntary
supplementary pension insurance premiums as part of the second-pillar pen-
sion scheme. In addition, Sava Re offers its employees a co-payment version
of voluntary pension insurance premiums as part of the third pillar pension
scheme. The amount of the payment varies among companies and is deter-
mined as an lump sum or as a percentage of the employees’ gross salary.

Of the non-EU based members of the Group, the North Macedonian insurers
Sava Osiguruvanje and Sava Penzisko pay into the voluntary pension scheme
on behalf of their employees. Both companies pay insurance premiums for
their employees as part of the second-pillar pension scheme. In addition, the
pension company also pays its employees’ voluntary health insurance.

Pension funds that are based on collective or individual voluntary pension
insurance constitute the core activity of some members of the Sava Re
Group. Therefore, we can say that we also contribute to greater awareness of
the public good regarding the importance of such insurance.

Sava Re also pays collective accident insurance premiums for its employees,
who are also protected through an additional business travel accident insur-
ance scheme.

Sava Re and Zavarovalnica Sava employees and their family members can take
out health insurance on particularly favourable terms.
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365 days to go! (Se 365 dni!) is
a preventive project dedicated to
protecting children on their way
to school and raising awareness
among drivers that they have to
pay attention to schoolchildren
throughout the year.

Sava Re promotes the health and wellbeing of its employees by promoting
regular health routines and activities at the workplace, and through measures
designed to facilitate reconciliation of work and personal life. Paid absence
from work for parents accompanying their first-graders on the first day of
school, volunteerism, mentorship and gift sets for newborns are some of the
better-known measures.

Zavarovalnica Sava, holder of a full family-friendly company certificate, car-
ries out other selected measures that help employees improve their work-life
balance. Zavarovalnica Sava also offers paid absence from work for employees
introducing their children into kindergarten or accompanying their child on
the first day of school (from the 1st to the 3rd year of elementary school), and
employees returning to work after a prolonged absence are offered assistance
through interviews and a work reintegration plan.

At the end of 2017, Zavarovalnica Sava started to market a supplementary
health insurance plan. With the due diligence, they also took care of the
health of the company’s employees, who received an additional day off in
2018 - Day for Health. It is aimed at preventive health care and the wellbeing
of employees.

CONTENTS

Zavarovalnica Sava established a special association for its agents called
Zavarovalnica Sava Top Team, and agents are invited to join it based on their
fulfilling the set criteria. In 2018, the ZS Top Team had 47 members who were
invited to three gala cultural events and two major sporting events that we
organised for our business partners. They also attended two sales conferences
last year and received some valuable business gifts. A total of 22 members
managed to meet the particularly high criteria required to win a trip.

Sava Re and Zavarovalnica Sava offer company-owned holiday facilities where
the employees and their families can spend holidays on favourable terms.
Every year, the company organises excursions for employees, and a special
party in the run-up to Christmas. In the summer, employees compete in var-
ious sports events. And little children get a visit from Santa Claus at compa-
nies. On the occasion of International Women’s Day, our female colleagues
receive a symbolic gift.

Employees of Zavarovalnica Sava can benefit from sponsorships and become
members of the newly established Zavarovalnica Sava Sport and Culture Soci-
ety, which promotes active free time schemes for its members.

Best practices are shared with other Group companies. Non-EU based Group
companies provide employees with various activities and benefits, including
special discounts when taking out insurance, teambuilding activities, financial
assistance for employees in case of an emergency, etc.

With its sports society Sava Sport Plus, Sava Osiguranje from North Mace-

donia raises awareness on the importance of an active lifestyle, and attracts
also external members.

—
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Medak, and a donation to
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On Save Re Day, we devote
our time to those who need it.
We take the elderly out for a
walk, spend time with asylum
seekers, help people in care
with shaping and landscaping
the surroundings of the
occupational activity centre,
assist children in renovating

their playgrounds ...
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13.4.2 Responsibility to consumers’’

Trust is the foundation of any quality long-term relationship. All Sava Re Group
companies work to ensure that the “Nikoli sami” (Never alone) promise, the
commitment made in 2016 and honoured ever since, is not mere words but
a philosophy embedded in all our work and activities. In our communication
with consumers we want to be honest, accurate and understandable.

Access to services is essential for users, so most of our insurance compa-
nies also offer online user support. Zavarovalnica Sava offers policyholders
the option to report their claims online, to take out insurance, and to chat
with an online consultant. The website also provides users the opportunity
to share their opinions, proposals, commendations and complaints. The assis-
tance centre provides assistance to policyholders who are travelling. Detailed
information is always available online at info(@zav-sava.si and from our toll-

free phone helpline, at 080 19 20.%

CONTENTS

Client communication and information®’

As regards their relationships with the insured, Group members follow the
rules and procedures on complaints, which are compliant with the guidance
issued by the European Insurance and Occupational Pensions Authority

(EIOPA).

As the largest insurer in the Sava Re Group, Zavarovalnica Sava complies
with all provisions of the Consumer Protection Act and other acts governing
communication of information to clients entering into investment (insurance)
contracts. Applicable legal provisions and regulatory frameworks are observed
also when pursuing development activities.

We also fully comply with the Slovenian Personal Data Protection Act
(ZVOP) and the regulations that require responsible handling of personal

data of customers.

On 1 October 2018, the Insurance Distribution Directive (IDD) entered into
force in all EU Member States. With the aim of ensuring greater transparency
and comparability of insurance, enhancing consumer protection and increas-
ing confidence in the insurance market, the directive provided for greater
transparency in the development and sale of insurance and information to
customers. The fundamental principles of the directive are the transparent
operation of insurance companies and other sellers of insurance products in
accordance with the best interests of policyholders, and the provision of fair,
clear and non-misleading information about insurance products. One of the
requirements of the directive is the insurance product information document
(IPID). It is a short and stand-alone form with all key information about the
product (insurance cover, excluded risks, restrictions, etc.). A customer is pro-
vided with better transparency and easier comparability of products. Prior to
the conclusion of the contract, the agent must also determine the suitability
of the insurance product for the client, and each policyholder must sign that
they are acquainted with the content of the insurance product information
document and the insurance product has been fully and accurately presented.

Therefore, every effort is made to ensure transparency, clarity and access
to information both in developing new products and in client notification.
Zavarovalnica Sava does not make use of fine print.

Communication takes place via various channels adapted to different target
groups. Customers are placed at the centre in order to build partnerships with
them that will permeate all aspects of their lives. This can only be ensured
through a wide range of insurance products and with services that are readily
available at any time.

Insurance companies also avoid the fine print in advertising, offering their cli-
ents adequate information on the advertised product. Product information is
always available on official websites together with statutory notifications and
related news. In the event of mass losses, we publish a notice and give instruc-
tions, setting out for our policyholders the right course of action.

—
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In reinsurance underwriting business, we pay due regard to internal under-
writing regulations, risk taking and claims processing, and internal underwrit-
ing policy. We maintain relationships with our business partners. Meetings are
arranged during international conferences and individual meetings all over the
world. From time to time, we organise the Sava Summer Seminar, a training
programme in reinsurance-related areas, in an effort to provide our business
partners with an insight into our activities and the characteristics of our busi-
ness. Participants attend from across the world, including Asia, Africa and a
number of European countries. At the seminar, participants deal with top-
ics related to reinsurance, actuarial science, modelling and solvency-related
issues, also through practical examples and a closing workshop.

The Sava Pokojninska pension company reports on all regulated information
on supplementary pension insurance of all of the bodies (Information Com-
missioner of the RS, Insurance Supervision Agency, Ministry of Labour, Fam-
ily, Social Affairs and Equal Opportunities) that appear on its website (pension
scheme, rules on pension fund management, appendix to the management
rules, investment policy statement) or on the websites of national bodies.

In most countries outside the EU where some of the Sava Re Group com-
panies are based, labelling and product or service information is governed
by the law with minimum requirements. All these companies have websites
that provide all information regarding their services. They also have channels
established to communicate with different target groups (phone, email, social
networks, etc.).

CONTENTS

13.4.3 Fair business practices'®°

The values and principles of ethical conduct are defined in the “Code of ethics
of the Sava Re Group” (hereinafter: the Code of Ethics), which has also been
adopted by the Sava Re subsidiaries. The general principles of the Code of
Ethics represent the basic values of the Sava Re Group, which are binding on
all our employees and include: fairness and compliance of business operations,
transparency, managing conflicts of interest, prevention of money-launder-
ing and financing of terrorism, and prevention of restriction of competition.
Employees who are aware of violations of the Code of Ethics or other binding
rules are obliged to report violations to the compliance function holders. No
violations of the Code of Ethics were found in 2018.

In the conduct of its business, the Company complies with the provisions of
the adopted Insurance Code to ensure business development, a professional
underwriting process and business conduct. The Company’s operations are
grounded in compliance with market principles, market competition based on
loyalty and integrity, and insurance economics and business ethics, with the
aim of providing customers high-quality insurance protection.
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The Sharing Christmas project
always inspires everyone, both
the elderly and participating
employees, with warmth, hope
and happiness. In 2018, we once
again warmed their hearts and
gave them priceless memories.
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Sava Re has also signed the Slovenian Corporate Integrity Guidelines, com-
mitting the Group to creating a work environment grounded in a culture of
corporate integrity, zero tolerance for the illegal and unethical conduct of its
employees, compliance with legislation, rules and values as well as in the high-
est ethical standards. Sava Re’s reference code is the Corporate Governance
Code for Listed Companies adopted by the Ljubljana Stock Exchange, the
Slovenian Directors’ Association and the Managers’ Association of Slovenia

on 27 October 2016.

At the end of 2017, the Company also adopted a policy on the diversity of
the management and supervisory boards of Sava Re, which governs and pre-
serves, inter alia, the gender- and age-balance of all board members.”" Sava
Re has integrated respect for human rights in its operations in accordance
with the applicable legislation and follows the proposal for the national action
plan on business and human rights of the Republic of Slovenia. The Company
has adopted the rules on prevention and elimination of violence, bullying,
harassment and other forms of psychosocial risks in the workplace, including
a protocol for recognising and resolving such risks. In 2018, the Company
recorded no such cases.

The Company follows the principles and guidelines of the rules on the man-
agement of conflicts of interest. The rules aim to mitigate the effects of con-
flicts of interest and manage conflicts of interest that may arise in the perfor-
mance of the duties and tasks of individuals in the Company, by establishing
and implementing procedures and measures to be applied when a conflict of
Interest arises.

Zavarovalnica Sava has in place a system to manage conflicts of interest. Using
a written statement on disclosure of a conflict of interest, employees may
report any conflict to their manager who examines the relevant situation,
assesses the threat and proposes any measures to the compliance function
holder. The compliance function analyses all received disclosures of the con-
flict of interests and issues a decision imposing measures relating to the disclo-
sure of the conflict of interest. Last year a total of 67 disclosures of conflicts
of interest were processed. Most of the disclosures referred to potential con-
flicts of interests in claims settlements, with regard to which only insignificant
or minor risk of conflict of interest was assessed, meaning that a conflict of
interest is extremely rare. Relevant measures were put in place in all discussed
cases, ensuring consistent management of conflicts of interest.

In accordance with the rules, a clause on the management of conflicts of
interest is included in contracts with contractual partners.

The scope of work of the office of the Sava Re management board also
includes corporate security and fraud prevention and detection. Pursuant to
the Sava Re compliance policy, prevention of fraud is one of the main respon-
sibilities of the compliance function holder.

CONTENTS

Based on the recommendations made by the internal audit and also by the
Insurance Supervision Agency, the Sava Re compliance officer prepared cer-
tain amendments to the compliance policy of Sava Re as well as of the Group
companies. In order to avoid unnecessary duplication, both policies were
combined into a single policy divided into three content sets. The first set
refers to the compliance monitoring function in Group companies, the sec-
ond set addresses specifics applicable solely to Sava Re d.d, while the third set
refers to implementation of the compliance monitoring function at the level
of the Sava Re Group. Some important policy changes consist in: planning
activities, reporting on work and reporting on results and findings have been
added as the main elements of the compliance system; the main areas of the
work of the compliance function are redefined, in particular in the sense that
the thematic areas relating to the controlling company and those relating to
subsidiaries are separated; the content of the individual audit report is added
(main findings of the audit, recommendations, the responsible person and
deadlines for remedying the identified deficiencies); semi-annual reporting
is introduced; cooperation with other key functions is put in place, etc. The
Sava Re management board approved the proposed changes, and the consent
of the supervisory board was also obtained. No major inconsistencies were

detected in 2017.02
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The collection of used clothing
at Sava Osiguruvanje is part
of the Kopce project, which
opened its first distribution
point for used clothing in the
centre of Skopje.
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Pursuant to the Sava Re Group corporate governance policy, the recording of
complaints addressed to Sava Re and relating to the operations of subsidiaries
is also included in the scope of business functions. After complaints have been
examined, they are submitted to subsidiaries for resolution. In the reporting
period, the compliance officer established an online register of such com-
plaints. Nine complaints were recorded in 2018.

Sava Re Group companies regularly and upon request report to local insur-
ance regulators. As a public limited company, Sava Re also reports to the
Securities Market Agency in accordance with the Financial Instruments Mar-
ket Act (ZTFI), implementing regulations and the internal rules on trading in
POSR shares.

In 2018, Zavarovalnica Sava received 54 reports that were processed by the
complaints resolution officer. Most of them referred to violations of the
insurance code and good business practices. In the cases examined, it was
found that most of the complaints were unsubstantiated, and only in some
cases were minor irregularities identified. Sava Re did not receive any such
complaints.

Zavarovalnica Sava introduced a “Register of continuous improvements”,
which enables all employees to submit, by completing an online form, a report
of an incident, inconsistency, deficiency or error that might relate to compli-
ance of business operations, business processes, insurance products, risks and
internal controls, as well as employees and internal relationships. Employees
can also submit commendations, which promotes a positive attitude across
the Company. In 2018, the register of continuous improvements received 23
requests. The online form does not allow for anonymous reports. A register of
incidents in which employees enter perceived incidents is in the testing phase
in Sava Re. In so doing, the Company encourages its employees to report all
incidents that occur, and to take a constructive approach to future incident
prevention.

In 2018, Zavarovalnica Sava implemented basic compliance standards that
serve as a basis for further development of the compliance function. A reg-
ular, semi-annual reporting system has been established for the compliance
function holders to report on significant compliance activities and identified
inconsistencies. No major instances of non-compliance were detected in
either Sava Re or Zavarovalnica Sava in 2018.%3
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Contributions to political parties'®

In line with the adopted Code of Ethics and the Company’s rules on sponsor-
ship and donations, Sava Re and Zavarovalnica Sava do not finance political
parties.

13.4.4 Responsibility to the community

Sava Re Group companies are aware of the importance of involvement in the
environment in which we operate, and therefore we behave responsibly and
beyond the formal boundaries of our core business. We firmly believe in coop-
eration, and therefore support projects that help institutions financially or
through volunteering, and that allow us to become part of social development.
Having already developed an extensive business network, Group companies
can more easily recognise the needs and potentials of local communities in
their respective countries. Certain members of our Group are among the
co-founders of the Network for Social Responsibility of Slovenia, and mem-
bers of the Institute for the Development of Social Responsibility and of the
Partnership for National Strategy and Social Responsibility.'*>

Sponsorships and donations by substance'®®

In 2018, Sava Re adopted the “Rules on sponsorships and donations”, which
replaced its “Sponsorship and donations policy”. The rules upgraded the pro-
cedure dealing with the applications received and the method of allocating
funds. A committee was also set up to handle applications, oversee and allo-
cate the funds planned for donations and sponsorships.

The Company promotes social responsibility in the process of sustainable
development, and strengthens its visibility, acts ethically and restores the
environment, in particular by supporting and investing in education, devel-
opment (emphasis on socially disadvantaged groups and individuals), humani-
tarian activities, health and social care (emphasis on socially vulnerable groups
and individuals), ecology, and in areas that promote the development and
growth of the economy, with an emphasis on start-up companies that develop
innovative solutions.

At the end of the year, Sava Re intends to make a major donation to a selected
charity using the funds planned for donations or the funds planned for busi-
ness gifts. Employees give proposals for such a donation and vote on it.
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As the largest member of the Group, present in direct business and active in
two EU markets, Zavarovalnica Sava has a long-standing reputation and tradi-
tion as a socially responsible activist — also through its predecessors Zavaroval-
nica Maribor, Zavarovalnica Tilia, Velebit Osiguranje and Velebit Zivotno Osi-
guranje. Decisions on sponsorships and donations are dictated by the adopted
“Rules on sponsorship and donations”.

The goals and criteria measuring sponsorship performance are clearly defined.
Sponsorship is viewed as a partnership that benefits both sides. Sponsorship
activities constitute one of the pillars of the company’s activity and are also
integral to its traditional market presence. They are therefore closely con-
nected to the company’s operations and market presence, enhancing the
brand in the environment in which it operates.

In 2018, Zavarovalnica Sava allocated EUR 2.2 million for sponsorships, with
investment into sports activities declining by almost 7% compared to 2017.
Sports activities were allocated 76% of the funds, with the remaining 24%
going to other fields.

Donations form an integral part of the commitment to the wider community
in which Zavarovalnica Sava operates. In 2018, donations increased by 13.8%

compared to the previous year.

Zavarovalnica Sava donations by substance

2018 2017

Charity

Arts

Science
Education
Sports

Social security
Disability
Healthcare

Protection against disasters

Other

Total

2.1% 1.6%
15.1% 11.3%
0.4% n/a
3.7% 3.0%

70.7% 70.4%
0.8% 0.3%
0.3% 0.3%

1.7% 3.1%
0.4% 1.6%
4.8% 8.3%

100.0% 100.0%
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Major sponsorships, donations and projects

Since a healthy lifestyle can have a very positive impact on business results,
Zavarovalnica Sava allocates a large proportion of its sponsorship funds and
donations to this area. It promotes sports at all levels, from recreation to pro-
fessional sports.

* Football: main sponsor of Maribor Football Club and the Croatian football
club Rijeka.

* Handball: sponsor of Handball Club Koper and Handball Club Maribor.

* Tennis: general sponsor and partner of Tennis Slovenia.

* Running: sponsor of Konjice marathon, main sponsor of Novo mesto 7
marathon, diamond sponsor of Ljubljana marathon.

¢ Skiing: main sponsor of Zlata Lisica (Golden Fox).

* Volleyball: sponsor of Nova KBM Branik Volleyball Club.

* Arts: main sponsor of the biggest Slovenian festival, Ljubljana Festival, and
sponsor of Festival Lent.

* The Committed to Steps (Predani Korakom) project, which combines spon-
sorship of the Ljubljana Marathon, “Male avanture Marina Medaka” and a
donation to the University Rehabilitation Institute, raises awareness on the
importance of a balanced lifestyle.

Other Group companies also actively work together with local communities
and support them through sponsorships and donations, with a focus on invest-
ments into sports activities. However, as none of them has a sponsorship and
donations policy in place and since their contributions are minimal, they were
not included in this report.

Preventive action pro_jects107

Most of the assets go to fire prevention, and Zavarovalnica Sava thus supports
a number of fire brigades both at the local and national levels.

Cooperation with the national automobile association (AMZS) is crucial, and
Zavarovalnica Sava maintained good relations with it in 2018, contributing to
better road safety. Two major projects:

* The “Najboljsi za volanom 2018” (Best Driver 2018) project was aimed at
young drivers — raising awareness of the importance of road safety, and the
acquisition of practical experience.

* Prior to the beginning of the new school year, the “Se 365 dni!” (365 Days
to Go!) project informed drivers in the vicinity of schools and kindergartens
that children would soon be back at school. The slogan made it clear that
one needs to be very careful in traffic throughout the year.
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Corporate volunteerism'08

The Sava Re Group supports corporate volunteerism (corporate charity). lts
major volunteer project is the Sava Re Day, which has been bringing together
employees from all Group members for eight years running. In collaboration
with local organisations and associations, we invest our efforts in helping less
privileged groups and individuals in our society through intergenerational pro-
grammes and by assisting in renovations or minor repair and maintenance
jobs. We believe that we can significantly help local communities by involv-
ing employees in such projects, and at the same time build awareness of the
importance of sustainability among our employees.

In 2018, the Save Re Day was part of the pan-Slovenian Day of Change
organised by the Slovene Philanthropy — Association for the Promotion of
Voluntary Work, under the auspices of Save Re and Zavarovalnica Sava. The
Save Re Day was held on 6 April 2018 and attended by all Group companies
operating in Slovenia and the Croatian branch of Zavarovalnica Sava. Other
Group companies organised the Save Re Day as close as possible to World

Water Day (22 March).

In the framework of Sava Re Day 2018 Sava Re employees participated in

the following volunteer activities

Home of Slovenian Philanthropy —

Vigka Higka Ljubljana

participation in the preparation of gardens for planting, rough landscaping,
preparation of external walls for graffiti, consolidation of the parking areas, the
making of a composter and painting of the workshop

Livada LAB - urban CETGTOPAELIETTT  physical removal of invasive plants that grow in the surrounding area

Shelter for abandoned animals, spring cleaning of the surroundings, kennels and similar
Ljubljana

Shelter for abandoned animals, Horjul landscaping, preparation of kennels, stacking textile
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On Sava Re Day, Zavarovalnica Sava helped at more than 50 locations, with
more than 860 employees participating. Later, a survey was conducted among
the employees, which revealed that as many as 98% of the respondents are
happy to participate in the Sava Re Day and that 80% of superiors encourage
their employees to take part. In the future, most of the participants want to
be part of the activities that are related to underprivileged people.

Given the response of employees and external organisations, Sava Re Day was
once again a success. The objective - to help those in need through personal
engagement and to raise awareness of the importance of sustainability — was
clearly achieved.

CONTENTS

In addition to Sava Re Day volunteer activities, Zavarovalnica Sava carried
out two additional humanitarian projects in 2018 with the participation of its
employees:

* The extremely well received “Sharing Christmas” event, an intergenera-
tional social event, was organised for the third time last year. Residents of
the old people’s home in Novo Mesto were enchanted by a Christmas fairy
tale — a workshop that focused on baking biscuits and gift wrapping worked
together with the Slovenian “Santa for a Day” initiative.

* The second project, which takes place in December, is the “Christmas Din-
ner for All”. The aim of the project is to invite employees to donate food
for the less privileged in the local communities of the insurance company’s
business units. The project’s mission goes beyond the donation of food; it
aims to raise awareness about poverty in our communities and the impor-
tance of caring for each other, while building relations among socially sen-
sitive staff members.

Both projects touched the hearts of everybody involved.

Commitments to external initiatives'®’

In the Sava Re Group we participate in initiatives promoting ethical conduct
and environmentally, socially and economically sustainable business practice.
We comply with the fundamental standard of professional business conduct
as laid down by the Insurance Code of the Slovenian Insurance Association.
We follow the recommendations of the Ljubljana Stock Exchange for listed
companies on disclosure of information and have signed the Slovenian Cor-
porate Integrity Guidelines.

Sava Re’s reference code is the Corporate Governance Code for Listed Com-
panies adopted by the Ljubljana Stock Exchange, the Slovenian Directors’
Association and the Managers’ Association of Slovenia on 27 October 2016.

Membership in associations'®

Sava Re is active in several professional associations: Slovenian Insurance
Association, Slovenian Directors’ Association, Chamber of Commerce and
Industry of Slovenia, British-Slovenian Chamber of Commerce, Sors - meet-
ing of insurance and reinsurance companies, Maritime Law Association of
Slovenia, The Slovenian Institute of Auditors, CFA Institute, and Business
Angels of Slovenia.
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13.5 Environmental aspect™

Responsibility to the natural environment is understood through our own
actions and by encouraging various stakeholders to respect established social
principles and adopted practices aimed at protecting the environment. To this
end, we adjusted a part of our business processes, and through various mech-
anisms and by supporting environmental protection initiatives, we embedded
employee awareness of this responsibility into our business environment.

Guidelines that Sava Re has already implemented in the work process:

* Electronic pay slips

* Documents for the management board, supervisory board and committees
in electronic form

* Office supplies that are recycled or manufactured using certified environ-
mentally-friendly materials

* Each employee receives a water bottle

* Employees use city passenger transport services for business travel in the
city, and the Urbana public transport card is available

¢ The Company leases two central printers

* Waste separation

Waste disposal policy™

Separate waste collection (paper, packaging and municipal waste) is ensured
in most locations in Slovenia. Waste is collected by approved or registered
waste processors or collectors. In terms of the responsibility to the environ-
ment and in line with the purchasing policy, our suppliers and service providers
are required to deliver proof of proper disposal of waste generated in mutual

cooperation'.

When examining and selecting the archives in 2018, Sava Re ensured ade-
quate waste separation and carefully excluded the part to be recycled. All
types of waste were transported to registered landfill sites and a sales agree-
ment was made concerning waste paper. Sava Re employed a system of waste
separation with an appropriate layout and number of containers for efficient
general waste separation, but as we are not the sole owner in the office build-
ing, we do not have information on the amount of individual types of waste
generated. In 2018, Sava Re decided for the first time to order half of the
office paper from recycled materials.

Old electronic devices (computers, batteries, printers, monitors, telephones
and similar) are collected by an authorised contractor that ensures e-waste is
recycled and non-ferrous scrap metal is properly collected.

CONTENTS

In Zavarovalnica Sava, where waste is recorded by type and quantity, the vol-
ume of waste has decreased by 3,816 kilograms in 2018 compared to the
previous year.

Waste collection in Zavarovalnica Sava by type and volume

Type of waste (in kilograms)

Mixed municipal waste
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Biodegradable waste

Paper and cardboard packaging

Mixed packaging

Glass packaging

Paper and cardboard

Plastics

Metals

Waste printing toners

Discarded electrical and electronic equipment containing
hazardous components

Discarded electrical and electronic equipment

Sawdust, shavings, cuttings, wood, particle board and veneer

Grease and oil mixture from oil/water separation containing only
edible oil and fats

Total

All waste was collected by authorised or registered waste collectors or proces-
sors at Zavarovalnica Sava’s locations. Discarded electronic devices are col-
lected by outside repairers who service them, or they are taken over by regis-
tered waste collectors or processors at the location of Zavarovalnice Sava. The
amount of waste batteries is negligible (this waste is therefore collected for
several years before it is handed over to the municipal waste service / waste
separation).

Zavarovalnica Sava used remanufactured cartridges for printing and copying
in 2018 and did not generate any additional waste.

Sava Pokojninska separates waste according to the instructions of the local
utility company (separate collection of paper, bio-waste, plastic, metal, tetra-
pack). Waste is collected centrally in the business centre, while other types of
waste are not generated by Sava Pokojninska. A contractual supplier collects
discarded electronic devices and disposes them appropriately.

—

2018 2017
94,687 69,915
5,402 4,669
n/a 12,965
5,957 5,321
1,310 1,441
62,082 86,680
214 1,030
1,310 50
n/a 827
890 n/a
4,390 n/a
1,700 n/a
1,140 n/a
179,082 182,898
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Sava Re
Zavarovalnica Sava*

Sava Pokojninska

Sava Neiivotno Osiguranje (SRB)
Sava Zivotno Osiguranje (SRB)
Sava Osiguruvanje (MKD)

IMyria

Illyria Life

Sava Osiguranje (MNE)

Sava Penzisko Drustvo
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Paper consumption

Average daily paper consumption (sheets of A4 paper) per employee (data

refers to the company headquarters)

2018 2017
8.94 8.54
289 29.6

147.30 156.84

* The data refers to the company’s headquarters and all its business units in Slovenia.

Energy consumption114

The primary energy sources for Sava Re are electricity and fossil fuels. In the
renovation of business premises at Baragova street we agreed with the ten-
ant to renovate and reorganise some of the existing systems by installing new
energy-saving systems (cooling system, lighting) and to improve the energy
efficiency of the existing systems (replacing the heating system regulation).

Zavarovalnica Sava uses primarily electricity for its operations (lighting,
air-conditioning) and gas (heating). In 2018, Zavarovalnica Sava moved its
premises in Celje and partly in Ljubljana. One of the key criteria in searching
for or building new premises is energy efficiency. Due to the poor thermal
insulation of the company’s registered office at Cankarjeva 3 in Maribor, the
obsolete equipment and installations and huge heat losses and the associated
CO, emissions, Zavarovalnica Sava is considering a more suitable solution and
premises that will be more user-friendly and environmentally friendly.

Group companies do not use renewable energy, and with the exception of
Sava Pokojninska, a separate system for efficient capture and breakdown of
such data has not been used. Carbon footprint measurements have not yet
been performed. Since we are aware of the importance of such data in making
progress towards sustainable development, we intend to establish an applica-
tion for real estate monitoring and management in the next two years, which
will enable the monitoring, collection, classification and processing of data on
energy consumption, including calculations of the carbon footprint.
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Key sustainable development guidelines and
objectives

The Group has prepared a sustainability report for the second time. Part of
the objectives set in the first report were achieved.

The sustainable development principles have been incorporated into some
business processes (recruitment, sponsorships and donations, fair practices,
etc.), while they are gradually introduced into other processes (purchasing
process, investment management policy, etc.).

In 2018, employees were encouraged to live a healthy lifestyle and take care
of their personal and professional growth and development through various
measures.

By investing in prevention, sponsorship and donations, and through voluntary
projects, we took care of local environments and do our best to help less priv-
ileged target groups.

In 2019, we will continue to maintain good practices that are already followed
in the area of sustainable development. The following serve as the key guide-
lines we wish to follow and thus exercise a more sustainable impact on society
and the environment in which we operate.

Key sustainable development guidelines and objectives for 2019

Sustainable development strategy * Development of a Group sustainable development strategy
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* Introduction of the sustainability principles into all Group companies
* Appointment of sustainable development owners in all Group companies
* Establishment of a network of sustainable development owners in the Group

Responsibility to employees * |dentification of psychosocial risks among employees

* Implementation of preventive activities based on findings related to psychosocial

risks

* Evaluation of employee commitment to and adoption of appropriate measures

Responsibility to the community * Participation in preventive projects and programmes

* ldentification of less privileged groups in our environment to help them

* Promotion of corporate and employee volunteerism

Sustainable operations e Establishment of a common investment management policy of the Group
* Adherence to environmental, social and governance principles of sustainable devel-

opment in investments

* Inclusion of sustainability criteria in the product development process
* Development or renewal of at least one insurance product that promotes sustaina-

ble development

Environmental impacts e Establishment of a system for monitoring energy consumption

* Greenhouse gas emission reduction
¢ Waste minimisation
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In 2018, the Group’s EU-based

companies set up user committees
for IT oversight, which focused on
the computerisation of business
processes. This good practice will be
transferred to the Group’s non-EU
companies in 2019.

As regards human resources, the situation is stable and we have no difficul-
ties in attracting new people and external partners although this risk is rising
around us. In the EU companies, we set up a process of self-audit of the secu-
rity and maturity of IT processes using the COBIT methodology, which will
become a standard part of the internal audit system and the IT risk manage-
ment system in the entire Group as of 2019.

In IT management, we refined the set of internal controls and risks, improved
the process of controlling IT costs and investments.

In addition to supporting the business and regulatory requirements of com-
panies, business application development focused on the upgrade of IT pro-
cesses in change management, in software development, and in the verifi-
cation of the appropriateness of business solutions for asset management in
accordance with the planned business needs in the future.

CONTENTS

BUSINESS DrOCESSES

Data warehouses and business reporting have been identified as the key
development axis at the Group level. Therefore, as part of the synergy with
the IFRS 17 project, we are implementing a project of upgrading the existing
business intelligence infrastructure, primarily in data integration and toward
ensuring the appropriate quality of this data. These efforts will be continued
in 2019, and an integrated platform for the development of common solu-
tions will be established to enable effective information support to future
implementation of various standards (IFRS 17, IFRS 9, Solvency I, etc.), data
warehouses and reporting-analytical systems for business intelligence, suita-
ble for the entire Sava Re Group.

In 2019, we will also significantly improve the technical and organisational
capacities established in 2018 related to data management and data quality.

The field of infrastructure supported the operations, upgraded system soft-
ware and hardware infrastructure in accordance with the business plan, and
carried out architectural planning for a more extensive renovation cycle

planned in 2019.

Cyber security was identified as one of the key IT responsibilities in 2019, also
in terms of ensuring the business continuity of companies. In 2018, for this
purpose we performed:

* aself-assessment of security,

* several penetration tests of business applications,

* a review of the security operations centre (SOC) market in Slovenia and
abroad, and drafted a plan for the introduction of the SOC at the Group
level in 2019.

In business continuity, we successfully carried out the tasks we set for our-
selves.
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This is a translation of the original report in Slovene language

INDEPENDENT AUDITOR'S REPORT

To the Shareholders of Pozavarovalnica Sava d.d.

Opinion

We have audited the consolidated financial statements of the Sava Re Group (“the Group”), which comprise the
consolidated statement of financial position as at 31 December 2018, the consolidated income statement, the
consolidated statement of other comprehensive income, the consolidated statement of changes in equity and the
consolidated statement of cash flows for the year then ended, and a summary of significant accounting policies and
other explanatory information.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Sava Re Group as at 31 December 2018 and its consolidated financial
performance and its consolidated cash flows for the year then ended in accordance with International Financial
Reporting Standards as adopted by the European Union.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISA) and Regulation (EU) No.
537/2014 of the European Parliament and of the Council of 16 April 2014 on specific requirements regarding statutory
audit of public-interest entities (‘Regulation (EU) No. 537/2014 of the European Parliament and the Council). Our
responsibilities under those rules are further described in the Auditor’s responsibilities for the audit of the consolidated
financial statements section of our report. We are independent of the Group in accordance with the International Ethics
Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with the ethical
requirements that are relevant to our audit of the consolidated financial statements in Slovenia, and we have fulfilled
our other ethical responsibilities in accordance with these requirements and the IESBA Code.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the
consolidated financial statements of the current period. These matters were addressed in the context of our audit of
the consolidated financial statements as a whole and in forming our opinion thereon, and we do not provide a
separate opinion on these matters. For each matter below, our description of how our audit addressed the matter is
provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the consolidated financial
statements section of our report, including in relation to these matters. Accordingly, our audit included the performance
of procedures designed to respond to our assessment of the risks of material misstatement of the consolidated
financial statements. The results of our audit procedures, including the procedures performed to address the matters
below, provide the basis for our audit opinion on the accompanying consolidated financial statements.

Estimations concerning premium recognition, technical provisions, reinsurance assets and liabilities — reinsurance

The technical provisions of the Group consist solely of provisions related to reinsurance business. Part of those
provisions are related to estimates based on input data received from cedants, underwriters’ assumptions and
historical data developed internally by the Group. The Group estimates technical provisions for business outside and
inside Sava Re Group, taking into account estimated premium income (EPI) and estimated combined ratios (CR).

Those estimates also influence other significant areas within the consolidated financial statements, such as gross
premium income and its related reinsurance receivables, commission and its related reinsurance liabilities and
technical provisions. Premium estimates are made based on estimated premium income (EPI) for reinsurance
contracts which, according to due dates, are already in force, although the Group has yet to receive reinsurance
accounts on 31 December.

1/5
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The Group prepares back testing analyses to assess the correctness of previous period assumption and builds
projections on experience. Estimates are made depending on differences between annually estimated CR and actual
CR on a contract level. Additionally, incurred but not reported claims (IBNR) are calculated independently by the
Group to confirm reasonability of ceded amounts, using development triangles of cumulative claim payments by
underwriting year.

Due to the significant level of assumptions involved in the estimations made by the underwriters and the actuary we
consider this matter to be significant for our Group audit and a key audit matter.

We involved actuarial specialists to assist us in performing our audit procedures. Our audit focused on the models
considered material and more complex and/or requiring significant judgement in setting of assumptions.

We assessed the design and verified the operating effectiveness of internal controls over the estimation process
including the initial input of the data in the model based on reinsurance contracts as well as the later update of
assumptions based on current information from cedants. We performed detailed analytical procedures on estimations
related to premiums, commissions and technical provisions and assessed the experience (back testing) analyses
performed by the Group in their assumption setting processes. We tested, on a sample basis, whether the input data
in the model for recalculation of estimates is accurate and complete.

We reviewed the methodology and assumptions used by the Group to establish its IBNR losses and performed
recalculation of Group’s IBNR losses for a sample of the most significant lines of business. We reviewed the
methodology used by the Group to calculate claim provisions established by estimation using actuarial methods.
Furthermore, we performed a comparison between changes in IBNR losses in 2018 and actually liquidated claims in
2018 on a contract level. For any unexpected deviations in changes between IBNR losses and liquidated claims, we
inquired with the management and obtained explanations. We performed additional testing procedures on a sample
of reported but not settied losses (RBNS) to assess their adequacy. We verified the appropriateness of the valuation
of unearned premium reserves (UPR) by detailed analytical procedures on estimations related to premiums, where
we assessed the experience (back testing) analysis performed by the Group in their assumption setting processes.
We also tested, on a sample basis, whether the input data in the model for recalculation of estimates is accurate and
complete.

We assessed the adequacy of the disclosures included in notes 17.4.24 Technical provisions and 17.7.22 Technical
provisions of the consolidated financial statements in accordance with International Financial Reporting Standards
as adopted by the European Union.

The measurement of insurance contract liabilities involves judgement over uncertain future outcomes, mainly the
ultimate total settlement value of long-term liabilities, including any guarantees provided to policyholders. Various
economic and non-economic assumptions are being used to estimate these long-term liabilities, both in the insurance
contract liabilities as reported in the balance sheet and in the reserve adequacy test. We determined this to be a
significant item for our audit and a key auditing matter

We involved internal actuarial specialists to assist us in performing our audit procedures. Our audit focused on the
models considered material and more complex and/or requiring significant judgement in setting of assumptions,
particularly long-tail business in non-life operations and LAT cash flows in life products. We assessed the design and
verified the operating effectiveness of internal controls over the actuarial process including claim provisions
calculation, process of setting economic and actuarial assumptions as well as cash flow derivation approach. We
assessed the Group’s approach and methodology for the actuarial analyses including estimated versus actual results
and experience studies. Our assessments included evaluation, as necessary, of specified economic and actuarial
assumptions considering management’s rationale for the actuarial judgments applied, along with comparison to
applicable industry experiences considering the appropriateness of actuarial judgements used in the models, which
may vary depending on the product and/or the specifications of the product, and also the compliance of the models
with International Financial Reporting Standards as adopted by the European Union. We also performed audit
procedures to determine the models and systems were calculating the insurance contracts liabilities accurately and
completely, including sample recalculations of the results produced by the models. We tested the validity of
management’s LAT which is a test performed to evaluate whether the liabilities are adequate as compared to the
expected future contractual obligations. Our work on the LAT included assessment of the projected cash flows and
assessment of the assumptions adopted in the context of both the Group and industry experience and specific
product features.
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We assessed the adequacy of the disclosures included in notes 17.4.24 Technical provisions and 17.7.22 Technical
provisions of the consolidated financial statements in accordance with International Financial Reporting Standards
as adopted by the European Union.

Other information

Other information comprises the information included in the consolidated annual report other than the consolidated
financial statements and auditor’s report thereon. Management is responsible for the other information.

Our opinion on the consolidated financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the consolidated financial
statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. In addition, we
assess whether the other information has been prepared, in all material respects, in accordance with applicable law
or regulation, in particular, whether the other information complies with law or regulation in terms of formal
requirements and procedure for preparing the other information in the context of materiality, i.e. whether any non-
compliance with these requirements could influence judgments made on the basis of the other information.

Based on the procedures performed, to the extent we are able to assess it, we report that:
e The other information describing the facts that are also presented in the consolidated financial statements
is, in all material respects, consistent with the consolidated financial statements; and
e The other information is prepared in compliance with applicable law or regulation.

In addition, our responsibility is to report, based on the knowledge and understanding of the Group obtained in the
audit, on whether the other information contains any material misstatement. Based on the procedures we have
performed on the other information obtained, we have not identified any material misstatement.

Responsibilities of management, supervisory board and audit committee for the consolidated financial
statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with International Financial Reporting Standards as adopted by the European Union, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern
basis of accounting unless management either intends to liquidate the Group or to cease operations, or has no realistic
alternative but to do so.

The audit committee and supervisory board are responsible for overseeing the Group’s financial reporting process.

Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole
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 is not a guarantee that an audit conducted in
accordance with ISA 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 economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with audit rules, we exercise professional judgment and maintain professional
skepticism throughout the audit. We also:

« identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient
and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control;
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* obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s
internal control;

» evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management;

= conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the
audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant
doubt on the Group’s ability to continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the related disclosures in the consolidated financial statements or,
if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained
up to the date of our auditor’s report. However, future events or conditions may cause the Group to cease to continue
as a going concern;

* evaluate the overall presentation, structure and content of the consolidated financial statements, including the
disclosures, and whether the consolidated financial statements represent the underlying transactions and events in a
manner that achieves fair presentation;

 obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities
within the Group to express an opinion on the consolidated financial statements. We are responsible for the direction,
supervision and performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with the audit committee and supervisory board regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.

We also provide the audit committee and supervisory board with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with the audit committee and supervisory board, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and are therefore
the key audit matters.

Other requirements on content of auditor’s report in compliance with Regulation (EU) No. 537/2014 of the
European Parliament and of the Council

Appointment and Approval of Auditor

We were appointed as the statutory auditor by the statutory body of the Company on 30 August 2016, our appointment
was confirmed upon signing of engagement letter for audit of consolidated financial statements on 28 October 2016.
Total uninterrupted engagement period, including previous renewals (extension of the period for which we were
originally appointed) and reappointments for the statutory auditor, has lasted for 6 years.

Consistence with Additional Report to Audit Committee

Our audit opinion on the consolidated financial statements expressed herein is consistent with the additional report to
the audit committee of the Company, which we issued on 27 March 2019.

415
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Non-audit Services

No prohibited non-audit services referred to in Article 5(1) of Regulation (EU) No. 537/2014 of the European
Parliament and of the Council were provided by us to the Group and we remain independent from the Group in
conducting the audit.

In addition to statutory audit services and services disclosed in the consolidated annual report and in the consolidated
financial statements, no other services were provided by us to the Company and its controlled undertakings.

Ljubljana, 28 March 2019

Janez Urani¢
Certified auditor
Ernst & Young d.o.o.
Dunajska 111, Ljubljana
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16 Conselicdated financial staterments

16.1 Consolidated statement of financial position

m 31/12/2018 31/12/2017

Intangible assets 1 37,121,118 22,712,944
Property, plant and equipment 2 42,893,432 45,438,014
Deferred tax assets 3 1,950,245 2,107,564
Investment property 4 20,643,019 15,364,184
Financial investments in associates 5 462,974 0
Financial investments: 6 1,008,097,470 1,038,125,019
- loans and deposits 33,542,347 28,029,543
- held to maturity 77,122,037 106,232,327
- available for sale 885,017,410 897,645,279
- at fair value through profit or loss 12,415,676 6,217,870
Funds for the benefit of policyholders who bear the investment risk 7 204,818,504 227,228,053
Reinsurers’ share of technical provisions 27,292,750 30,787,241
Investment contract assets 135,586,965 129,622,131
Receivables 10 140,550,011 138,455,525
Receivables arising out of primary insurance business 126,533,761 124,324,547
Receivables arising out of co-insurance and reinsurance business 5,835,798 6,197,717
Current tax assets 169,727 17,822
Other receivables 8,010,725 7,915,439
Deferred acquisition costs 1 19,759,234 18,507,194
Other assets 12 2,064,220 2,043,395
Cash and cash equivalents 13 64,657,431 37,956,119
Non-current assets held for sale 14 49,890 684

The notes to the financial statements in sections from 17.4 to 17.11 form an integral part of these financial statements.

EQUITY AND LIABILITIES | 1705947,263 | 1,708,348,067

Equity 340,175,455 316,116,895
Share capital 15 71,856,376 71,856,376
Capital reserves 16 43,035,948 43,035,948
Profit reserves 17 183,606,914 162,548,076
Own shares 18 -24,938,709 -24,938,709
Fair value reserve 19 11,613,059 18,331,697
Reserve due to fair value revaluation 836,745 667,518
Retained earnings 20 35,140,493 33,093,591
Net profit or loss for the period 20 21,843,940 14,557,220
Translation reserve -3,368,928 -3,353,304
Equity attributable to owners of the controlling company 339,625,838 315,798,413
Non-controlling interest in equity 21 549,617 318,482
Technical provisions 22 920,491,487 931,398,362
Unearned premiums 184,101,835 171,857,259
Technical provisions for life insurance business 254,849,366 271,409,915
Provision for outstanding claims 470,057,561 479,072,582
Other technical provisions 11,482,725 9,058,606
I::t\r:;‘c::::::tl:::tf:irs:(he benefit of life insurance policyholders who ’ 210,032,637 226,527,893
Other provisions 23 7,730,247 7,600,613
Deferred tax liabilities 3,529,235 5,781,494
Investment contract liabilities 9 135,441,508 129,483,034
Otbher financial liabilities 24 243,095 245,205
Liabilities from operating activities 25 54,736,601 60,598,188
Liabilities from primary insurance business 44 278,514 54,711,289
Liabilities from reinsurance and co-insurance business 6,176,032 5,160,183
Current income tax liabilities 4,282,055 726,716
Other liabilities 26 33,566,998 30,596,383
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16.2 Consolidated income statement™

_m-m 2017

Net earned premiums 504,669,701 470,865,993
Gross premiums written 546,299,539 517,233,431
Written premiums ceded to reinsurers and co-insurers -26,942,852 -34,243,296
Change in gross unearned premiums -11,415,695 -13,765,765
Change in unearned premiums, reinsurers’ and co-insurers’ shares -3,271,291 1,641,623
Investment income 29 26,802,161 27,446,915
Interest income 16,459,186 18,607,327
Other investment income 10,342,975 8,839,588
Ee:trt:::e:':is;i rﬁaei:: :::kinvestments of life insurance policyholders who 16,867,324 16,849,384
Otbher technical income 30 21,238,357 15,429,720
Commission income 3,634,682 2,870,868
Other technical income 17,603,675 12,558,852
Other income 30 14,549,676 6,058,000
Net claims incurred 31 -320,760,586 -296,103,320
Gross claims payments, net of income from recourse receivables -342,556,518 -309,727,160
Reinsurers’ and co-insurers’ shares 12,460,118 15,846,528
Change in the gross claims provision 9,913,517 -2,931,960
i::sge in the provision for outstanding claims, reinsurers’ and co-insurers’ 577703 709,272
Change in other technical provisions 32 13,207,584 -2,179,849
.Change in te.chnical provisions for policyholders who bear the 32 15,962,680 1,121,327
investment risk

Expenses for bonuses and rebates 288,628 5,848
Operating expenses 33 -178,131,437 -156,962,328
Acquisition costs -58,372,509 -51,949,127
Change in deferred acquisition costs 1,598,536 2,389,002
Other operating expenses -121,357,464 -107,402,203
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Expenses for investments in associates and impairment losses on

i -151,130

Impairment loss on goodwill 1 -94,906 0
Ez:::;‘s)i/ng out of the investment in the equity-accounted associate 5 156,224 0
Expenses for financial assets and liabilities 29 -9,604,451 -11,891,544
Impairment losses on financial assets not at fair value through profit or loss -1,943,975 -320,000
Interest expense -28,445 -718,860
Other investment expenses -7,632,031 -10,852,684
El;trt::;eia":\i,seesc:::::sric;?( investments of life insurance policyholders who -23,498,245 -8,256,416
Other technical expenses 34 -23,305,829 -17,486,080
Other expenses 34 -2,873,861 -2,774,013
oot o s
Income tax expense 35 -12,248,723 -8,786,075
it dsonas s
Net profit or loss attributable to owners of the controlling company 42,790,617 31,065,329
Net profit or loss attributable to non-controlling interests 221,232 29,579
Earnings per share (basic and diluted) 20 2.76 2.00

The notes to the financial statements in sections from 17.4 to 17.11 form an integral part of these financial statements.
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16.3 Consolidated statement of other comprehensive

Income

Attributable to owners of

CONTENTS

2018

Attributable to non-

Attributable to owners of

2017

Attributable to non-
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the controlling company

controlling interest

the controlling company

controlling interest

PROFIT OR LOSS FOR THE PERIOD, NET OF TAX 42,790,617 221,232 43,011,849 31,065,329 29,579 31,094,908
OTHER COMPREHENSIVE INCOME, NET OF TAX -6,565,036 1,630 -6,563,406 1,689,492 6,503 1,695,995
a) ltems that will not be reclassified subsequently to profit or loss 169,227 0 169,227 315,865 0 315,865
Other items that will not be reclassified subsequently to profit or loss 190,794 0 190,794 386,089 0 386,089
Tax on items that will not be reclassified subsequently to profit or loss -21,567 0 -21,567 -70,224 0 -70,224
b) ltems that may be reclassified subsequently to profit or loss -6,734,263 1,630 -6,732,633 1,373,627 6,503 1,380,130
Net gains/losses on remeasuring available-for-sale financial assets -8,422,373 3,310 -8,419,063 851,240 4,184 855,424
Net change recognised in the fair value reserve -7,844,486 3,310 -7,841,176 2,804,458 4184 2,808,642
Net change transferred from fair value reserve to profit or loss -577,887 0 -577,887 -1,953,218 0 -1,953,218
Tax on items that may be reclassified subsequently to profit or loss 1,703,734 0 1,703,734 21,508 0 21,508
Net gains/losses from translation of financial statements of non-domestic companies -15,624 -1,680 -17,304 500,879 2,319 503,198
b o rorE RGBT OP T e s e s e
Attributable to owners of the controlling company 36,225,581 0 36,225,581 32,754,821 0 32,754,821
Attributable to non-controlling interest 0 222,862 222,862 0 36,082 36,082

The notes to the financial statements in sections from 17.4 to 17.11 form an integral part of

these financial statements.
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16.4 Consolidated statement of cash flows

@R | New | 208 2017

A. Cash flows from operating activities

a) ltems of the income statement 36 12,395,876 29,652,140
1. Net premiums written in the period 28 519,356,687 482,990,135
2. Investment income (other than financial income) 29 82,595 143,722
Other operating income (excl. revaluation income and
3. releases from provisions) and financial income from operating 35,788,033 21,487,720
receivables
4. Net claims payments in the period 31 -330,096,400 -293,880,632
Expenses for bonuses and rebates 288,628 5,848
o ooy s dorwisiinitensnd sy e s
7 Lr)m(\s;s:sn:)nt expenses (excluding amortisation and financial 119,291 54102
B oty st for Sovtention and e addtons o rovson | 34| 2879690 20428503
9. Zi;::szgoﬁt and other taxes not included in operating 35 12,248.723 -8.786,075
Changes in net operating assets (receivables for premium, other
b) receivables, other assets and deferred tax assets/liabilities) of -12,065,157 1,698,017
operating items of the income statement
1. Change in receivables from primary insurance 10 -2,209,214 72,983,726
2. Change in receivables from reinsurance 10 361,919 61,807,865
3. Change in other receivables from (re)insurance business 10 -532,222 365,290
4. Change in other receivables and other assets 10 269,601 -2,880,757
S. Change in deferred tax assets 3 157,319 218,499
6. Change in inventories -5,395 -28,879
7. Change in liabilities arising out of primary insurance 25 10,432,775 42,801,036
8. Change in liabilities arising out of reinsurance business 25 1,015,849 -31,132,515
9. Change in other operating liabilities 26 -524,718 -2,442 917
10.  Change in other liabilities (except unearned premiums) 26 2,086,738 6,231,258
1. Change in deferred tax liabilities 3 2,252,259 -257,137
c) Net cash from/used in operating activities (a + b) 330,719 31,350,157

CONTENTS

B. Cash flows from investing activities
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a) Cash receipts from investing activities 1,657,653,508  1,416,437,638
1. Interest received from investing activities 16,459,186 18,607,327
2 OCFa:Thlzrieipts from dividends and participation in the profit 1378367 1141433
4. Proceeds from sale of property, plant and equipment 4,156,317 2,707,118
5.  Proceeds from sale of financial investments 1,635,659,638 1,393,981,760
b) Cash disbursements in investing activities -1,620,282,746 | -1,405,529,717
1. Purchase of intangible assets -1,547,018 -1177,107
2. Purchase of property, plant and equipment -2,761,542 -4,833,554
3. Purchase of long-term financial investments -1,615,974,186 | -1,399,519,056
¢) Net cash from/used in investing activities (a + b) 37,370,762 10,907,921

C. Cash flows from financing activities

b) Cash disbursements in financing activities -12,426,602 -38,241,119
1. Interest paid -28,445 -718,860
3. Repayment of long-term financial liabilities 0 -24,000,000
4.  Repayment of short-term financial liabilities 0 -1,058,233
5. Dividends and other profit participations paid -12,398,157 -12,464,026
¢) Net cash from/used in financing activities (a + b) -12,426,602 -38,241,119
" :’lAe: in;:e:s(e:gecrease in cash and cash equivalents for the period 25,274,879 4,016,959
y) Opening balance of cash and cash equivalents 37,956,119 33,939,160
Opening balance of cash and cash equivalents — acquisition 1,426,433 0

The notes to the financial statements in sections from 17.4 to 17.11 form an integral part of these financial statements.
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16.5 Consolidated statement of changes in equity for 2018

I [R
Share Capital

capital reserves

I11. Profit reserves

Reserve for
own shares

Catastrophe
equalisation
reserve

Legal
reserves and
reserves

provided
for in the
articles of
association

V.
Fair value
reserve

CONTENTS

V.
Retained
earnings

Reserve due
to fair value
revaluation

VI.
Net profit/
loss for the

period

VIL.

Own shares

VIII.
Translation
reserve

) &
Equity
attributable
to own-
ers of the
controlling
company
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) &
Non-con-
trolling
interest in

equity

Total
(15 + 16)

e e e e e e e e e e [ e e e [w [ & |

Closing balance in previous financial 71,856,376 A 43,035,948 11,578,919 | 24,938,709 | 11,225,068 114,805,380 18,331,697 667,518 @ 33,093,591 | 14,557,220 | -24,938,709  -3,353,304 | 315,798,413 318,482 | 316,116,895
year

Opening balance in the financial 71,856,376 | 43,035,948 11,578,919 | 24,938,709 A 11,225,068 A 114,805,380 18,331,697 667,518 33,093,591 | 14,557,220 | -24,938,709  -3,353,304 | 315,798,413 318,482 | 316,116,895
period

Comprehensive income for the 0 0 0 0 0 0 -6,718,639 169,227 0 | 42,790,617 0 -15,624 | 36,225,581 222,862 | 36,448,443
period, net of tax

a) Net profit or loss for the period 0 0 0 0 0 0 0 0 | 42,790,617 0 0 | 42,790,617 221,232 43,011,849
b) Other comprehensive income 0 0 0 0 0 0 -6,718,639 169,227 0 0 0 -15,624 | -6,565,036 1,630 -6,563,406
Dividend payouts 0 0 0 0 0 0 0 0 | -12,398,157 0 0 0 | -12,398,157 0 -12,398,157
Allocation of net profit to profit 0 0 125,090 0 0 | 20,933,748 0 0 -112,161 | -20,946,677 0 0 0 0 0
reserve

Transfer of profit 0 0 0 0 0 0 0 0 | 14,557,220 | -14,557,220 0 0 0 0 0
Acquisition, subsidiary 8,273 8,273

Closing balance in the financial

period

The notes to the financial statements in sections from 17.4 to 17.11 form an integral part of these financial statements.

0 0 0 0 0 0 0 0 0 0 0 0 0
71,856,376 | 43,035,948 | 11,704,009 | 24,938,709 | 11,225,068 | 135,739,128 m 836,745 | 35,140,493 | 21,843,940 | -24,938,709 | -3,368,928 | 339,625,838
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16.6  Consolidated statement of changes in equity for 2017

l.
Share
capital

[R
Capital

reserves

Legal

reserves and

reserves

I11. Profit reserves

Reserve for
own shares

Catastrophe
equalisation

reserve

provided
for in the
articles of
association

V.
Fair value
reserve

CONTENTS

Reserve due
to fair value
revaluation

V.
Retained
earnings

VI.
Net profit/
loss for the

period

VIL.

Own shares

VIII.
Translation
reserve

) &
Equity
attributable
to own-
ers of the
controlling
company
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) &
Non-con-
trolling
interest in

equity

Total
(15 + 16)

e e e e e e e e e e [ e e e [w [ & |

Closing balance in previous financial | 71,856,376 = 43,681,441 1,411,550 24,938,709 @ 11,225,068 | 98,318,285 | 17,458,948 351,655 | 36,778,941 | 9,049,238 | -24,938,709 | -3,854,182 296,277,319 761,008 | 297,038,327
year

Prior-period restatements 0 0 0 0 0 0 0 -190,075 0 0 0 -190,075 0 -190,075
Op?n‘:ng balance in the financial 71,856,376 | 43,681,441 11,411,550 | 24,938,709 | 11,225,068 98,318,285 17,458,948 351,655 @ 36,588,866 | 9,049,238 | -24,938,709 | -3,854,182 296,087,244 761,008 | 296,848,252
perio

Comprehensive income for the 0 (1] 0 0 0 0 872,748 315,865 0 31,065,329 0 500,879 | 32,754,821 36,082 | 32,790,903
period, net of tax

a) Net profit or loss for the period 0 0 0 0 0 0 0 0 | 31,065,329 0 0 | 31,065,329 29,579 31,094,908
b) Other comprehensive income 0 0 0 0 0 0 872,748 315,865 0 0 0 500,879 1,689,492 6,503 1,695,995
Dividend payouts 0 0 0 0 0 0 0 0| -12,398,157 0 0 0| -12,398,157 -65,869 | -12,464,026
Allocation of net profit to profit 0 0 167,369 0 0 16,487,095 0 0 -146,356 | -16,508,109 0 0 0 0 0
reserve

Transfer of profit 0 0 0 0 0 0 0 0 9,049,238 | -9,049,238 0 0 0 0 0
Acquisition of non-controlling 0 -645,493 0 0 0 0 0 0 0 0 0 0 -645,493 -412,740 -1,058,233
Interest

Closing balance in the financial

period

The notes to the financial statements in sections from 17.4 to 17.11 form an integral part of these financial statements.

71,856,376 | 43,035,948 | 11,578,920 | 24,938,709 @ 11,225,068 | 114,805,380 | 18,331,697 667,518 m 14,557,220 | -24,938,709 m 315,798,413 318,482 | 316,116,895
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17 Netes to the conselicatee
financial statements

17.1 Basic details

Number of employees by level of formal education

31/12/2017

. Primary and lower secondary education 10 14
Reporting company .
Secondary education 1,038 1,095
Sava d.d. (hereinafter also “Sava Re” or the “Company”) is the controlling Higher education 303 294
company of the Sava Re .Group (here'inafter also “t.he Group”). It was estab- Usivarsiisy oo e 948 892
lished under the Foundations of the Life and Non-Life Insurance System Act,
and was entered in the company register kept by the Ljubljana Basic Court, Master’s degree and doctorate 18 94

Ljubljana Unit (now Ljubljana District Court), on 10 December 1990. lts legal

predecessor, Pozavarovalna Skupnost Sava, was established in 1977.

The controlling company, Sava Re d.d., has its business address at Dunajska
cesta 56, Ljubljana, Slovenia.

The Group transacts reinsurance business (18% of income), non-life insurance
business (64% of income), life insurance business (16% of income), pension
business (1% of income) and other non-insurance business (1% of income).

In 2018 the Group employed on average 2,403 people (2017: 2,438 employ-
ees) on a full-time equivalent basis. As at 31 December 2018, the total number
of employees was 2,417 (31/12/2017: 2,389 employees) on a full-time equiv-
alent basis. Statistics on employees in regular employment by various criteria
are given in section 10 “Human resources management”.

R T

Statistics on the educational background of employees in 2017 differ from those published in the 2017 annual
report because in one company part of the employees with secondary education (up to and including the 3rd
grade of secondary school) were shown under the primary and lower secondary education item.

The controlling company has the following bodies: the general meeting of share-
holders, the supervisory board and the management board.

The largest shareholder of the controlling company is Slovenian Sovereign Holding
with a 17.7% stake. The second largest shareholder is Zagrebacka Banka (custodial
account) with a 14.2% ownership interest, and the third largest the Republic of
Slovenia with a 10.1% stake. The table “Ten largest shareholders of Sava Re as at 31
December 2018” (section 5.6) is followed by a note on the share of voting rights
(section 5.6).

It is the responsibility of the controlling company’s management board to prepare
the consolidated annual report and authorise it for issue. The audited consolidated
annual report is approved by the supervisory board of the controlling company. If
the annual report is not approved by the supervisory board, or if the management
board and supervisory board leave the decision about its approval (authorisation for
issue) to the general meeting of shareholders, the general meeting decides on the
approval (authorisation for issue) of the annual report.

The owners have the right to amend the financial statements after they have been
authorised for issue to the supervisory board by the Company’s management board.

—
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17.2 Business combinations and overview of
Group companies116

In January 2018, the acquisition of the Slovenia-based TBS Team 24 was car-
ried out. The controlling company became the owner of 75% of the company.
The first consolidated accounts of the Sava Re Group after TBS Team 24
joined were prepared as at 31 January 2018. The following table shows the fair
value of the net assets of the company acquired in the business combination,
including goodwill recognised.

Intangible assets 2,942
Property, plant and equipment 106,510
Receivables 2,003,806
Cash and cash equivalents 14,951
Other assets 180,198
Liabilities from operating activities and other liabilities 2,275,309
Fair value of net assets acquired (A - B) 33,098
Non-controlling interest in equity as at 31 January 2018 8,274
Temporary allocation to goodwill 2,787,676

Market value of investment as at 31 January 2018 2,812,500

Acquisition of share ‘ -2,812,500
Net cash acquired in the business combination 14,951

Net cash flow in the business combination -2,797,549

6 GRI102-7,102-45

CONTENTS

In March 2018, the acquisitions of the two companies Energoprojekt Garant
and Sava Penzisko Drustvo were finalised. The controlling company became
the owner of a 92.94% stake in Energoprojekt Garant and sole owner of Sava
Penzisko Drustvo. The first consolidated accounts of the Sava Re Group after
Energoprojekt Garant and Sava Penzisko Drustvo joined were prepared as at
31 March 2018. The following table shows the fair value of the net assets of
the companies acquired in the business combination and goodwill recognised.

In July 2018, the controlling company acquired another 7.1% stake to become
the sole owner of Energoprojekt Garant.

The Group merged Energoprojekt Garant with Sava Nezivotno Osiguranje
(SRB) on 31 December 2018.

ANNUAL REPORT 2018 |

Intangible assets 16,156
Property, plant and equipment 32,992
Investment property 1,972,586
Financial investments 5,425,457
Reinsurers’ share of technical provisions 181,305
Receivables 340,752
Cash and cash equivalents 751,942
Other assets 29,023
Technical provisions 1,846,333
Other provisions 3,011
Deferred tax liabilities 1,032
Liabilities from operating activities and other liabilities 147,437

B. Total liabilities

1,997,814

Fair value of net assets acquired (A - B) 6,752,398
Non-controlling interest in equity as at 31/03/2018 476,719
Goodwill 54,356

(EUR)

Energoprojekt Garant

Acquisition of share ‘

-6,330,035

Net cash acquired in the business combination

Net cash flow in the business combination

In 2018, the company Energoprojekt Garant was merged with Sava Nezivotno
Osiguranje (SRB), to which the relevant goodwill is added.

—

751,942
-5,578,093
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Intangible assets 38,971 Investment property 4,491,494
Property, plant and equipment 17,448 Receivables 58,972
Financial investments 7,917,244 Cash and cash equivalents 44,028
Receivables 13,076 Other assets 2,528
Cash and cash equivalents 46,440 A. Total assets 4,597,022
Other assets 311,408 Deferred tax liabilities 151,144
Other provisions 60,602 Liabilities from operating activities and other liabilities 30,222
Deferred tax liabilities 17,812 B. Total liabilities 2,104,253
Liabilities from operating activities and other liabilities 441,600 Fair value of net assets acquired (A - B) 2,492,769

B. Total liabilities

Market value of investment as at 31/12/2018 2,492,769
Fair value of net assets acquired (A - B) 7,824,573
Termporary llcatin to goodl n 10,41 @O . Swlm

Market value of investment as at 31/3/2018 19,534,984 Paguislion eif disie ‘ L
Net cash acquired in the business combination 44,028
(EUR) Sava Penzisko Drustvo Net cash flow in the business combination -2,448,741
Acquisition of share ‘ -19,534,984 o ) ] ) o
- : o Below are presented individual items of the statement of financial position
Net cash acquired in the business combination 46,440 and the income statement based on the separate financial statements of sub-

Net cash flow in the business combination 19,488,544 sidiaries and associates, as prepared in line with I[FRSs, together with the con-
trolling company’s share of voting rights.

The increase in goodwill acquired through the acquisition of Sava Penzisko
Drustvo and TBS Team 24 is temporary in nature as the Company will exam-
ine the option of reclassifying part of the goodwill to the customer list as part
of the one-year term for allocation of the purchase consideration in accord-

ance with IFRS 3.

In September 2018, the company ZTSR d.o.o. was founded. lts registered
nominal capital was EUR 250,000. Sava Re contributed EUR 125,000, rep-
resenting a 50% stake.

The acquisition of the Slovenia-based company Sava Terra was completed in
the fourth quarter of 2018. The Group became the sole owner of the com-

pany.
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Subsidiaries as at 31 December 2018

Zavarovalnica Sava insurance Slovenia 1,116,725,121 965,579,104 151,146,017 29,540,622 369,578,351 100.00%
Sava Nezivotno Osiguranje (SRB) insurance Serbia 37,424,870 23,539,092 13,885,778 1,049,526 19,382,373 100.00%
Illyria insurance Kosovo 16,282,240 12,497,895 3,784,345 -390,799 9,275,173 100.00%
Sava Osiguruvanje (MKD) insurance North Macedonia 21,605,383 15,711,159 5,894,224 391,284 12,279,274 92.57%
Sava Osiguranje (MNE) insurance Montenegro 24,107,226 17,795,094 6,312,132 1,943,280 12,967,612 100.00%
lllyria Life insurance Kosovo 10,951,393 6,274,659 4,676,734 305,169 2,373,425 100.00%
Sava Zivotno Osiguranje (SRB) insurance Serbia 7,556,316 4,051,087 3,505,229 -168,562 2,551,457 100.00%
lllyria Hospital currently none Kosovo 1,800,736 4,495 1,796,241 -6 0 100.00%
Sava Car research and analysis Montenegro 739,077 169,564 569,513 -2,476 729,633 100.00%
ZM Svetovanje consulting and marketing of insurances of the person Slovenia 159,874 81,844 78,030 16,513 958,813 100.00%
Ornatus KC ZS call centre Slovenia 40,797 19,260 21,537 -5,316 216,000 100.00%
Sava Agent insurance agency Montenegro 1,970,854 1,853,597 117,257 80,911 701,752 100.00%
Sava Station motor research and analysis North Macedonia 343,772 24,715 319,057 29,778 160,281 92.57%
Sava Pokojninska pension fund Slovenia 151,140,812 144,024,695 7,116,117 258,571 4,181,039 100.00%
TBS Team 24 assistance service provider and customer care Slovenia 2,370,342 1,577,490 792,852 759,757 10,219,623 75.00%
Sava Penzisko Drustvo pension fund management North Macedonia 8,842,761 352,077 8,490,684 1,133,199 2,935,355 100.00%
Sava Terra leasing and operation of own and leased property Slovenia 3,801,526 1,953,108 1,848,418 -147,863 160,196 100.00%

Subsidiaries as at 31 December 2017

Zavarovalnica Sava insurance Slovenia 1,151,811,161 993,756,083 158,055,078 25,080,999 344,712,649 100.00%
Sava Nezivotno Osiguranje (SRB) insurance Serbia 28,216,687 22,507,562 5,709,125 435,559 16,463,580 100.00%
lllyria insurance Kosovo 15,577,678 11,538,509 4,039,169 223,576 7,689,674 100.00%
Sava osiguruvanje (MKD) insurance North Macedonia 22,867,851 17,374,464 5,493,387 358,257 12,277,755 92.57%
Sava Osiguranje (MNE) insurance Montenegro 23,036,708 17,241,924 5,794,784 1,232,772 12,124,229 100.00%
lllyria Life insurance Kosovo 12,699,600 8,502,872 4,196,728 230,850 2,038,449 100.00%
Sava Zivotno Osiguranje (SRB) insurance Serbia 6,645,739 3,162,191 3,483,548 -818,333 2,058,571 100.00%
lllyria Hospital currently none Kosovo 1,800,742 4,579 1,796,163 -114 0 100.00%
Sava Car research and analysis Montenegro 634,723 42,188 592,535 -3,991 724,473 100.00%
ZM Svetovanje consulting and marketing of insurances of the person Slovenia 126,917 203,900 -76,983 -194,224 737,056 100.00%
Ornatus KC ZS call centre Slovenia 48,314 21,461 26,853 15,853 216,000 100.00%
Sava Agent insurance agency Montenegro 2,100,120 1,798,730 301,390 112,971 651,469 100.00%
Sava Station motor research and analysis North Macedonia 316,750 25,614 291,136 39,731 175,454 92.57%
Sava Pokojninska pension fund Slovenia 144,935,935 136,508,976 8,426,959 420,256 4,269,651 100.00%

—
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17.3  Consolidation principles

The controlling company has prepared both separate and consolidated financial
statements for the year ended 31 December 2018. The consolidated financial
statements include Sava Re as the controlling company and all its subsidiaries,
i.e. companies in which Sava Re holds, directly or indirectly, more than half of
the voting rights and has the power to control the financial and operating poli-
cies so as to obtain benefits from its activities. It is also of key importance for the
satisfaction of the conditions mentioned above that, in the event of a takeover
of the insurance company, the controlling company obtains all required approv-
als and consents (from the Insurance Supervision Agency and other supervisory
institutions).

Al subsidiaries were fully consolidated in the Sava Re Group.
The financial year of the Group is the same as the calendar year.

Business acquisitions are accounted for by applying the purchase method. Sub-
sidiaries are fully consolidated as of the date of obtaining control and they are
deconsolidated as of the date that such control is lost. At the time of an entity’s
first consolidation, its assets and liabilities are measured at fair value. Any excess
of the market value over the share of the fair value of the acquired identifiable
assets, liabilities and contingent liabilities is capitalised as goodwill.

When acquiring a non-controlling interest in a subsidiary (when the Group
already holds a controlling interest), the carrying amounts of the controlling
and non-controlling interests are adjusted to reflect the changes in their relative
interests in the subsidiary. The Group recognises directly in equity any differ-
ence between the amount by which the non-controlling interests are adjusted
and the fair value of the consideration paid, and attributes it to the owners of the
controlling company. The difference between cost and the carrying amount of
the non-controlling interest is accounted for in equity under capital reserves.

Profits earned and losses made by subsidiaries are included in the Group’s income
statement. Intra-Group transactions (receivables and liabilities, expenses and
income between the consolidated companies) have been eliminated.

CONTENTS

17.4  Significant accounting policies

Below is a presentation of significant accounting policies applied in the prepa-
ration of the consolidated financial statements. In 2018, the Group applied
the same accounting policies as in 2017.

17.41 Statement of compliance

The consolidated financial statements have been prepared in accordance
with IFRSs issued by the International Accounting Standards Board (IASB),
and interpretations of the International Financial Reporting Interpretations
Committee’s (IFRIC), as adopted by the European Union. They were also
prepared in accordance with applicable Slovenian legislation (the Companies

Act, ZGD-1).

Interested parties can obtain information on the results of operations of the
Sava Re Group by consulting the annual report. Annual reports are available
on Sava Re’s website and at its registered office.

In selecting and applying accounting policies, as well as in preparing the finan-
cial statements, the management board of the controlling company aims at
providing understandable, relevant, reliable and comparable accounting infor-
mation.

The financial statements have been prepared based on the going-concern
assumption.

The management board of the controlling company approved the audited
financial statements on 28 March 2019.

17.4.2 Measurement bases

The financial statements have been prepared on the historic cost basis, except
for financial assets at fair value through profit or loss and available-for-sale
financial assets, which are measured at fair value. Assets of policyholders who
bear the investment risk are also measured at fair value.

ANNUAL REPORT 2018 |
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17.4.3 Presentation currency, translation
of transactions and items

The financial statements are presented in euros (EUR), rounded to the near-
est euro. The euro is the functional and presentation currency of the Group.
Due to rounding, figures in tables may not add up to the totals.

Assets and liabilities as at 31 December 2018 denominated in foreign cur-
rencies have been translated into euros using the mid-rates of the European
Central Bank (hereinafter: ECB) as at 31 December 2018. Amounts in the
income statements have been translated using the average exchange rate. As
at 31 December 2017 and 31 December 2018, they were translated using the
then applicable mid-rates of the ECB. Foreign exchange differences arising
on settlement of transactions and on translation of monetary assets and liabil-
ities are recognised in the income statement. Exchange rate differences asso-
ciated with non-monetary items, such as equity securities carried at fair value
through profit or loss, are also recognised in the income statement, while
exchange rate differences associated with equity securities classified as avail-
able for sale are recognised in the fair value reserve. Since equity items in the
statement of financial position as at 31 December 2018 are translated using
the exchange rates of the ECB on that day and since interim movements are
translated using the average exchange rates of the ECB, any differences aris-
ing therefrom are disclosed in the equity item translation reserve.

17.4.4 Use of major accounting estimates
and sources of uncertainty

Assumptions and other sources of uncertainty relate to estimates that require
management to make difficult, subjective and complex judgements. Areas
that involve major management judgement are presented below.

* Calculation of goodwill, its measurement and impairment is determined
using the accounting policy under 17.4.9 and note 1.

* Deferred tax assets are recognised if Group entities plan to realise a profit
in the medium-term projections.

* Receivables are impaired based on the accounting policy set out in section
17.4.18. Any recognised impairment loss is shown in note 10.

* Financial investments: Classification, recognition, measurement and
derecognition, as well as investment impairment and fair value measure-
ment, are made based on the accounting policy set out in section 17.4.15.
Movements in investments and their classification are shown in note 6,
while the associated income and expenses, and impairment, are shown in
note 29.

* Technical provisions — calculation and liability adequacy tests pertaining to
insurance contracts are shown in sections 17.4.24-27. Movements in these
provisions are shown in note 22.

CONTENTS

17.4.5 Materiality

To serve as a starting point in determining a materiality threshold for the con-
solidated financial statements, the management used the equity of the Sava
Re Group, specifically 2% thereof as at 31 December 2018, which is EUR
6.8 million. The disclosures and notes required to meet regulatory or stat-
utory requirements are presented, despite their being below the materiality

threshold.

17.4.6 Cash flow statement

The cash flow statement has been prepared using the indirect method. The
Group cash flow statement was prepared as the sum of all cash flows of all
Group companies less any inter-Group cash flows. Cash flows from operat-
ing activities have been prepared based on data from the 2018 statement
of financial position and income statement, with appropriate adjustments for
items that do not constitute cash flows. Cash flows from financing activities
are shown based on actual disbursements. ltems relating to changes in net
operating assets are shown in net amounts.

17.4.7 Statement of changes in equity

The statement of changes in equity shows movements in individual compo-
nents of equity in the period. Profit reserves also include the reserve for own
shares and the catastrophe equalisation reserve.

17.4.8 Intangible assets

Intangible assets, except goodwill, are stated at cost, including any expenses
directly attributable to preparing them for their intended use, less accumulated
amortisation and any impairment losses. Amortisation is calculated for each
item separately, on a straight-line basis, except for goodwill, which is not amor-
tised. Intangible assets are first amortised upon their availability for use.

Intangible assets in the Group include computer software, licences pertaining to
computer software (their useful life is assumed to be five years).

ANNUAL REPORT 2018 |
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17.49 Goodwill

Goodwill arises on the acquisition of subsidiaries. In acquisitions, goodwill
relates to the excess of the cost of the business combination over the acquir-
er’s interest in the fair value of the identifiable assets, liabilities and contin-
gent liabilities of the acquired company. If the excess is negative (badwill), it is
recognised directly in the income statement. The recoverable amount of the
cash-generating unit so calculated is compared against its carrying amount,
including goodwill belonging to such unit. The recoverable amount is value in
use.

For the purpose of impairment testing, an allocation to cash-generating units
representing individual companies has been made. Movement in goodwill is
discussed in detail in note 1 of section 17.7.

Goodwill of associate companies is included in their carrying amount. Any
impairment losses on goodwill of associate companies are treated as impair-
ment losses on investments in associate companies.

Section 17.7, note 1, sets out the main assumptions for cash flow projections
used in the calculation of the value in use.

17.410 Property, plant and equipment

Property, plant and equipment assets are initially recognised at cost, including
cost directly attributable to acquisition of the asset. Subsequently, the cost
model is applied: assets are carried at cost, less any accumulated depreciation
and any impairment losses. For the purpose of impairment testing, an allo-
cation to cash-generating units representing individual companies has been
made.

Property, plant and equipment assets are first depreciated upon their avail-
ability for use. Depreciation is calculated for each item separately, on a
straight-line basis. Depreciation rates are determined so as to allow the cost
of property, plant and equipment assets to be allocated over their estimated
useful lives.

CONTENTS

Depreciation rates of property, plant and equipment assets
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Land 0%
Buildings 1.3-2%
Transportation 15.5-20%
Computer equipment 33.0%
Office and other furniture 10-12.5%
Other equipment 6.7-20%

The Group assesses annually whether there is any indication of impairment.
If there is, it starts the process of estimating the recoverable amount. The
recoverable amount is the higher of value in use and fair value less costs to
sell. If the recoverable amount exceeds or is equal to the carrying amount, the
asset is not impaired.

Gains and losses on the disposal of items of property, plant and equipment,
calculated as the difference between sales proceeds and carrying amounts, are
included in profit or loss. The costs of property, plant and equipment mainte-
nance and repairs are recognised in profit or loss as incurred. Investments in
property, plant and equipment assets that increase future economic benefits
are recognised in their carrying amount.

17.411 Right-to-use assets during lease terms

As of 1January 2019, the Group will include under assets the right to use lease
assets as the present value of future lease payments due to the implementa-
tion of the new standard IFRS 16. The carrying amounts of the right-of-use
assets will be reduced by means of adjustments equalling the remaining lease
payments or amortisation calculated in view of the lease term. The Group will
recognise lease payments relating to short-term and low-value leases as an
expense.

17.412 Non-current assets held for sale

A non-current asset is classified as held for sale if its carrying amount will be
recovered principally through a sale transaction rather than through contin-
uing use. For this to be the case, its sale must be highly probable and it must
be available for immediate sale in its present condition. The Group must be
committed to the sale and must realise it within one year. Such assets are
measured at the lower of the assets’ carrying amount or fair value less costs to
sell, and are not depreciated.
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17.413 Deferred tax assets and liabilities

Deferred tax assets and liabilities are amounts of income taxes expected to be
recoverable or payable, respectively, in future periods depending on taxable tem-
porary differences. Temporary differences are differences between the carrying
amount of an asset or liability in the statement of financial position and its tax
base.

The Group establishes deferred tax assets for temporary tax non-deductible
impairments of portfolio investments. Deferred tax assets are additionally estab-
lished for impairment losses on receivables, unused tax losses and for provisions
for employees. Deferred tax liabilities were recognised for catastrophe equali-
sation reserves transferred (as at 1 January 2007) from technical provisions to
profit reserves, which used to be tax-deductible when set aside (prior to 1 Janu-

ary 2007).

In addition, the Group establishes deferred tax assets and liabilities for that part
of value adjustments recorded under negative fair value reserve. Deferred tax
assets and liabilities are also accounted for actuarial gains or losses arising on the
calculation of provisions for severance pay upon retirement. This is because actu-
arial gains/losses affect comprehensive income as well as the related deferred tax
assets/liabilities.

The Group does not set off deferred tax assets and liabilities.

A deferred tax asset is recognised for unused tax losses to the extent that it is
probable that taxable profit will be available against which the deductible tempo-
rary differences can be utilised. In 2018, no deferred tax assets of this kind were

recognised by the Group.

In 2018, deferred tax assets and liabilities were accounted for using tax rates that
in the management’s opinion will be used to actually tax the differences; these

are from 9% to 19% (2017: from 9 to 19%).

CONTENTS

17.414  Investment property

Investment property relates to assets that the Group does not use directly in
carrying out its activities, but holds to earn rent or to realise capital gains at
disposal. Investment property is accounted for using the cost model and the
straight-line depreciation method. Investment property is depreciated at the
rate of 1.3-2%. The basis for calculating the depreciation rate is the estimated
useful life. All leases where the Group acts as lessor are cancellable operat-
ing leases. Payments and/or rentals received are recognised as income on a
straight-line basis over the term of the lease. For the purpose of impairment
testing, an allocation to cash-generating units representing individual compa-
nies has been made. The Group assesses annually whether there is an indica-
tion of impairment of investment property. If there is, it starts the process of
estimating the recoverable amount. The recoverable amount is the higher of
the value in use and the net selling price less costs to sell. If the recoverable
amount exceeds or is equal to the carrying amount, the asset is not impaired.

The Group measures the fair value of investment property using fair value
models. The fair values of investment property in Slovenia were verified based
on appraisals made by certified property appraisers in 2016, while the values
of investment property in Serbia were verified in 2018.
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17.415 Financial investments and funds
for the benefit of policyholders

who bear the investment risk
17.4.151 Classification

The Group classifies its financial assets into the following categories:
Financial assets at fair value through profit or loss

This category consists of the following two sub-categories:
* financial assets held for trading, and
* financial assets designated as at fair value through profit or loss.

Financial assets held for trading comprise instruments that have been acquired
exclusively for the purpose of trading, i.e. realising gains in the short term.
Financial assets at fair value through profit or loss also comprise funds for the
benefit of policyholders who bear the investment risk.

Held-to-maturity financial assets

Held-to-maturity financial assets are assets with fixed or determinable pay-
ments and fixed maturity that the Group can, and intends to, hold to maturity.

Available-for-sale financial assets

Available-for-sale financial assets are assets that the Group intends to hold
for an indefinite period and are not classified as financial assets at fair value
through profit or loss or held to maturity financial assets.

Loans and receivables (deposits)

This category includes loans and bank deposits with fixed or determinable
payments that are not traded in any active market, and deposits with ced-
ants. Under some reinsurance contracts, part of the reinsurance premium is
retained by cedants as guarantee for payment of future claims, and generally
released after one year. These deposits bear contractually agreed interest.

Under IFRS 9, the Group discloses certain information; however, the stand-
ard was not applied as at 1 January 2018 as the Group postponed its applica-
tion (insurance contracts). For more information, see section 17.5, heading
“IFRS 9 Financial Instruments”.

CONTENTS

17.415.2 Recognition, measurement and derecognition

Available-for-sale financial assets and held-to-maturity financial assets are
initially measured at fair value plus any transaction costs. Financial assets at
fair value through profit or loss are initially measured at fair value, with any
transaction costs recognised as investment expenses.

Acquisitions and disposals of financial assets, loans and deposits are recog-
nised on the trade date.

Gains and losses arising from fair value revaluation of financial assets available
for sale are recognised in the statement of other comprehensive income, and
transferred to the income statement upon disposal or impairment. Gains and
losses arising from fair value revaluation of financial assets at fair value through
profit or loss are recognised directly in the income statement. Held-to-ma-
turity financial assets are measured at amortised cost less any impairment
losses.

Financial assets are derecognised when the contractual rights to the cash
flows from the financial assets expire or when the assets are transferred and
the transfer qualifies for derecognition in accordance with IAS 39.

Loans and receivables (deposits), and held-to-maturity financial assets are
measured at amortised cost.
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17.4.15.3 Determination of fair values

The Group measures all financial instruments at fair value, except for depos-
its, shares not quoted in any regulated market, loans and subordinated debt
(assuming that their carrying amount is a reasonable approximation of their
fair value), and financial instruments held to maturity, which are measured
at amortised cost. The fair value of investment property and land and build-
ings used in business operations and the fair value of financial instruments
measured at amortised cost are set out in note 27. Fair value is the price that
would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair
value measurement is based on the presumption that the transaction to sell
the asset or transfer the liability takes place either (i) in the principal mar-
ket for the asset or liability, or (ii) in the absence of a principal market, in
the most advantageous market for the asset or liability. The principal or the
most advantageous market must be accessible to the Group. The fair value
of an asset or a liability is measured using the assumptions that market par-
ticipants would use when pricing the asset or liability, assuming that market
participants act in their economic best interest. A fair value measurement of
a non-financial asset takes into account a market participant’s ability to gen-
erate economic benefits by using the asset in its highest and best use or by
selling it to another market participant that would use the asset in its highest
and best use. The Group uses valuation techniques that are appropriate in
the circumstances and for which sufficient data are available to measure fair
value, maximising the use of relevant observable inputs and minimising the use
of unobservable inputs.

The Group determines the fair value of a financial asset on the valuation date
by determining the price on the principal market based on:

» for stock exchanges: the quoted closing price on the stock exchange on the
measurement date or on the last day of operation of the exchange on which
the investment is quoted;

* for the OTC market: quoted closing bid CBBT price or, if unavailable, the
Bloomberg bid BVAL on the valuation date or on the last day of operation
of the OTC market;

* the price is calculated on the basis of an internal valuation model.

Assets and liabilities measured or disclosed at fair value in the consolidated
financial statements are measured and presented in accordance with the
IFRS 13 fair-value hierarchy that categorises into three levels the inputs to
valuation techniques used to measure fair value.

Assets and liabilities are classified in accordance with IFRS 13 especially based
on the availability of market information, which is determined by the relative
levels of trading identical or similar instruments in the market, with a focus on
information that represents actual market activity or binding quotations of
brokers or dealers.

CONTENTS

Investments measured or disclosed at fair value, are presented in accordance
with the levels of fair value under IFRS 13, which categorises the inputs to
measure fair value into the following three levels of the fair value hierarchy:

* Level 1: financial investments for which the fair value is determined based
on quoted prices (unadjusted) in active markets for identical financial assets
that the Company can access at the measurement date.

* Level 2: financial investments whose fair value is determined using data that
are directly or indirectly observable other than the prices quoted within
level 1.

* Level 3: financial investments for which observed market data are unavail-
able. Thus the fair value is determined based on valuation techniques using
inputs that are not directly or indirectly observable in the market.

The Group discloses and fully complies with its policy of determining when
transfers between levels of the fair value hierarchy are deemed to have
occurred. Policies for the timing of recognising transfers are the same for
transfers into as for transfers out of any level. Examples of policies include: (a)
the date of the event or change in circumstances that caused the transfer (b)
the beginning of the reporting period (c) at the end of the reporting period.

17.415.4 Impairment of investments

A financial asset other than at fair value through profit or loss is impaired and
an impairment loss incurred provided there is objective evidence of impair-
ment as a result of events that occurred after the initial recognition of the
asset and that such events have an impact on future cash flows that can be
reliably estimated. The Group assesses whether there is any objective evi-
dence that individual financial assets are impaired on a three-month basis
(when preparing interim and annual reports).

17.4.15.4.1 Debt securities

Investments in debt securities are impaired if one of the following conditions
is met:

* the issuer fails to make a coupon or principal payment, and it is likely that
such liabilities will not be settled in the short term;

* the issuer is subject to a bankruptcy, liquidation or compulsory settlement
procedure.

If the first condition above is met, an impairment loss is recognised in the
income statement in the amount of the difference between the fair value and
carrying amount of the debt security (if the carrying amount exceeds the fair
value).
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If the second condition above is met, an impairment loss is recognised in
profit or loss, being the difference between the potential payment out of the
bankruptcy or liquidation estate and the cost of the investment. The potential
payment out of the bankruptcy or liquidation estate is estimated based on
information concerning the bankruptcy, liquidation or compulsory settlement
proceedings, or, if such information is not available, based on experience or
estimates made by credit rating or other financial institutions.

In respect of debt securities, only impairment losses recognised pursuant to
indent one above (first condition) may be reversed. An impairment loss is
reversed when the issuer’s liability is settled. Impairment losses are reversed
through profit or loss.

17.415.4.2 Equity securities

Investments in equity securities are impaired if on the statement of financial
position date:

* their market price is more than 40% below cost;

¢ their market price has remained below cost for more than one year;

* the model based on which the Group assesses the need for impairment of
unquoted securities indicates that the asset needs to be impaired.

An impairment loss is recognised in the amount of the difference between
market price and carrying amount of the financial instruments.

17.416  Reinsurers’ share of technical provisions

The amount of reinsurers’ share of technical provisions represents the proportion
of gross technical provisions and unearned premiums for transactions that the
Group ceded to reinsurers outside the Sava Re Group. Their amount is deter-
mined in accordance with reinsurance (retrocession) contracts and in line with
movements in the portfolio based on gross technical provisions for the business
that is the object of these reinsurance (retrocession) contracts at the close of
each accounting period.

The Group tests these assets for impairment on the reporting date. Assets ret-

roceded to counterparties are tested strictly individually. For an estimation of

retrocession risks, see section 17.6.3.6 “Retrocession programme — non-life busi-
”

ness”.
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17.417 Investment contract assets and liabilities

Investment contract assets and liabilities only include the assets and liabili-
ties from investment contracts of the company Sava Pokojninska. Investment
contracts assets comprise the assets supporting the liability funds “Moji skladi
zivljenjskega cikla” for the transaction of voluntary supplementary pension
business. Investment contract liabilities comprise liabilities arising out of pen-
sion insurance business under group and individual plans for voluntary supple-
mentary pension insurance, for which the administrator maintains personal
accounts for pension plan members.

Sava Pokojninska initially recognises investment property assets under invest-
ment contract assets using the cost model, plus any transaction costs. Subse-
quent measurements are made using the fair value model. Sava Pokojninska
monitors the value of property in local markets where it has investment prop-
erty assets using indexes (change in value) calculated in-house or in-Group.
The data used in such calculations are taken from the latest available report
on the Slovenian real property market issued by the Surveying and Mapping
Authority of the Republic of Slovenia. If the property price index changes by
more than 10% compared to the index of the most recent valuation or that
upon initial recognition, the property assets are reappraised. Appraisals are
carried out by certified real estate appraisers licensed by the Slovenian Insti-
tute of Auditors. Notwithstanding the above sentence, property assets are
appraised at least once every three years.

17.418 Receivables

Receivables mainly include premium receivables due from policyholders or
insurers as well as receivables for claims and commissions due from reinsurers.

17.4.18.1 Recognition of receivables

Receivables are initially recognised based on issued policies, invoices or other
authentic documents (e.g. confirmed reinsurance or co-insurance accounts).
In financial statements, receivables are reported in net amounts, i.e. net of
any allowances made.

Receivables arising out of reinsurance business are recognised when inwards
premiums or claims and commissions relating to retrocession business are
invoiced to cedants or reinsurers, respectively. For existing reinsurance con-
tracts for which no confirmed invoices have been received from cedants or
reinsurers, receivables are recognised in line with policies outlined in sections

17.4.30 “Net premiums earned” and 17.4.31 “Net claims incurred”.
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Recourse receivables are recognised as assets only if, on the basis of a recourse
claim, an appropriate legal basis exists (a final order of attachment, a written
agreement with or payments by the policyholder or debtor, or subrogation
for credit risk insurance). Even if subrogation is applicable, recourse receiva-
bles are recognised only after the debtor’s existence and contactability have
been verified. Recognition of principal amounts to which recourse receivables
relate decreases claims paid. Group companies recognise impairment losses
on recourse receivables based on past experience. Recourse receivables are
tested for impairment on a case-by-case basis.

No receivables have been pledged as security.
17.4.18.2 Impairment of receivablesv

The Group classifies receivables into groups with similar credit risk. It assesses
receivables in terms of recoverability or impairment, making allowances based
on payment history. Individual assessments are carried for all material items
of receivables.

In addition to age, the method for accounting for allowances takes into
account the phase of the collection procedure, historical data on the per-
centage of write-offs made and the ratio of recoverability. Assumptions are
reviewed at least annually.

17.419 Deferred acquisition costs

Acquisition costs that are deferred include that part of operating expenses
directly associated with policy underwriting.

The Group discloses under deferred acquisition costs, mostly deferred com-
missions. These are booked commissions relating to the next financial year
and are recognised based on (re)insurance accounts and estimated amounts
obtained based on estimated commissions taking into account straight-line
amortisation.

17.4.20 Other assets

Other assets include capitalised short-term deferred costs and short-term
accrued income. Short-term deferred costs comprise short-term deferred
costs for prepayments of unearned commissions to counterparties.

CONTENTS

17.4.21 Cash and cash equivalents

Thus, the statement of financial position and cash flow item “cash and cash
equivalents” comprises:

* cash, including cash in hand, cash in bank accounts of commercial banks or
other financial institutions and overnight deposits, and

* cash equivalents, including demand deposits and deposits with an original
maturity of up to three months.

17.4.22 Equity

Composition:

* share capital comprises the par value of paid-up ordinary shares, expressed
in euro;

* capital reserves comprise amounts in excess of the par value of shares;

* profit reserves comprise reserves provided for by the articles of association,
legal reserves, reserves for own shares, catastrophe equalisation reserves
and other profit reserves;

* own shares;

e fair value reserve;

* retained earnings;

* net profit/loss for the year;

e translation reserve;

* non-controlling interest.

Reserves provided for by the articles of association are used:

* to cover the net loss that cannot be covered (in full) out of retained earn-
ings and other profit reserves, or if these two sources of funds are insuffi-
cient to cover the net loss in full (an instrument of additional protection of
tied-up capital);

* to increase share capital;

* to regulate the dividend policy.

Profit reserves also include catastrophe (earthquake) equalisation reserves
set aside pursuant to the rules on the calculation of technical provisions and
reserves as approved by appointed actuaries. These are tied-up reserves.

Pursuant to the Companies Act, the Company’s management board has the
power to allocate up to half of the net profit to other reserves.
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17.4.23 Classification of insurance contracts

The Group transacts traditional and unit-linked life business, non-life business
and reinsurance business, the basic purpose of which is the transfer of under-
writing risk. Underwriting risk is considered significant, if the occurrence of
an insured event would result in significant additional payments. Accordingly,
the Group classified all such contracts concluded as insurance contracts. Pro-
portional reinsurance contracts represent an identical risk as the underlying
insurance policies, which are insurance contracts. Since non-proportional
reinsurance contracts provide for the payment of significant additional pay-
outs in case of loss events, they also qualify as insurance contracts.

As at the end of 2015, the controlling company acquired the Moja Nalozba
pension company (now Sava Pokojninska). As a result, the Group has assets
and liabilities from investment contracts relating to this company.

17.4.24 Technical provisions

Technical provisions are shown gross in the statement of financial position
among liabilities. The share of technical provisions for the business ceded by
the Group to non-Group reinsurers is shown in the statement of financial
position under the asset item reinsurers’ share of technical provisions. Tech-
nical provisions must be set at an amount that provides reasonable assurance
that liabilities from assumed (re)insurance contracts can be met. The main
principles used in calculations are described below.

Unearned premiums are the portions of premiums written pertaining to
periods after the accounting period. Unearned premiums are calculated on a
pro rata temporis basis at insurance policy level, except for decreasing term
contracts (credit life). Since there is generally insufficient data available for
inwards reinsurance business on the individual policy level, the fractional value
method is used for calculating unearned premiums at the level of individual
reinsurance accounts for periods for which premiums are written.

CONTENTS

Mathematical provisions for life insurance contracts represent the actuarial
value of obligations arising from policyholders’ guaranteed entitlements. In
most cases, they are calculated using the net Zillmer method with the same
parameters as those used for premium calculation, except for the discount
rate applied, which was a technical interest rate not exceeding 1.5%. Other
parameters are the same as those used in the premium calculation. Calculated
negative liabilities arising out of mathematical provisions are set to nil. The
Zillmer method was used for amortising acquisition costs. The calculation of
mathematical provisions is based on the assumption that the full agent com-
mission was paid at conclusion of the contract, while agents actually receive
the commission within two to five years depending on the policy term. The
mathematical provision includes all deferred commission. The Group sets
aside deferred acquisition costs, showing them under assets in the event of
commission prepayments, or shows the difference between the positive Zill-
merised mathematical provision and the Zillmerised mathematical provision.

Provisions for outstanding claims (claims provision) are established in the
amount of expected liabilities for incurred but not settled claims, includ-
ing loss adjustment expenses. These comprise provisions for both reported
claims calculated based on case estimates and claims incurred by not reported
(IBNR) calculated using actuarial methods. Future liabilities are generally not
discounted, with the exception of a part relating to annuities under certain lia-
bility insurance contracts. In such cases, the related provisions are established
based on the expected net present value of future liabilities.

Provisions for incurred but not reported claims are calculated for the major
part of the portfolios of primary insurers using methods based on paid claims
triangles; the result is the total claims provision, and IBNR provision is calcu-
lated as the difference between the result of the triangle method and the pro-
vision based on case reserves. In classes where the volume of business is not
large enough for reliable results from the triangle methods, the calculation is
made based on either (i) the product of the expected number of subsequently
reported claims and the average amount of subsequently reported claims or
(i) methods based on expected loss ratios. The consolidated IBNR provision
also includes the IBNR provision for the part of business written outside the
Sava Re Group. For this part of the portfolio, technical categories based on
reinsurance accounts are not readily available; therefore, it is necessary to
estimate items that are received untimely, including claims provisions, tak-
ing into account expected premiums and expected combined ratios for each
underwriting year, class of business and form of reinsurance as well as devel-
opment triangles for underwriting years succeeding accounted quarters; The
IBNR provision is then established at the amount of the claims provision thus
estimated.

The provision for outstanding claims is thus established based on statistical
data and using actuarial methods; therefore, its calculation also constitutes a
liability adequacy test.
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The provision for bonuses, rebates and cancellations is intended for agreed
and expected pay-outs due to good results of insurance contracts and
expected payment due to cancellations in excess of unearned premiums.

Other technical provisions solely include the provision for unexpired risks
derived from a liability adequacy test of unearned premiums, as described
below.

Unearned premiums are deferred premiums based on coverage periods. If
based on such a calculation, the premium is deemed to be inadequate, the
unearned premium is also inadequate. Group companies carry out liability
adequacy tests for unearned premiums at the level of homogeneous groups
appropriate to portfolios. The calculation of the expected combined ratio
in any homogeneous group is based on premiums earned, claims incurred,
commission expenses and other operating expenses. Where the expected
combined ratio so calculated exceeds 100%, thus revealing a deficiency in
unearned premiums, a corresponding provision for unexpired risks is set aside
within other technical provisions.

17.4.25 Technical provision for the benefit
of life insurance policyholders
who bear the investment risk

These are provisions for unit-linked life business. They comprise mathemati-
cal provisions, unearned premiums and provisions for outstanding claims. The
bulk comprises mathematical provisions. Their value is the aggregate value of
all units of funds under all policies, including all premiums not yet converted
into units, plus the discretionary bonuses of guaranteed funds managed by us.
The value of funds is based on market value as at the statement of financial
position date.

17.4.26 Liability adequacy test (LAT)

The Group carries out adequacy testing of provisions set aside based on insur-
ance contracts as at the financial statement date separately for non-life and
life business. The liability adequacy test for non-life business is described in
section 17.4.24 “Technical provisions”.
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Liability adequacy testing for life business

The liability adequacy test for life policies is carried out at a minimum at each
reporting date against a calculation of future cash flows using explicit and con-
sistent assumptions of all factors — future premiums, mortality, morbidity,
investment returns, lapses, surrenders, guarantees, policyholder bonuses and
expenses. For this purpose, the present value of future cash flows is used.

Discounting is based on the yield curve for euro area sovereign bonds at the
statement of financial position date, but for EU Member States the risk-free
yield curve of government bonds at the statement of financial position date,
including a loading for the investment mix. Where reliable market data is avail-
able, assumptions (such as discount rate and investment return) are derived
from observable market prices. Assumptions that cannot be reliably derived
from market values are based on current estimates calculated by reference to
the Group’s own internal models (lapse rates, actual mortality and morbidity)
and publicly available resources (demographic information published by the
local statistical bureau). For mortality, higher rates are anticipated than real-
ised due to uncertainty.

Input assumptions are updated annually based on recent experience. Corre-
lations between risk factors are not taken into account. The principal assump-
tions used are described below.

The liability adequacy test is performed on the policy or product level. If
the test is performed on the policy level, the results are shown on the prod-
uct-level, with products grouped by class of business. Results of the test are
then evaluated for each of the three groups separately. Each group is tested
separately for liability adequacy. Liability inadequacies of individual groups
are not offset against surpluses arising on other groups in determining any
additional liabilities to be established. The net present value of future cash
flows calculated using the assumptions described below is compared with the
insurance liabilities, for each group separately. If this comparison shows that
the carrying amount of the insurance liabilities is inadequate in the light of the
estimated cash flows, the entire deficiency is recognised in profit or loss by
establishing an additional provision.

Mortality and morbidity are usually based on data supplied by the local statis-
tical bureau and amended by the Group based on a statistical investigation of
its mortality experience. Assumptions for mortality and morbidity are gener-
ally adjusted by a margin for risk and uncertainty and are higher than actual.

Future contractual premiums are included and for most business also pre-
mium indexation is taken into consideration. Estimates for lapses and surren-
ders are made based on experience. Actual persistency rates by product type
and duration are regularly investigated, and assumptions updated accordingly.
The actual persistency rates are generally adjusted by a margin for risk and
uncertainty.
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Estimates for future maintenance expenses included in the liability adequacy
test are derived from current experience. For future periods, cash flows for
expenses have been increased by a factor equal to the estimated annual infla-
tion or have remained on the present level, taking into account the portfolio
development.

Yield and the discount rate are based on the same yield curve; a loading for
market development is added when discounting.

The liability adequacy test partly takes into account future discretionary
bonuses due to the method of determining bonuses. The share of discretion-
ary bonuses complies with internal rules and is treated as a discounted liability.

The Group estimated, for most of the life policies, the impact of changes in
key variables that may have a material effect on the results of liability ade-
quacy tests at the end of the year. Sensitivity analyses are prepared separately
for traditional life business and investment-linked life business.

31/12/2018 31/12/2017
LAT test for LAT test for LAT test for LAT test for
traditional life unit-linked life traditional life unit-linked life
policies policies policies policies
Base run 227,268,071 155,847,565 250,957,433 175,425,847
Return + 100 basis points 218,648,999 153,077,968 240,471,344 173,613,304
Return - 100 basis points 239,077,418 159,519,833 264,443,797 178,836,827
Mortality +10% 229,951,670 157,473,881 253,487,108 177,445,629
Operating expenses on policy +10% 231,349,661 159,825,579 254,384,583 179,078,866

The base run is calculated using the same assumptions as for liability ade-
quacy testing. Changes in variables represent reasonable possible changes
which, had they occurred, would have led to significant changes in insurance
liabilities at the statement of financial position date. The reasonable possible
changes represent neither expected changes in variables nor worst case sce-
narios. A change in key variables would affect the corresponding component
of the result in the same proportion.

The analysis has been prepared for a change in variable with all other assump-
tions remaining unchanged and ignores changes in values of the related assets.
Sensitivity was calculated for an unfavourable direction of movement. The
income statement and insurance liabilities (as shown in the LAT test) are
mostly impacted by changes in the investment return, while unit-linked busi-
ness is also impacted by changes in operating expenses.

CONTENTS

17.4.27 Otbher provisions

Employee benefits include severance pay upon retirement and jubilee bene-
fits. Provisions for employee benefits are the net present value of the Group’s
future liabilities proportionate to the years of service in the Group (the pro-
Jjected unit credit method). Pursuant to IAS 19 “Employee benefits” came
into force in 2013, actuarial gains and losses arising on re-measurement of net
liabilities were recognised in other comprehensive income.

These provisions are calculated based on personal data of employees: date
of birth, date of commencement of employment in the Group, anticipated
retirement, and salary. For each Group company, the amounts of severance
pay upon retirement and jubilee benefit are in accordance with local legisla-
tions, employment contracts and other applicable regulations. Expected pay-
outs also include tax liabilities where payments exceed statutory non-taxable
amounts.

The probability of an employee staying with the Group includes both the
probability of death and the probability of employment relationship termina-
tion. Assumptions relating to future increases in salaries, severance pay upon
retirement and jubilee benefits, as well as those relating to employee turnover
depend on developments in individual markets and individual Group compa-
nies. The same term structure of risk-free interest rates is used for discount-
ing as in the capital adequacy calculation under the Solvency Il regime.

17.4.28 Other financial liabilities

Other financial liabilities mainly include dividend payment obligations relating
to previous years.

17.4.29 Liabilities from operating

activities and other liabilities

Liabilities are initially recognised at amounts recorded in the relevant doc-
uments. Subsequently, they are increased or decreased in line with docu-
ments or decreased through payments. Other liabilities comprise: liabilities
for claims and outwards retrocession premiums, liabilities for claims arising
out of inwards reinsurance contracts, liabilities for retained deposits, current
income tax liabilities, amounts due to employees, amounts due to clients and
other short-term liabilities.

As of 1 January 2019, the Group will also include lease liabilities in the other
liabilities item.
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17.4.30 Net premiums earned

Premiums earned are accounted for on an accrual basis, taking into account
any increase in economic benefits in the form of higher cash inflows or assets.
The following are disclosed separately: gross (re)insurance premiums, co-in-
surance and retrocession premiums, and unearned premiums. These items are
used to calculate net premiums written in the income statement. Revenues
are recognised based on confirmed (re)insurance accounts or (re)insurance
contracts.

Estimates are made on the basis of amounts in reinsurance contracts, which,
according to contractual due dates, have already accrued although the Group
has yet to receive reinsurance accounts. Net premiums earned are calculated
based on invoiced gross reinsurance premiums less invoiced premiums ret-
roceded, both adjusted for the movement in gross unearned premiums and
the change in reinsurers’ share of unearned premiums. Premiums earned are
estimated based on individual reinsurance contracts.

17.4.31 Net claims incurred

Claims and benefits incurred are accounted for on an accrual basis, taking
into account any decrease in economic benefits in the form of cash outflows
or decreases in assets. Net claims incurred comprise gross claims paid net of
recourse receivables and reinsured claims, i.e. amounts invoiced to retroces-
sionaires. The amount of gross claims paid includes the change in the claims
provision, taking into account estimated claims and provisions for outstanding
claims. Estimates are made on the basis of amounts in reinsurance contracts,
which, according to contractual due dates, have already accrued although the
Group has yet to receive reinsurance accounts. Claims incurred are estimated
based on estimated premiums and combined ratios for individual reinsurance
contracts. These items are used to calculate net claims incurred in the income
statement.

CONTENTS

17.4.32 Investment income and expenses

The Group records investment income and expenses separately by source of
funds, maintaining three separate registers: the non-life insurance investment
register, the life insurance investment register and own funds investment reg-
ister. Own fund investments support the Group’s shareholders’ funds; non-
life insurance investments support technical provisions, and life insurance
investments support mathematical provisions.

Investment income includes:

¢ dividend income (income from shares);

e interest income;

* exchange gains;

* income from changes in fair value and gains on disposal of investments des-
ignated at fair value through profit or loss;

* gains on disposal of investments of other investment categories and

* other income.

Investment expenses include:

* interest expense;

* exchange losses;

* expenses due to changes in fair value and losses on disposal of investments
designated at fair value through profit or loss;

* losses on disposal of investments of other investment categories; and

* other expenses.

The above income and expenses are shown depending on how the underly-
ing investments are classified, i.e. investments held to maturity, at fair value
through profit or loss, available for sale, loans and receivables, or deposits.

Interest income and expenses for investments classified as held to maturity or
available for sale are recognised in the income statement using the effective
interest rate method. Interest income and expenses for investments at fair
value through profit or loss are recognised in the income statement using the
coupon interest rate. Dividend income is recognised in the income statement
when payout is authorised. Gains and losses on the disposal of investments
represent the difference between the carrying amount of a financial asset and
its sale price, or between its cost less impairment, if any, and sale price in the
case of investments available for sale.
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17.4.33 Operating expenses
Operating expenses comprise:

* acquisition costs;
* change in deferred acquisition costs;
* other operating expenses classified by nature, as follows:
a. depreciation/amortisation of operating assets,
b. personnel costs including employee salaries, social and pension insur-
ance costs and other personnel costs,
c. remuneration of the supervisory board and audit committee; and pay-
ments under contracts for services,
d. other operating expenses relating to services and materials.

17.4.34 Other technical income

Other technical income comprises income from reinsurance commissions less
the change in deferred acquisition costs relating to reinsurers, and is recog-
nised based on confirmed reinsurance accounts and estimated commission
income taking into account straight-line amortisation.

CONTENTS

17.4.35 Income tax expense

Income tax expense for the year comprises current and deferred tax. Current
income tax is presented in the income statement, except for the portion relat-
ing to the items presented in equity. The same applies to deferred tax. Current
tax is payable on the taxable profit for the year using the tax rates enacted by
the date of the statement of financial position, as well as on any adjustments to
tax liabilities of prior periods. Deferred tax is recognised using the statement
of financial position method, providing for temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes
and the amounts used for taxation purposes. The deferred tax amount is based
on the expected manner of recovery or settlement of the carrying amount of
assets and liabilities, using the tax rates that have been enacted by the date of
the statement of financial position. Deferred tax assets are recognised only to
the extent that it is probable that future taxable profits will be available against
which they can be utilised. Deferred tax assets are reduced to the extent that it
is no longer probable that the related tax benefit will be realised.

The Group income tax expense has been determined in accordance with the
requirements of each member’s local legislation. Statutory tax rates in various
countries are between 9 and 19%.

17.4.36 Segment reporting

Operating segments as disclosed and monitored were determined based on the
different activities carried out in the Group. Segments have been formed based
on similar services provided by companies (features of insurance products, mar-
ket networks and the environment in which companies operate).

Operating segments include reinsurance business, non-life insurance business,
life insurance business, pensions and the “other” segment. Performance of
these segments is monitored based on different indicators, a common perfor-
mance indicator for all segments being net profit calculated in accordance with
IFRSs. The management board monitors performance by segment to the level
of underwriting results, net investment income and other aggregated perfor-
mance indicators, as well as the amounts of assets, equity and technical provi-
sions on a quarterly basis.
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Asset items by operating segment as at 31 December 2018

CONTENTS
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31/12/2018 Reinsurance Non-life business Life business Pensions
business
Slovenia International Total Slovenia International Total

ASSETS 274,837,456 565,031,397 131,712,828 696,744,225 526,967,567 29,122,751 556,090,318 173,344,750 4,930,514 | 1,705,947,263
Intangible assets 892,724 5,371,378 8,657,541 14,028,919 5,993,196 29,781 6,022,977 13,388,822 2,787,676 37,121,118
Property, plant and equipment 2,654,540 22,010,348 13,873,614 35,883,962 1,985,583 2,143,756 4,129,339 101,027 124,564 42,893,432
Deferred tax assets 1,867,370 9,888 72,546 82,434 0 441 a4 0 0 1,950,245
Investment property 9,394,533 6,411,948 4,796,930 11,208,878 39,608 0 39,608 0 0 20,643,019
Financial investments: 162,310,851 425,673,545 80,589,909 506,263,454 291,963,448 24,732,979 316,696,427 22,826,738 0 | 1,008,097,470
- loans and deposits 5,085,869 2,825,837 18,505,069 21,330,906 6,846 1,679,795 1,686,641 5,438,931 0 33,542,347
- held to maturity 1,393,386 35,320,569 3,496,063 38,816,632 30,578,107 2,083,460 32,661,566 4,250,452 0 77,122,037
- available for sale 153,175,040 382,444,839 58,516,033 440,960,871 261,374,919 20,675,814 282,050,733 8,830,765 0 885,017,410
- at fair value through profit or loss 2,656,556 5,082,301 72,744 5,155,045 3,576 293,909 297,485 4,306,590 0 12,415,676
Funds for the benefit of policyholders who bear the investment risk 0 0 0 0 204,770,733 47,771 204,818,504 0 0 204,818,504
Reinsurers’ share of technical provisions 9,019,966 14,221,663 3,899,277 18,120,940 144,924 6,920 151,844 0 0 27,292,750
Investment contract assets 0 0 0 0 0 0 0 135,586,965 0 135,586,965
Receivables 72,109,652 54,259,509 11,686,954 65,946,463 837,085 652,454 1,489,539 13,709 990,648 140,550,011
Receivables arising out of primary insurance business 66,964,340 50,911,801 7,319,653 58,231,454 745,978 580,804 1,326,782 11,185 0 126,533,761
Receivables arising out of reinsurance and co-insurance business 4,842,279 577,109 411,881 988,990 0 4,529 4,529 0 0 5,835,798
Current tax assets 14,488 33,806 121,433 155,239 0 0 0 0 0 169,727
Other receivables 288,545 2,736,793 3,833,987 6,570,780 91,107 67,121 158,228 2,524 990,648 8,010,725
Deferred acquisition costs 5,543,138 10,021,798 3,739,550 13,761,348 431,932 22,816 454,748 0 0 19,759,234
Other assets 380,021 920,495 387,060 1,307,555 900 22,223 23,123 287,849 65,672 2,064,220
Cash and cash equivalents 10,664,660 26,080,935 4,009,448 30,090,383 20,800,158 1,463,610 22,263,768 1,139,640 498,980 64,657,431
Non-current assets held for sale 0 49,890 0 49,890 0 0 0 0 0 49,890
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Equity and liability items by operating segment as at 31 December 2018

CONTENTS
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31/12/2018 Reinsurance Non-life business Life business Pensions
business
Slovenia International Total Slovenia International Total
LIABILITIES 349,227,765 515,265,333 123,367,424 638,632,758 508,045,117 30,376,834 538,421,953 174,699,787 4,965,003 1,705,947,263
Equity 153,206,458 64,183,650 38,017,218 102,200,868 39,847,893 11,281,453 51,129,346 30,251,271 3,387,513 340,175,455
Equity attributable to owners of the controlling company 153,206,458 64,183,650 37,665,813 101,849,463 39,847,893 11,281,453 51,129,346 30,251,271 3,189,301 339,625,838
Non-controlling interest in equity 0 0 351,405 351,405 0 0 0 0 198,212 549,617
Technical provisions 156,779,256 416,360,199 75,985,712 492,345,911 245,113,488 18,107,217 263,220,705 8,145,615 0 920,491,487
Unearned premiums 25,023,103 127,408,821 30,627,563 158,036,384 742,616 299,732 1,042,348 0 0 184,101,835
Mathematical provisions 0 0 0 0 229,055,266 17,648,485 246,703,751 8,145,615 0 254,849,366
Provision for outstanding claims 131,117,879 279,281,319 44,183,757 323,465,076 15,315,606 159,000 15,474,606 0 0 470,057,561
Other technical provisions 638,274 9,670,059 1,174,392 10,844,451 0 0 0 0 0 11,482,725
Iechnica! provision fo.r the benefit of life insurance policyholders who 0 o 0 0 209,984,866 47,77 210,032,637 0 o 210,032,637
ear the investment risk

Other provisions 376,521 5,348,757 738,365 6,087,122 1,081,458 2,695 1,084,153 140,451 42,000 7,730,247
Deferred tax liabilities 0 1,635,238 234,300 1,869,538 1,594,732 38,398 1,633,130 26,567 0 3,529,235
Investment contract liabilities 0 0 0 0 0 0 0 135,441,508 0 135,441,508
Other financial liabilities 87,506 -1 155,154 155,153 0 436 436 0 0 243,095
Liabilities from operating activities 35,618,804 6,439,968 3,934,306 10,374,274 8,256,394 268,718 8,525,612 34,160 183,751 54,736,601
Liabilities from primary insurance business 30,472,253 4,465,905 1,037,780 5,503,685 8,102,962 199,614 8,302,576 0 0 44,278,514
Liabilities from reinsurance and co-insurance business 3,149,394 594,814 2,417,287 3,012,101 1,790 12,747 14,537 0 0 6,176,032
Current income tax liabilities 1,997,157 1,379,249 479,239 1,858,488 152,142 56,357 208,499 34,160 183,751 4,282,055
Other liabilities 3,159,218 21,297,522 4,302,370 25,599,892 2,165,788 630,146 2,795,934 660,215 1,351,739 33,566,998
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Asset items by operating segment at 31 December 2017

CONTENTS
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31/12/2017 Reinsurance Non-life business Life business Pensions
business
Slovenia International Total Slovenia International Total

ASSETS 276,345,977 562,701,741 121,679,095 684,380,835 573,410,626 29,285,789 602,696,415 144,924,839 1,708,348,067
Intangible assets 807,011 5,930,640 8,669,940 14,600,580 7,213,397 38,444 7,251,841 53,512 0 22,712,944
Property, plant and equipment 2,485,645 25,240,112 13,318,247 38,558,359 2,116,782 2,197,557 4,314,339 79,671 0 45,438,014
Deferred tax assets 1,238,826 534,480 95,467 629,947 238,446 345 238,791 0 0 2,107,564
Investment property 8,230,878 3,066,546 4,025,810 7,092,356 40,950 0 40,950 0 0 15,364,184
Financial investments: 165,273,295 440,447,032 71,613,992 512,061,024 323,574,108 24,275,764 347,849,873 12,940,827 0 1,038,125,019
- loans and deposits 5,526,052 3,019,310 15,223,594 18,242,904 7,439 4,243,147 4,250,586 10,001 0 28,029,543
- held to maturity 1,393,175 40,298,157 3,656,201 43,954,358 55,863,681 2,882,172 58,745,853 2,138,941 0 106,232,327
- available for sale 158,079,091 397,002,654 52,723,889 449,726,543 266,912,104 16,837,430 283,749,534 6,090,111 0 897,645,279
- at fair value through profit or loss 274,977 126,911 10,308 137,220 790,884 313,015 1,103,900 4,701,774 0 6,217,870
Funds for the benefit of policyholders who bear the investment risk 0 0 0 0 227,172,652 55,401 227,228,053 0 0 227,228,053
Reinsurers’ share of technical provisions 9,744,947 16,212,812 4,626,944 20,839,757 198,672 3,866 202,538 0 0 30,787,241
Investment contract assets 0 0 0 0 0 0 0 129,622,131 0 129,622,131
Receivables 74,851,935 47,924,024 12,954,338 60,878,362 856,334 1,867,321 2,723,655 1,573 0 138,455,525
Receivables arising out of primary insurance business 71,773,739 45,187,064 6,451,723 51,638,787 741,601 170,420 912,021 0 0 124,324,547
Receivables arising out of reinsurance and co-insurance business 2,906,051 567,453 2,721,346 3,288,799 0 2,867 2,867 0 0 6,197,717
Current tax assets 0 0 17,822 17,822 0 0 0 0 0 17,822
Other receivables 172,145 2,169,507 3,763,447 5,932,954 114,733 1,694,034 1,808,767 1,573 0 7,915,439
Deferred acquisition costs 6,235,348 8,743,590 3,214,513 11,958,103 311,809 1,933 313,742 0 0 18,507,194
Other assets 799,634 880,008 324,817 1,204,825 1,391 30,286 31,677 7,259 0 2,043,395
Cash and cash equivalents 6,678,458 13,721,812 2,835,026 16,556,338 11,686,085 814,872 12,500,957 2,219,866 0 37,956,119
Non-current assets held for sale 0 684 0 684 0 0 0 0 0 684
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Equity and liability items by operating segment as at 31 December 2017

CONTENTS
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31/12/2017 Reinsurance Non-life business Life business Pensions
business
Slovenia International Total Slovenia International Total
LIABILITIES 345,352,373 515,078,617 120,152,010 635,230,627 554,636,153 27,411,026 582,047,178 145,717,890 1,708,348,067
Equity 143,382,173 67,041,741 37,684,149 104,725,890 47,700,274 11,099,491 58,799,765 9,209,069 0 316,116,895
Equity attributable to owners of the controlling company 143,382,173 67,041,741 37,365,667 104,407,408 47,700,274 11,099,491 58,799,765 9,209,069 0 315,798,413
Non-controlling interest in equity (1] 0 318,482 318,482 0 0 0 0 0 318,482
Technical provisions 155,981,500 413,731,878 73,020,045 486,751,923 266,379,368 15,729,853 282,109,221 6,555,718 0 931,398,362
Unearned premiums 27,784,980 115,284,582 27,763,773 143,048,355 794,499 229,425 1,023,924 0 0 171,857,259
Mathematical provisions 0 0 0 0 249,604,958 15,249,239 264,854,197 6,555,718 0 271,409,915
Provision for outstanding claims 127,827,170 290,994,868 44,020,475 335,015,343 15,979,911 250,158 16,230,069 0 0 479,072,582
Other technical provisions 369,350 7,452,428 1,235,797 8,688,225 0 1,031 1,031 0 0 9,058,606
'!I;echnical. provision fo.r the benefit of life insurance policyholders who 0 o 0 0 226,472,492 55,401 226,527,893 0 0 226,527,893
ear the investment risk

Other provisions 351,250 5,356,300 664,997 6,021,297 1,154,362 31,137 1,185,499 42,567 0 7,600,613
Deferred tax liabilities 0 2,674,519 257,798 2,932,317 2,799,681 49,496 2,849,177 0 0 5,781,494
Investment contract liabilities 0 0 0 0 0 0 0 129,483,034 0 129,483,034
Other financial liabilities 91,181 0 154,023 154,023 1 0 1 0 0 245,205
Liabilities from operating activities 43,115,652 5,423,252 4,101,107 9,524,359 7,683,212 274,965 7,958,177 0 0 60,598,188
Liabilities from primary insurance business 39,870,845 4,204,601 2,989,748 7,194,349 7,464,498 181,597 7,646,095 0 0 54,711,289
Liabilities from reinsurance and co-insurance business 3,090,008 1,218,651 845,443 2,064,094 1,308 4,773 6,081 0 0 5,160,183
Current income tax liabilities 154,799 0 265,916 265,916 217,406 88,595 306,001 0 0 726,716
Other liabilities 2,430,618 20,850,927 4,269,891 25,120,818 2,446,762 170,683 2,617,445 427,502 (1] 30,596,383
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Income statement items by operating segment 2018

Reinsurance

Slovenia

Non-life

International

CONTENTS

Slovenia

Life

International

Pensions
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Net earned premiums 88,342,760 266,087,185 61,540,814 327,627,998 78,235,117 8,244,783 86,479,900 2,219,043 0 504,669,701
Gross premiums written 89,317,441 299,788,809 68,122,098 367,910,907 78,512,481 8,339,667 86,852,148 2,219,043 0 546,299,539
Written premiums ceded to reinsurers and co-insurers -3,773,119 -18,373,447 -4,437,049 -22,810,497 -338,523 -20,714 -359,237 0 0 -26,942,852
Change in gross unearned premiums 2,761,879 -11,969,069 -2,200,503 -14,169,572 62,048 -70,050 -8,002 0 0 11,415,695
Change in unearned premiums, reinsurers’ and co-insurers’ shares 36,559 -3,359,108 56,268 -3,302,840 -889 -4,120 -5,009 0 0 -3,271,291
Investment income 9,314,271 6,643,714 2,639,957 9,283,671 6,662,342 920,515 7,582,857 621,363 0 26,802,161
Interest income 2,361,871 4,747,360 2,253,758 7,001,118 5,864,014 779,269 6,643,283 452914 0 16,459,186
Other investment income 6,952,400 1,896,354 386,199 2,282,552 798,328 141,246 939,574 168,449 0 10,342,975
:::;:::I:sr?:kgains on investments of life insurance policyholders who bear the 0 0 0 0 16,866,684 640 16,867,324 0 0 16,867,324
Other technical income 6,474,011 9,308,109 2,448,055 11,756,164 1,348,282 103,491 1,451,773 1,556,410 0 21,238,357
Commission income 365,777 2,565,704 645,584 3,211,288 52,942 4,676 57,618 0 0 3,634,682
Other technical income 6,108,234 6,742,405 1,802,471 8,544,876 1,295,340 98,815 1,394,155 1,556,410 0 17,603,675
Other income 694,824 2,522,851 1,977,784 4,500,635 585,618 25,971 611,589 2,723,251 6,019,377 14,549,676
Net claims incurred -53,742,449 | -150,490,839 -30,088,710 | -180,579,550 -83,103,556 -2,632,260 -85,735,816 -702,771 0 | -320,760,586
Gross claims payments less income from recourse receivables -51,397,784 -172,411,609 -31,334,317 -203,745,926 -83,983,307 -2,726,730 -86,710,037 -702,771 0 -342,556,518
Reinsurers’ and co-insurers’ shares 1,707,583 8,994,203 1,672,411 10,666,613 79,246 6,676 85,922 0 0 12,460,118
Change in the gross claims provision -3,290,709 11,811,941 449,760 12,261,701 853,363 89,162 942,525 0 0 9,913,517
Change in the provision for outstanding claims, reinsurers’ and co-insurers’ shares -761,539 1,114,626 -876,563 238,062 -52,859 -1,368 -54,227 0 0 -577,703
Change in other technical provisions -268,920 -2,546,120 198,753 -2,347,367 19,780,293 -2,366,525 17,413,768 -1,589,897 0 13,207,584
Change in technical provisions for policyholders who bear the investment risk 0 0 0 0 15,954,842 7,838 15,962,680 0 0 15,962,680
Expenses for bonuses and rebates 0 342,226 -53,598 288,628 0 0 0 0 0 288,628
Operating expenses -26,224,095 -88,455,052 -31,335,103 -119,790,155 -20,313,406 -3,835,152 -24,148,558 -2,674,077 -5,294,551 -178,131,437
Acquisition costs 21,237,494 -25,393,684 -4,838,962 -30,232,646 -6,254,532 -628,434 -6,882,966 -19,403 0 -58,372,509
Change in deferred acquisition costs -652,725 1,235,211 535,818 1,771,029 459,339 20,893 480,232 0 0 1,598,536
Other operating expenses -4,333,876 -64,296,579 -27,031,959 -91,328,538 -14,518,213 -3,227,611 17,745,824 -2,654,674 -5,294,551 -121,357,464
Expenses relating to investments in related parties 0 0 -94,906 -94,906 0 0 0 0 -56,224 -151,130
Impairment loss on goodwill 0 0 -94,906 -94,906 0 0 0 0 0 -94906
Loss arising out of investments in equity-accounted associate companies 0 0 0 0 0 0 0 0 -56,224 -56,224
Expenses for financial assets and liabilities -8,383,525 -372,972 -199,664 -572,636 -55,252 -281,473 -336,726 -304,976 -6,588 -9,604,451
Impairment losses on financial assets not at fair value through profit or loss -1,943,974 0 0 0 0 0 0 -1 0 -1,943,975
Interest expense 0 0 -21,856 -21,856 0 0 0 -1 -6,588 -28,445
Other investment expenses -6,439,551 -372,972 -177,808 -550,780 -55,252 -281,473 -336,726 -304,974 0 -7,632,031
::;: ;::::l:s::klosses on investments of life insurance policyholders who bear the 0 0 0 0 -23,496,866 1,379 -23,498,245 0 0 -23,498,245
Other technical expenses -5,662,287 -12,914,116 -4,014,377 -16,928,493 -139,787 -133,165 -272,952 -437,380 -4,717 -23,305,829
Other expenses -727,366 -1,649,310 -473,934 -2,123,244 -13,147 -8,772 -21,919 -522 -810 -2,873,861

Profit or loss before tax 9,817,222 | 28,475,676 2,545,070 | 31,020,745 | 12,311,162 | 44,511 | 12,355,673 1,410,444 656,487 | 55,260,572

Income tax expense ‘ -12,248,723
Net profit or loss for the period 43,011,849
Net profit or loss attributable to owners of the controlling company 42,790,617
Net profit/loss attributable to non-controlling interest ‘ 221,232
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Income statement items by operating segment 2017

(EUR)
2017

Reinsurance

Slovenia

Non-life

International

CONTENTS

Slovenia

Life

International
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Net earned premiums 90,753,434 236,000,817 54,301,567 290,302,385 80,635,888 7,055,555 87,691,443 2,118,731 0 470,865,993
Gross premiums written 96,220,818 270,369,068 60,562,023 330,931,091 80,880,631 7,082,160 87,962,791 2,118,731 0 517,233,431
Written premiums ceded to reinsurers and co-insurers -3,714,207 -25,926,840 -4,230,470 -30,157,310 -353,350 -18,429 -371,779 0 0 -34,243,296
Change in gross unearned premiums -1,943,238 -9,392,092 -2,528,441 -11,920,533 104,333 -6,327 98,006 0 0 -13,765,765
Change in unearned premiums, reinsurers’ and co-insurers’ shares 190,062 950,681 498,455 1,449,136 4,274 -1,849 2,425 0 0 1,641,623
Investment income 7,695,545 7,370,825 2,480,304 9,851,129 8,318,995 905,393 9,224,388 675,853 0 27,446,915
Interest income 2,571,015 5,542,395 2,231,802 7,774,197 7,236,115 637,112 7,873,227 388,888 0 18,607,327
Other investment income 5,124,530 1,828,431 248,502 2,076,932 1,082,880 268,281 1,351,161 286,965 0 8,839,588
::: ;:::l:sr?:kgains on investments of life insurance policyholders who bear the 0 0 0 0 16,847,828 1,556 16,849,384 0 0 16,849,384
Other technical income 4,453,087 5,720,526 2,155,808 7,876,334 1,474,032 162,540 1,636,572 1,463,728 0 15,429,720
Commission income 300,852 2,011,692 511,827 2,523,519 43,297 3,201 46,498 0 0 2,870,868
Other technical income 4,152,235 3,708,834 1,643,981 5,352,815 1,430,735 159,339 1,590,074 1,463,728 0 12,558,852
Other income 432,595 2,876,338 1,832,900 4,709,238 705,311 199,517 904,828 11,339 0 6,058,000
Net claims incurred -56,062,407 -142,748,185 -25,097,330 -167,845,514 -70,006,181 -1,737,308 -71,743,489 -451,910 0 -296,103,320
Gross claims payments less income from recourse receivables -54,159,750 -154,626,111 -28,382,817 | -183,008,928 -70,327,201 -1,779,371 -72,106,572 -451,910 0 -309,727,160
Reinsurers’ and co-insurers’ shares 651,588 11,351,915 3,733,232 15,085,148 108,075 1,717 109,792 0 0 15,846,528
Change in the gross claims provision -1,813,688 -1,833,872 443,993 -1,389,879 231,170 40,437 271,607 0 0 -2,931,960
Change in the provision for outstanding claims, reinsurers’ and co-insurers’ shares -740,557 2,359,883 -891,738 1,468,145 -18,225 -91 -18,316 0 0 709,272
Change in other technical provisions -158,608 424,865 -616,903 -192,038 2,796,216 -2,723,402 72,814 -1,902,017 0 -2,179,849
Change in technical provisions for policyholders who bear the investment risk 0 0 0 0 -1,108,638 -12,689 -1,121,327 0 0 -1,121,327
Expenses for bonuses and rebates 0 56,333 -50,485 5,848 0 0 0 0 0 5,848
Operating expenses -24,072,970 -80,355,535 -28,213,300 | -108,568,835 -19,485,280 -3,451,783 -22,937,063 -1,383,460 0 -156,962,328
Acquisition costs -21,175,815 -21,105,811 -3,378,978 -24,484,789 -5,741,721 -515,632 -6,257,353 -31,170 0 -51,949,127
Change in deferred acquisition costs 1,203,450 -149,891 827,797 677,906 507,669 -23 507,646 0 0 2,389,002
Other operating expenses -4,100,605 -59,099,833 -25,662,119 -84,761,952 -14,251,228 -2,936,128 -17,187,356 -1,352,290 0 | -107,402,203
Expenses for financial assets and liabilities -10,379,159 -431,696 -278,973 -710,670 -161,880 -505,102 -666,983 -134,733 0 -11,891,544
Impairment losses on financial assets not at fair value through profit or loss -215,401 -99,425 -4,883 -104,308 -269 -21 -291 0 0 -320,000
Interest expense -718,338 0 -522 -522 0 0 0 0 0 -718,860
Other investment expenses -9,445,420 -332,271 -273,568 -605,839 -161,611 -505,081 -666,692 -134,733 0 -10,852,684
::ie: s|.::r:'|\'::r;\‘|tisr?;iklosses on investments of life insurance policyholders who bear the 0 0 0 0 -8,255,710 706 -8,256,416 0 0 -8,256,416
Other technical expenses -5,974,862 -6,606,152 -4,197,306 -10,803,458 -228,340 -441,445 -669,785 -37,975 0 -17,486,080
Other expenses -234,824 -1,238,960 -1,174,186 -2,413,146 -103,545 -22,498 -126,043 0 -2,774,013

e o 6,451,832 21,069,176 1,142,096 22,211,272 11,428,695 -570,372 10,858,323 mm 39,880,983

Income tax expense ‘ -8,786,075
Net profit or loss for the period 31,094,908
Net profit or loss attributable to owners of the controlling company 31,065,329
Net profit or loss attributable to non-controlling interest ‘ 29,579
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Inter-segment business — inter-segment consolidation eliminations

Reinsurance business

Non-life business

CONTENTS

Life business Pensions

ANNUAL REPORT 2018 |

Net earned premiums 62,318,775 56,998,934 148,129 155,695 1,734 0 0 0 0
Net claims incurred -31,289,893 -29,365,699 -3,553,752 -63,437 0 0 0 0 0
Operating expenses -13,074,621 12,428,628 -1,444,069 -988,468 -914,597 -785,715 -47,812 -4,509 -161,666 -138,825
Investment income 71,727 76,441 124 4,456 0 0 0 0 0
Other income 332,875 23,017 262,339 118,402 325,724 3 0 6,181,951 1,875,677

Cost of intangible and property, plant and equipment assets by operating segment odsekih

Reinsurance business

334,072 196,213

Investments in intangible assets ‘

Non-life insurance business

L42L825‘

806,960

Life insurance business

345,710

Pensions

| 36,037 82,396 38812 0

2,184,003

1,078,694

396,598 \ 289,914 \

Investments in property, plant and equipment ‘

1981927 \

4,620 411 \

The Group’s insurance operations are focused on Slovenia and the Adria
region (Serbia, Croatia, Montenegro, North Macedonia and Kosovo), while
its reinsurance operations take place in global reinsurance markets.

25,900

\ 96,989 \ 35,159 \ 73,814 \ 370,235 \

17.5 Standards and Interpretations issued but
not yet effective and new standards and
interpretations

The accounting policies applied are consistent with those of the previous
financial year, except for the following new or amended IFRSs adopted by the
Group for annual periods beginning on or after 1 January 2018.

Amended standards that are already effective
IFRS 9 Financial Instruments

The final version of IFRS 9 Financial Instruments reflects all phases of the
financial instruments project and replaces IAS 39 Financial Instruments:
Recognition and Measurement and all previous versions of IFRS 9. The stand-
ard introduces new requirements for classification and measurement, impair-
ment, and hedge accounting. Management has made an assessment of the
effect of the standard and considers postponing the application of IFRS 17
Insurance Contracts.

23,512 \

2,809,819 \

5,104,640
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Due to the adoption of the new standard on insurance contracts, IFRS 17,
insurance companies may apply the standard as of 1 January 2021. Late
application is conditional upon the carrying amount of liabilities arising out
of insurance business exceeding 90% of the total carrying amount of liabil-
ities. The satisfaction of this condition was tested as at 31 December 2015.
The calculation is shown in the table below. There have been no changes that
would have any significantly effect on the satisfaction of the condition since

31 December 2015.

The Group must disclose certain data under IFRS 9 as follows.

31/12/2015 As 7% of total
liabilities

Technical provisions and liabilities from operating activities ‘ 937,776,777 ‘ 79.1%
Technical provision for the benefit of life insurance policyholders who bear 207.590.086 17.5%
the investment risk ’ ’ e
Liabilities under insurance contracts subject to IFRS 4 1,145,366,863 96.6%

Other liabilities 40,674,000 3.4%

1,186,040,863 100.0%

Total liabilities™

* Excluding equity, junior bonds and investment contract liabilities.

31/12/2018 As 7% of total | 31/12/2017 | As % of total
liabilities liabilities

Technical provisions and liabilities from operating o o
activitios 970,946,033 78.9% | 991,269,834 78.5%
Technical provision for the benefit of life insurance 210.032.637 171 226.527.893 17.9%
policyholders who bear the investment risk ? ? ne e e

Liabilities under insurance contracts subject to IFRS 4 1,180,978,670 96.0% | 1,217,797,727 96.4%

Other liabilities 49,351,630