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ABSTRACT

Anna Kostakou

The contribution of Own Risk Solvency Assessment to corporate

governance
August 2017

Risk is an integral part of every human’s as well as company’s life.
Every day we have to face new situations, take new risks and make new
decisions. Every living moment contains risk. The question is what we really
think in the hearing of the word risk? Can we give an answer if anyone asks
the meaning of this word?
Insurance companies help us secure our life from economic risks by taking full
responsibility of them in exchange for a certain amount called premium. But
how can we secure ourselves from a possible bankruptcy of an insurance
company? This is the reason that a new legislation was created, Solvency II,
more effective than the previous one to control insurance companies.
This paper will make an effort to present the basic elements of risk some main
categories of it as well as ways to deal with danger. In addition, the new
regulatory framework called Solvency Il that was created to help insurance
companies control most kinds of risk and finally secure themselves from a
possible bankruptcy will be presented and explained.
In a theoretical prospect there will be a description of the new directive,
Solvency Il that was applied to the insurance market from 1/1/2016. The basic
element of the new framework on which companies are based on achieving
certain goals is a risk-based approach. It contains three pillars that will be

analyzed in detail and we shall focus on the second pillar that concerns the

[1X]



corporate governance of a company through Own Risk Solvency Assessment.
ORSA process, which is the main part of this thesis, will guide us to see how
insurance companies should recognize and evaluate all material risks that they
face and calculate their capital requirements based on their risk profile.

The research part of this paper, using data from various sources, is the
construction of appropriate models in order to discover the factors that
influence the sustainability of insurance’s company. Through ORSA we can
decide which dangers we should preserve which ones we should reject and
how these decisions shall lead to the profit and the prosperity of the insurance
company.

To sum up, general conclusions and observations will derive from all the
statistical analysis to comprehend the ORSA process in order for us to have a
global but well understood picture of the second pillar of the new regulatory

directive, Solvency II.
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Solvency Il is the Directive in European Union law that harmonizes the EU
insurance regulation. Primarily this concerns the amount of capital that EU
insurance companies must hold to reduce the risk of bankruptcy in order for
the European citizens to be protected. The basic element of this Directive to
achieve these goals is a Risk Based Approach. Solvency Il has brought major
changes, not only in the financial aspect of an insurance company but also in
the structure of the company itself. The main purpose of this paper is to
describe the way an insurance company should operate according to this new
directive. We will present the different parts of a company and how each
department has its own role but also cooperate with all the other departments
in order to achieve the main goal of Solvency Il, to estimate the danger and
decide if they should accept it or reject it. The new Directive helps the
insurance companies offering some basic guidelines but each company has its
own structures, rules, departments and limits in order to decide which risks to
accept. We will examine how a Greek insurance company is organized and

how its department operates according to the new Directive.
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INTRODUCTION

From the moment we wake up till the moment we close our eyes we are being

troubled by questions such as “What is going to happen today?”, “When is it going to
happen?”, “If something happens what will be the result of that?”. While some of the
risks may seem trivial, others make a significant difference in the way we live our
lives.

Persons are frequently exposed to dangers of loss or reduction of income, change in
their economic capitals, fortune or even any kind of liability. The imperfect
knowledge of the future as well as the fear of the unknown has led us to the need of
investigating the meaning of danger, its impact in our life and possible ways to
restrain or even vanish it.

In this chapter we are going to analyze the meaning of danger and more specific
financial danger, ““uncertainty”” and ““risk™ that concerns every person individually
but also the whole financial world including insurance companies and banks. We will
see how dangers are categorized in order to deal with them with the appropriate
measures and finally we will discuss about Utility theory, which is briefly the way that

each person looks at danger and the measures that takes against it.
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CHAPTER I: RISK

1.1 Meaning of danger

Risk accompanies us to every aspect of our life and is usually connected to a loss of
something which at the end is translated to an economic amount. Financial markets
are becoming increasingly sophisticated in pricing, accepting, transferring and
compensating risks. In order to determine risk limits, portfolio optimization, capital
growth and valid calculation for future expenses we need first to measure risk. In the
absence of a proper definition of risk we could not have correct measurements of risk.
It is necessary then, if not vital to define risk. In 1921, Frank Knight summarized the
difference between risk and uncertainty thus:

“...Uncertainty must be taken in a sense radically distinct from the familiar notion of
Risk, from which it has never been properly separated. ...The essential fact is that
“risk” means in some cases a quantity susceptible of measurement, while at other
times it is something distinctly not of this character; and there are far-reaching and
crucial differences in the bearings of the phenomena depending on which of the two is
really present and operating. ...It will appear that a measurable uncertainty, or “risk”
proper, as we shall use the term, is so far different from an un-measurable one that it
IS not in effect an uncertainty at all.”

At the bottom of the uncertainty problem in economics is the forward-looking
character of the economic process itself. Even if we say that we want to live in a world
where everything was “cut and dried”, we do not really want to live in a perfectly
rational world because sometimes uncertainty can be profitable.

Even though substantial knowledge and financial, mathematical or even risk-
eliminating techniques have made huge progress over the years, it is not possible to
control all the risks that contain negative effects. Just imagine that there is not even a
universal and unanimous definition about risk.

In short, danger can be translated as gain or loss. Usually the word risk is used to
describe an uncertainty from the aspect of an unfavorable outcome whereas the term
uncertainty is connected to a favorable outcome; we speak then of the risk of a loss

and the uncertainty of a gain.

! Knight, F.H., 1921, Risk, Uncertainty and Profit, University of Chicago Press
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1.2 Risk and diversification

Dangers can be separated in different categories according to various factors. In this
paper we are more interested in risks according to the economic change that they
bring. The categories of these types of risk are the following:
Negligible dangers - dangers that we do not consider to be important because
the level of the economic loss that they might bring is too small.
Negative dangers — dangers that have as a result financial gain instead of loss.
Positive dangers or pure risk — dangers that may have as a consequence
economic loss greater than we expect.
Speculative dangers — dangers that can result either on a positive or a negative
economic situation.
Invaluable dangers — dangers that cause losses of infinite price. The major

danger of this category is the danger of death.

We will focus on the third and fourth category of danger, the pure risks that usually
appear to insurance companies and the speculative risks that take place in the financial
institutions. Risk professionals often differentiate between pure risk that features some
chance of loss and no chance of gain (e.g., fire risk, flood risk, etc.) and those they
refer to as speculative risk. Speculative risks feature a chance to either gain or lose
(including investment risk, reputational risk, strategic risk, etc.). Some risks can be
transferred to a third party—Ilike an insurance company. These third parties can
provide a useful “risk management solution.” Some situations, on the other hand,
require risk transfers that use capital markets, known as hedging or
securitizations. Hedging refers to activities that are taken to reduce or eliminate
risks. Securitization is the packaging and transferring of insurance risks to the capital
markets through the issuance of a financial security. Risk retention is when a firm
retains its risk. In essence it is self-insuring against adverse contingencies out of its
own cash flows.

Some examples of pure risks against speculative risks can be shown in the table

below:
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Pure Risk—Loss or No Loss Only

Speculative Risk—Possible Gains or

Losses

Physical damage risk to property

Market risks: interest risk, foreign

exchange risk, stock market risk

Liability risk exposure (such as premise

liability, employment practice liability)

Credit risk (at the individual enterprise

level)

Operational risk: mistakes in process or

procedure that cause losses

Brand risk

Mortality risk at the individual level

Reputational risk

Mortality risk at global level (as in

Regulatory change risk

pandemics, social security program

exposure, nationalize health care system)

Natural  disaster — damage: floods, | Accounting risk
earthquakes, windstorms
Man-made destructive risks: nuclear | Population changes

risks, wars, unemployment, population

changes, political risks

Environmental risks: water, air, | Political risk

hazardous-chemical, and other pollution;

depletion of resources

Pure and speculative risks are not the only way one might dichotomize risks. Another
breakdown is between catastrophic risks, such as flood and hurricanes, as opposed to
accidental losses such as those caused by accidents such as fires. Another
differentiation is by systemic or nondiversifiable risks, as opposed to idiosyncratic or
diversifiable risks; this is explained below.

Diversifiable risks are those that can have their adverse consequences mitigated
simply by having a well-diversified portfolio of risk exposures. For example, having
some factories located in non-earthquake areas or hotels placed in numerous locations
in the United States diversifies the risk. If one property is damaged, the others are not
subject to the same geographical phenomenon causing the risks. A large number of

relatively homogeneous independent exposure units pooled together in a portfolio can
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make the average, or per exposure, unit loss much more predictable, and since these
exposure units are independent of each other, the per-unit consequences of the risk
can then be significantly reduced, sometimes to the point of being ignorable. Risks,
which are idiosyncratic (with particular characteristics that are not shared by all) in
nature, are often viewed as being amenable to having their financial consequences
reduced or eliminated by holding a well-diversified portfolio.

Systemic risks that are shared by all, on the other hand, such as global warming, or
movements of the entire economy such as that precipitated by the credit crisis of fall
2008, are considered nondiversifiable. Every asset or exposure in the portfolio is
affected. The negative effect does not go away by having more elements in the
portfolio.

We could continue to explore ways to categorize risks but this is not the purpose of
this paper. Some more categories of insurance danger can be found in Appendix I. It
was necessary to have an idea about the possible diversification of risk but the
category that will trouble our minds is that of pure risk. The most common and
effective solution to deal with these kinds of risk is to transfer them at an insurance

company for a price; a premium.
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CHAPTER 11: SOLVENCY 11

2.1 Introduction

Rapid political, social and mostly economical changes that have taken place through
the past years have led the economic world into an unstable environment. Taxes are
constantly increasing, salaries are decreasing, smaller or larger businesses struggle to
increase or at least to stabilize their capitals against this harsh situations, the health
system is weakening and various risks are rising through these situations.

Insurance companies are no exception. In this unstable world, it is necessary to be
found new ways to control and eliminate risk and ensure the longevity of an insurance
company. The baseline of an insurance company is its financial solvency or else the
degree to which the current assets of an individual or entity exceed the current
liabilities of that individual or entity.

The Solvency Il Directive is a world-leading standard that requires insurers to focus
on managing all of the risks facing their organization. It offers insurance companies a
real opportunity to improve their risk-adjusted performance and operational
efficiency, which is likely to be good news for policyholders, for the insurance
industry, and the European Union economy as a whole.

Solvency Il is very much a living process and continues to evolve through valuable
consultation, feedback, and cooperation between the insurance industry and regulatory
bodies. As the process unfolds, unforeseen challenges and opportunities encourage
progress and enable adjustments toward achieving the EU’s goals for the insurance
industry. The framework will follow the Basel Accord approach, with a three-pillar
structure, which will bring insurance and reinsurance regulation more in line with

regulation applied to the banking community.
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2.2 Presentation of Solvency Il

Solvency Il is the new regulatory framework that was created at 22 of April in 2009
by the European Parliament and the European Council. The current framework
contains elements from the previous one (Solvency 1) as well as new elements that
concern evaluation of multiple risks that appear in different levels of insurance tasks.
This new Directive consists of 14 existing directions for insurance companies that
have been coded and adjusted to the new laws in order to reflect the desired changes.
Similar to the reasoning behind Basel I, the new framework adopts a more dynamic
risk-based approach and implements a non-zero failure regime, i.e., there is a 0.5
percent probability of failure. As a result, Solvency Il sets out to establish its new set
of capital requirements, valuation techniques, and governance and reporting standards
to replace the existing and outdated Solvency | requirements.
The main goals of the Solvency Il Directive are:
The protection of European citizen - policyholders
The establishment of a calculation of a solvency margin in accordance with the
real risks that insurance companies have to face.
The avoidance of the risk of an insurance company to gather too many
capitals.
An early warning system for deterioration in solvency by active capital
management.
It highlights the responsibility of the administration of an insurance company.
The intention to harmonize the regulations across the EU, replacing the
piecemeal system under which different countries have implemented the
Solvency | rules in different ways, particularly for group supervision, to a

single unified regime.

In addition, changes to capital requirements will provide a better reflection of an
insurer’s individual risk profile and should encourage major insurers to develop their
own internal models for setting the Solvency Capital Requirement (SCR), while many
smaller companies are more likely to opt for the standard formula to calculate the

SCR. This is likely to lead to a supervisory need for companies to show greater
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competency in risk assessments. The new system will also require a more unified
approach for evaluating technical provisions.
A comparison between the two frameworks, Solvency | and Solvency II, could help us

see the differences and improvements that have been made to the new regime.

Solvency | Solvency Il Solvency Il
Fegulstory Requiremerts Regulstory Requirerients Management Model

Surplus

Capital

Surplus

Capital

Surplus
Capital

Capital Add-on

Adjsted |E CH

standard y SCR
SCR

Margin
10
Technical e Best Estimate
Provisions Ta of Liabilities of Liabilities

The first two columns demonstrate the basic design of the two frameworks according
to the regulatory requirements. The third column depicts the management model that
an insurance company might use to run the business, which is known as the Internal
Economic Capital Requirement (IECR). While surplus capital under Solvency | and
Solvency Il appears to be similar, the actual situation will vary from company to

company depending on the size as well as the activity of the company.

Below there are certain explanations for the better understanding of the diagrams:
1. Technical provisions in accordance with each insurance company’s liabilities.
a. Best estimate of liabilities
b. Market value margin
2. Regulatory capital requirements
3

. Capital held in excess of regulatory capital requirements

Minimum Capital Requirement (MCR) — the minimum level of regulatory capital
Solvency Capital Requirement (SCR) — the risk-based level of regulatory capital
Adjusted SCR — SCR level which includes any supplementary capital requirement
determined through the Pillar 2 Supervisory review

IECR — management’s internal estimate of capital need
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2.3 The Three Pillars of Solvency I

As widely noted, Solvency Il is similar in structure to the Basel Il regulation for the
banking industry. Both are based on three pillars that include quantitative and
qualitative requirements and market discipline, and include specific components that
focus on capital, risk, supervision, and disclosure.

Pillar 1 presents all the quantitative requirements. This pillar aims to ensure firms are
adequately capitalized with risk-based capital. In this pillar we will meet the necessary
capital that an insurance company should possess in order to avoid bankruptcy (MCR)
as well as the desired one (SCR).

Pillar 2 imposes higher standards of risk management and governance within an
insurance company. It includes the Own Risk and Solvency Assessment (ORSA),
which requires a firm to undertake its own forward-looking self-assessment of its
risks, corresponding capital requirements, and adequacy of capital resources.

Pillar 3 concerns the transparency of an insurance company and its administration to
the public. There is a private annual report to supervisors?, and a public solvency and
financial condition report that increases the level of disclosure required by companies.
Any current returns will be completely replaced by reports containing core
information that insurance companies will have to make to the regulator on a quarterly
and annual basis. This ensures that a company’s overall financial position is better
represented and includes more up-to-date information for the protection of the citizens
— policyholders.

If we could visualize the whole entity of the new regulatory framework then a general

picture of the three pillars of Solvency would be the following:

Solvency Il Framework

Corporste
and Risk

kMeasurement
Gowernance

of as=set=s,
lizbilitie= =nd
capital

Disclosure
v Risk & requirements
Sol wancy
Aesessmeant
[ORSA)

FILLAR | FILLAR 1I FILLAR 1
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Pillar 1

Pillar 1 contains all the quantitative analysis that is necessary for the proper
capitalization of insurance companies. Under Solvency I, capital requirements are
determined based on profit and loss account measures (premiums and claims). In
contrast, Solvency Il adopts a balance sheet focused approach, with the SCR
consisting of a series of stresses against the key risks affecting all balance sheet
components (assets, as well as insurance liabilities), together with a charge in respect
of operational risk.

The quantitative requirements under Pillar 1 can effectively be broken down into six
components:

1. Valuation of assets and liabilities — In providing its advice to the European
Commission regarding the valuation bases to apply to arrive at a market
consistent valuation of assets and liabilities (other than technical provisions),
the Committee of European Insurance and Occupational Pensions Supervisors
(CEIOPS) has tried to harmonize its recommendations with existing fair value
options within International Financial Reporting/ Accounting Standards
(IFRS/1AS), as far as possible, in order to ensure that these items are valued
consistently across all member states. Some of the valuation bases mark a
significant departure from the current accounting valuations and/or the
Solvency | treatment.

2. Technical provisions — Under Solvency Il, major changes are proposed to the
valuation of technical provisions and the impact on reserving processes will be
significant. The valuations will differ significantly from the current accounting
valuation bases. The calculation of technical provisions will be based on their
current exit value. They will be established as best estimate liabilities plus a
risk margin, except in the case of hedgeable risks arising from (re)insurance
obligations. With respect to hedgeable risks, the value of technical provisions
is calculated directly, as a whole, and derived using the values of those
financial instruments. With respect to nonhedgeable risks, the risk margin is
calculated using the so-called cost-of-capital method. In this case, the cost-of-

capital rate used is the same for all undertakings (e.g., fixed percentage) and

% The National Bank of Greece
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corresponds to the spread above the riskfree interest rate that a BBB-rated
(re)insurance undertaking would be charged to raise eligible own funds.

SCR - Under Solvency Il, the EEA insurers will have to calculate both assets
and liabilities on a market-consistent basis, as well as MCR and SCR. The
SCR is a more risk-sensitive and sophisticated approach to calculating
solvency requirements, which will be more dynamic and is designed to project
the economic balance sheet in one year’s time following a 1-in-200-year loss
event occurring. The SCR covers at least the major risks, insurance, market,
credit, and operational risk, and will take full account of any risk mitigation
techniques that can be demonstrated and would be applied in times of stress.
The SCR may be calculated using a standard formula set out in the Directive
or by using an internal model preapproved by the regulator for this purpose.
MCR — While the SCR remains the target capital requirement under normal
market conditions, the MCR is also included. MCR is designed to be the lower
solvency calculation, corresponding to a solvency level, below which
policyholders and beneficiaries would be exposed to an unacceptable level of
risk, if the insurer were allowed to continue its operations. It is expected that,
in general, the SCR set by an internal model will provide a better reflection of
an insurer’s individual risk profile, which is the incentive for insurers to
develop their own internal models. However, in allowing the use of an internal
model, the regulators need to understand that it does properly cover all of the
risks and is calibrated appropriately.

Own funds — BOF (Basic Own Funds) is the excess of assets over liabilities as
determined by the EBS with any qualifying subordinated debt added back.
Some forms of off-balance-sheet finance may receive regulatory approval to
qualify as AOF. Both BOF and AOF are allocated to tiers of Own Funds
depending on prescribed criteria, and the SCR and the MCR both have rules
regarding the extent to which the tiers of Own Funds can be used as coverage
of these requirements.

Investments — Under Solvency Il, there are no prohibitions on classes of assets,
but, for all assets held, insurers need to be able to demonstrate that they
comply with the prudent person investment principles (PPIP). The PPIP

requirements start from the premise that an insurer should be free to invest in
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any assets it chooses, provided that it fully understands the risks involved,
makes proper provision for these (via the SCR), and that investment decisions
are made in the best interests of the policyholders. These requirements will
necessitate a change in the way assets are considered, both before acquisition

and during the lifetime over which they are held.

Pillar 2

Pillar 2 is concerned with imposing high standards of risk management and
governance within a firm’s organization. This pillar also requires supervisors to
challenge firms on risk management issues and look at the qualitative aspects of a
firm’s risk management and internal control systems. There will be qualitative
requirements for risk management systems in insurance companies to clearly set out
the requirement for an independent risk management function.

At the organizational level there will be various requirements. A key issue at this level
will be the requirement for core functions and processes to be established to support a
sound risk management system, i.e., risk management, actuarial, finance and, internal
audit functions, and internal control, and ORSA processes, with the board having the
ultimate responsibility for compliance over all three pillars. This list might not be
comprehensive, but considering the importance of these processes for insurance
companies, this would seem to be a reasonable assumption. Internal audit is a key area
of development since all risk-related processes will be subject to the activities of
internal audit, to ensure they are operating as intended.

Additionally, this pillar requires a firm to undertake its own forward looking
selfassessment of its risks, corresponding capital requirements, and adequacy of
capital resources. This is through the setup of the ORSA process, which requires firms
to undertake their own assessment of their solvency and financial position. It also
covers the way supervisory reviews will be carried out. Essentially, the ORSA is an
internal risk assessment process designed to ensure that senior management has
conducted their own review of exposed risks and to assess their own solvency needs.
The ORSA should be an integral part of managing the business against the company’s
chosen strategy and it should thus be an important tool in assisting strategic decision

making.
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Pillar 3

Pillar 3 aims to achieve greater levels of transparency to their supervisors and the
public so that firms are more disciplined in their actions. This pillar focuses on
disclosure requirements to ensure the transparency of the regime and that supervisors
have the necessary information to ensure compliance with Solvency Il. There is a
private annual regular supervisory report and a public solvency and financial condition
report that increase the level of disclosure required by firms. This includes an annual
Solvency and Financial Condition Report that will contain key quantitative
information. From a practice perspective, the scope of tasks under the Pillar 3
umbrella ranges from defining and updating company disclosure policy and technical
requirements, to completing documentation of Solvency Il procedures and the

implemented reporting cycle run.
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Chapter 111: ADMINISTRATION SYSTEM

3.1 Introduction

In order to preserve the interests of all the parties involved (the shareholders, the
clients and the employees) the company has a complete system of administration,
which is in line with the institutional framework for corporate administration. This
system consists of the Management and its Committees, as well as the respective

Operations.
Management (General Assembly, Board)
The company’s supreme body is the General Assembly of the Shareholders.

The members of the Board have sufficient knowledge of the company's operation, as
well as skills and experience to deal with the main risks to which the company is or
may be exposed to. The main obligation and duty of the Board is to constantly
strengthen the long-term financial value of the company and to serve the general
corporate interests. The Board is responsible for the preparation and approval of a
documented Operational Strategy that has a time horizon of at least one year. The
Board clearly defines the company's business objectives. The members of the Board
and any other person to whom the Board grants jurisdiction may not pursue personal
interests that are contrary to the company's interests. During 2016, there were the

following major changes in the administration system:
1. Resignation of an executive member without replacement (February 2016)

2. Election of a non-executive Board member (By the General Assembly’s

decision in June 2016). As a result, the composition of the Board consists of:
i.  The Chairman
ii.  The Chief Executive

iii.  The 1st Vice-Chairman - Non-Executive Member
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iv.  The 2nd Vice Chairman & Deputy Chief Executive — Executive

Member
v. One Executive Member

vi.  Five Non-executive Members

3.2 Committees

3.2.1 Board Committees

The Independent Audit and Risk Management Committees report to the Board.
Executive committee. The Executive Committee consists of executive Board
members as well as senior managers of the company. The Committee meets on a
regular basis at the invitation of its chairman, as many times as it is necessary for
completing its mission. With authorization granted by the Board, the Executive
Committee has responsibilities that can be delegated or assigned to administrative
committees, committee members or executives of the company. In particular, the
Executive Committee monitors the implementation of the business plan, makes the
decisions necessary for achieving the objectives that have been set and introduces the

Annual Budget to the company's Board.

The Audit Committee aims at monitoring and evaluating the function, adequacy and
effectiveness of the Internal Audit, based on recorded procedures as well as the

findings and observations of external auditors and supervisors.

The Risk Management and Actuarial Committee intends to effectively assess all forms
of risk as they are defined by the applicable provisions of the Supervising Authority
and to ensure the coordination that is required, unified control on the risks and the
specialized treatment of them. It also incorporates actuarial operations, the purpose of
which is to ensure unified control, the specialized treatment of the risks that could be
caused by a possible malfunctioning and the coordination that is necessary within the

Company to achieve orderly functioning.
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3.2.2 Regular Committees

In order to be able to carry out its work, the company has set up additional committees
with a view to achieve continuous communication and dissemination of information
between the Directorates as their members come from divisions that help one another.

Indicatively there are the:

Investment Committee

New Insurance Programs Management Committee

IT Project Management Committee
. Major Damage Management Committee

The company's operations follow its strategic plan and all the policies - regulations the

company has enacted. The existing policies - regulations are:

. Risk Management (including Market Risk, Liquidity, ALM, Credit, Insurance,

and Operating Risk Management Policies)

. Actuarial
. Regulatory compliance
. Internal audit

. Suitability and Reliability

. Outsourcing

. Security

. Production and collection of the insurance premiums policy
. Commercial policy

. Underwriting

. Compensation management
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. Investment

. Assets and Liabilities VValuation
. Deferred Tax Valuation
. Liquidity Management

3.3 Basic Functions

The Management, in order to secure its own interests, as well as those of its
shareholders and clients, has adapted to the institutional framework of corporate
administration. It monitors and gathers information about the adequacy and
effectiveness of the four basic operations, namely the Internal Audit, the Regulatory

Compliance, the Actuarial and Risk Management. Their description is given below:
Departments

The company maintains a complete but flexible system of Departments and
Operations so that it can perform its tasks smoothly. The Departments are the

following;

1. Finance and Strategy Department: Its main mission is to plan, direct, coordinate
and control economic and financial operations to ensure the implementation of the
Corporate Strategy.

2. Insurance Services Department: It includes the Reinsurance Division, the
Technical Sector Division and the Information Technology Division.

1.1. Reinsurance Division: This Division is responsible for the choice of
reinsurance companies, for signing the necessary reinsurance contracts, for
their application and monitoring, and for the informing the Directorates that
are related to them (Finance Directorate, Departments, etc.) about the
content of the reinsurance contracts, and takes the necessary actions

(subscriptions, payments, receipts, etc.) that relate to them.

1.2. Technical Department Management: Its core mission is to establish a risk-

taking policy, coordinate, direct and control the risk-taking operations,
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publish, elaborate and implement the company's Compensation Policy to
maximize the company's turnover and market share either with standardized
programs or on a case-by-case basis, as well as maintaining and further

developing the respective portfolio in alignment with the company’s policy.

1.3. Information Technology: Its main mission is to develop an information
systems strategy, coordinate and control the activities of design, development,
maintenance and support of new and existing information systems, as well as
the optimal utilization of the possibilities offered by the modern technology,
aiming at the continuous upgrading of the technological capacity of the
company’s systems in the context of the company’s developmental policy and

IT needs.

3. Legal Service: It has been set up to examine any legal matters for the out-of-court
and judicial protection of the company's interests and provide advice to the
company's management in order to address the legal issues related to the
implementation of the corporate policy. In addition, the legal service takes on the
responsibility to process the company's transactions and monitors, studies,
evaluates and directs the company's legal and judicial representation, is informed
of legislative developments continuously and informs accordingly the company's
Directorates to modify or supplement the existing contracts or other legal
documents and gives its opinion on any legal matter raised by the company's
bodies.

4. Marketing and Sales Department: It is in charge of the business activity that leads
to the promotion of the company's products. It acts on the principle of the full
satisfaction of the customer's needs through the company’s products as well as the
proper customer service. Therefore, it is of great importance to identify the needs,
desires and demands of potential customers so that the company can create and
sell the final product. It exploits all the productive forces of the enterprise, seeking
in every way the maximum customer satisfaction and maximizing through it the

profits of the company.
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Personal Data

The company maintains and processes a record of personal data of its clients to ensure
the smooth operation and execution of the insurance contracts. The recipients of the
personal data of the clients may be the intermediaries for the conclusion of the
insurance contract, public authorities with jurisdiction given by the law or court
decisions, the Association of Insurance Companies, those entitled to from insurance
contracts, experts, doctors, lawyers, bailiffs and others. The recipient of the insurance
and / or the insured person shall have the right to collect, at written request and at a
rate determined by the Data Protection Authority, the data that are personal to them
and / or raise reasonable objections in accordance to Articles 12 and 13 of the

2472/1997 Law, within the framework of the insurance contract.
4.1 Customer Service Department

The examination and settlement of complaints made by company clients or other
individuals is the responsibility of Customer Service. This service examines fairly,
impartially and transparently the differences between the company and the clients and
seeks to resolve them within the time framework notified by the company's
Supervising Authority. To this end, it cooperates with each of the involved units for
the timely and effective confrontation of the complaint or the arraignment while
informing and cooperating with the Legal and Internal Audit Departments to achieve
the best possible solution. In addition, the company has included in the terms of all its
contracts a complaint filing procedure as well as the contact details of Public
Authorities, for cases where the complainant wishes to notify the complaint. The
respective service keeps a detailed record of written complaints, which is notified
quarterly to the company's Directorates and to the Supervising Authority at the end of

each year.

5. Human Resources Department: Given that human resources is the most important
source of competitive advantage and with the basic aim of providing high quality
services, it is important to have the appropriate infrastructure and management

processes as well as continuous training of human resources. Thus, the each
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position is filled by individuals who possess the appropriate knowledge and skills,
have team spirit, flexibility, creativity and embrace the vision and goals of the
company. Emphasis is also given on creating a friendly working environment and

on the wages and benefits offered by the company.

The implementation of the above is ensured by the organization chart of the company

and is described in the Internal Rules of the Corporate Administration and Operation.
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Chapter 1V: CORPORATE RESPONSIBILITY

4.1 Introduction

Globalization and the international economic crisis have changed the conditions in the
markets and hence in the global social network. In this new reality, we believe that
every business organization, in order to be effective, must take on its social
responsibility through realizing programs and actions that support the social prosperity
and development, providing better working conditions and taking initiatives that help

and support the society and promote the protection of the environment.

The company recognizes its responsibility and volunteers in actions and initiatives
related to its employees, associates, suppliers, shareholders, customers, society and the

communities in which it operates.

It makes plans and takes action to improve the standards of social development,
cultural promotion and preservation of the cultural heritage, protection of the natural
and urban environment and respect for the fundamental rights of its employees and

customers.

The benefits of implementing such programs are multiple. They are related, not only
to the creation of a better working environment, which leads to the better management
of the staff, but also to the increase in the society’s interest (customers and potential

customers) for the organization, by enhancing the company’s good reputation.
4.2 Salary and Hiring Policy

The monthly salaries are defined on the basis of individual work contracts and any
related allowances, while, according to the company's policy, additional amounts are
allocated as a motivation for good performance and improvement, depending on the

position, duties and profitability of the employee.
The employees also benefit from Group Hospital and Life Insurance.

The remuneration of the members of the Board is approved annually by the General

Assembly of the company's shareholders.
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Suitability and Reliability Requirements

The company recognizes the significance of meeting suitability and reliability
requirements and is managed by members of the Board and executives that
demonstrate these characteristics and thus can effectively use their knowledge and
experience to achieve the company's goals. At the same time, a temperate
management of the company is achieved and the possibility of running supervisory,

financial or reputational risks is reduced.

The company implements the aforementioned through its suitability and reliability
policy. According to this, individuals that can carry out their duties and
responsibilities properly within the limits set by the company are needed. These limits
relate to character, ability, hard work, experience, integrity, honesty, judgment,

qualifications and appropriate technical knowledge and skills.

For this purpose and for determining whether a person is competent and appropriate to

hold a responsible position, the criterion is whether the person in charge:

. Has character, diligence, experience, honesty and integrity so that s/he can

perform his/her duties properly in a position of responsibility.

. Has the training or technical knowledge and skills relevant to the duties and

responsibilities of the franchisee.
. Has not been excluded by the company's operating framework:
- There is no conflict of interests in fulfilling his/her duties as a person in charge

- If the person faces a conflict of interests it would be wise for the company to
find out whether this conflict will create risks that a person will not be able to manage

from his / her position.

A person convicted of dishonest behavior or a person that is insolvent or excluded by

the company's operational terms is not eligible for a managerial position.
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4.3 Risk Management System

4.3.1 Own Risk and Solvency Assessment

The company has a complete and effective Risk Management System that includes the
Risk and Actuarial Management Committee, the related policies and procedures,
reports to the Board, and presents ORSA. The objective is to incorporate the
principles of risk management in the company's day-to-day business processes in
order to achieve the desired for the company regarding risk management. In this way
the risk management will not appear to be exogenous but as a perfectly normal set of

the company's productive activity processes. This system aims at:

. Identifying, evaluating, monitoring, managing and reporting the short and

long-term risks that the company faces or is likely to face.
. Determining the risk appetite.

. Minimizing the losses associated with the risks incurred and thereby

improving profitability.

. Determining the use of appropriate methodologies and adequate systems for

risk management.

Risk Management Process

The company follows a risk management process, which includes the following parts:

. Identify the potential risks associated with the business activities that the

Company is interested in developing and for all participants.

. Analysis of all potential risks identified.

. Evaluate all previous occurrences and the actions taken to remedy these
occurrences.

. Estimate the likelihood of any recurrence based on company history, good

practices and market experience.
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. Develop a treatment plan for the risks identified, giving priority to the risks

most likely to occur.

. Calculate the cost of aligning with the risk management policy.

. Implement, update and evaluate the policy.

. Track and record the successes and failures of the risk management system.
. Review all the risks and evaluate the effectiveness of their treatment.

. Review the risks and compare the recurrence frequency of various incidents.

It is expected that in this way, there will be a continuous evolution of the management

system of the insurance risks undertaken by the company so that this system is part of

the company's culture. This can be described schematically as following:

Risktolerance, riskappetite

The level of exposure to risk that the company is willing to maintain (risk appetite)

and the level of exposure to risk that the company can manage (risk tolerance) are

essentially determined by the desired risk taking mix, as this is described in the

business plan and by the reinsurance policy that is followed to ensure that the desired

result according to the business plan is achieved. It is presented below in what ways a

company decides to be either risk tolerant or risk appetite. These two descriptions can

be properly understood by the diagrams 2 and 3 in Appendix II.

Risk

Measurement

Risk appetite

Risk tolerance

Underwriting

Loss ratio

Aggregate x% per annum and/or
month by month

+/- x% of target in any given month
in any class

Financial markets

Investment returns

No investment losses in any one year

+/- x of target

Claims and Actual technical provisions +/-x% against expected and +/- x%
. : Zero adverse movements : :

reserving against expected against risk measure

Credit Value at risk Total VaR of x at any time +/- x of target

Reinsurer Reinsurers’ credit ratings Al reinsurers to have minimum x Must not fall below minimum rating

counterparty rating

Financial Combined ratio Not to exceed x% in any one year +/- x of target

. +/- x of annualiz rgetinan
Operational Staff turnover x% per annum /-x of annualized target in any
month
: i i . - x¢ + X9

Capital Tier1 capltal as percentage of X9 of capital X% of set target and + x% of set
total capital target

Liquidity Cash flow at risk Zero cash flows losses +/- x% of target
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Description of the risk management model

The risk management model is described in the respective policies and procedures as
well as in the Risk Management and Actuarial Risk Management Committee
regulation. At the same time, it is defined by a series of processes and reports and
most importantly by the self-assessment process (ORSA). This process aims at
efficiently detecting and evaluating the risks that the company itself expects to be

exposed to.
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4.3.2 Risk and Reliability Self-Assessment Report

The ORSA report aims primarily at informing the Management and stakeholders

about the evolution of risks already identified or the potential emergence of new risks.

. In particular, it shall ensure that it presents the progress made in handling the
identified risks or assessing any new risks identified and the proposed course of

action.

. This means indicating the actions that have been selected to address, avoid,

transfer or hold the above risks, either existing or new.

. It also includes the risk assessment and its development, both in terms of
probability and severity and in terms of capital adequacy wherever this is considered
necessary (for significant risks). Especially in the latter case, the alteration of the

required funds is also evaluated according to the evolution of the risk management.

The ORSA report is also used to inform the Supervisory Authority for assessing the
risks that the company itself expects to be exposed to and the solvency requirements

they imply, whenever requested.

The ORSA report was first written in December 2014 and will be re-written on a half-
yearly basis, unless required otherwise. This time period is considered sufficient for
the size, structure and activity of the company, as on the one hand, it presents on a
timely and periodic basis the risks to which the company is exposed and on the other,
gives the time that is necessary for the implementation of actions that will reduce the

risks to the desired level.

The ORSA training is carried out with the contribution of the divisions involved,
under the direction and organization of the risk management unit and the actuarial

service.

Management takes care of establishing the business plan and identifying the
risks associated with its implementation.
The Financial Department is responsible for identifying the risks related to

investment and collecting policy.
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The risk management and refunding services of the various divisions
contribute to the recording of the respective insurance risks.
The IT division, as well as other respective divisions, helps identify and

address the operational risks.

The ORSA process initially leads to a report, which, as mentioned before,
concentrates on recording the risks, their management, briefing the stakeholders and
addressing the solvency requirements. Subsequently, any actions required for the risks
in question are agreed upon and categorized as dealing, avoiding, holding, transferring

and monitoring actions and lastly, the implementation of these actions is monitored.

Efforts have been made to integrate risk management actions into the company's

processes so that the company is secure at all times.

The monitoring of the implementation of these actions is carried out with the
cooperation of the divisions involved, the risk management unit and the actuarial
service, according to each different case. Any deviations from this process are
identified by the involved units themselves or by the risk management unit and the
internal control unit through scheduled or unscheduled audits. The latter is also

responsible for covering any inefficiency.

4.4 Internal Audit System
4.4.1 Internal Audit System

The company applies a system of internal controls as part of the regulatory

compliance framework it implements.

Operations: There are measures and controls embedded in the company's
systems and procedures that relate to its day-to-day activities. This ensures
compliance to the regulations and identifies any interruptions or inadequacies

in the procedures.
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Management: The committees and operations of the company oversee the
smooth conduction of the work, the -effectiveness of controls, the
implementation of respective policies, processes and reports.

Independent Units & Committees: This includes Audit and Risk Management
and Actuarial Committees, as well as the respective operations, which

contribute to the implementation of the internal control system.

The company has implemented policies that correspond to the Board's approach to
basic areas of its operation and processes that describe how these policies are
implemented. The Board is ultimately responsible for overseeing and maintaining the
adequacy and effectiveness of the internal control system, but day-to-day supervision
is provided by the Regulatory Compliance Operation and its personnel. Practically, the
Risk Management and Control and Actuarial Committees, the Directors and the

executives involved in the management of the system participate as well.

The Compliance Officer is responsible for ensuring that all company policies are
reviewed at least annually to ensure that they are still appropriate for their purpose, in
cooperation with the Board, depending on the case. Each department of the company
is responsible for ensuring that its procedures are up-to-date and for the way in which

it works. Approval is given by the respective committee or the Board.

Regulatory Compliance

Regulatory Compliance is the operating framework of the company, which ensures
compliance with the existing legislation and builds the core values and principles that
run all the company's activities and constitute its model of operation. Because
Regulatory Compliance starts from the top, Management is considered to be mainly
expressing it. The Board and the company's Management lead the way by setting the
right example and always taking the necessary action to ensure accordance to the rules
of Regulatory Compliance in all departments and all business activities of the
company. The company, within the contents of the harmonization of its Internal
Administration system with the rules and requirements of the Solvency Il Directive,

proceeded to the establishment of the Compliance Unit, which is responsible for the
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implementation of the current legislative and regulatory framework across the
spectrum of the company's activities as well as for building and enhancing the

corporate identity and culture on the values of morality, integrity and transparency.
The basic competencies of Regulatory Compliance are:

Establishment and implementation of appropriate procedures and preparation
of a relevant annual program, aiming at full and continuous compliance of the
company to the existing regulatory framework and internal regulations.
Provide advice and guidance to the Management in order to adapt the internal
procedures and the internal regulatory framework of all the company's
business units to the current regulatory framework and to any amendments
thereto.

Ensure that deadlines and the obligations that arise from the regulatory
framework are met.

Ensure the company's compliance to the regulatory framework related to the
prevention and suppression of money laundering and terrorist financing.
Informing the Management of any violations or omissions in the
implementation of the regulatory framework.

Ensure that employees are constantly informed about the regulatory framework
and provide advice to staff on their day-to-day work related to regulatory
compliance (e.g. evaluation of the transactional behavior, business gifts,
personal transactions, outsourcing, etc.).

Evaluation of the regulatory compliance risk in cases where there are breaches
of the regulatory framework or non-compliance of the company to the existing
regulatory provisions.

Participation in the design and development of new insurance products.
Submission of regulatory compliance reports that contain findings of the
evaluation of policies and procedures, the risks identified during the
implementation of the project monitoring program, significant correspondence

with the supervising authorities, etc., to the Management and the Board.

Through the smooth and efficient operation of the Compliance Unit, compliance with

the law, as well as the credibility and good reputation of the company will be ensured.
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In addition, a regulatory compliance culture will be established for the Management,
staff and members of the network of associates with continuous training on regulatory

compliance issues.
4.4.2 Internal Audit Operation
Mission

The company supports the Internal Audit Operation as an independent, objective and
advisory activity that is designed to add value to and improve the company's
operations. Through its operation and activity it contributes to the achievement of the
company's objectives, adopting a systematic and professional approach to the
evaluation methods as well as improving the efficiency of the risk management

processes, internal control systems and corporate administration.

The Internal Audit Operation provides assurance services, which aim at the
independent evaluation of the risk management processes, the internal control systems
and the administration of the company, through an objective examination of the
evidence. The findings of the audits are areas that need improvement in the company's

overall operation.
Responsibilities
The main responsibilities of the Internal Audit Directorate are:

- Performing audits in order to form an objective, independent and documented

opinion on the adequacy and effectiveness of the Internal Audit System.

- Performing special audits, in cases where there is evidence of damage to the
company's interests, in order to thoroughly examine the matter and to examine

the extent of any damage.

- The assessment of the degree of implementation and effectiveness of the
procedures that have to do with risk management and the calculation of: (a)
the parameters on which the assessment of insurance obligations was based;

(b) the value of the assets; and (C) the company's capital adequacy. It also
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evaluates the degree of integration of the risk management system in the

decision making mechanisms (use tests).

Checking the integrity, completeness and accuracy of the data that are used to
calculate, based on the nature and extent of the insurance risks incurred, the
insurance obligations. Similarly, the way of using the results for the
management of the insurance risks and the coverage of the company's

supervisory obligations is evaluated.

If requested, inform the Bank of Greece, on the basis of the results of the
audits mentioned in the previous paragraph, about the completeness and
validity of the data and procedures used to assess the insurance obligations as

well as the parameters on which the assessment was based.

Assessing the organizational structure, allocation of responsibilities, tasks and
human resources management, and the extent to which the appropriate

corporate administration policies and procedures have been established.

Assessing the organization and performance of the Acquisition of Associates
Network and monitoring the implementation of the company's procedures in
terms of cooperation with mediators, in particular as regards to financial
relations with them, and in protecting the company from the risk of inadequate

regulatory compliance and other legal dangers.

The assessment of the quality of customer service, complaint management and

the implementation of customer informing services.

Assessment of the organization and operation of systems and mechanisms that
relate to the production of reliable, complete and timely financial and

administrative information.
Evaluation of the organization and operation of the IT and accounting systems.
Estimating the extent to which the collective bodies and units of the company:

a. Effectively use the resources available to them to adequately

implement the business strategy.
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b. Adhere to the guidelines and procedures that have been properly

defined to systematically monitor and manage all risks.

c. Ensure the completeness and accuracy of the data and
information required to prepare reliable financial statements that

are in accordance with the existing accounting principles.

d. Ensure the incorporation of appropriate preventive control

mechanisms into all undertaken procedures and transactions.

Addressing any weaknesses identified in the Internal Audit System, or
improving the existing procedures and practices, in order to fully achieve the

objectives of the Internal Audit System.

Monitoring the implementation and effectiveness of the remedial measures
that are taken by the company's audited units, in order to adequately address
the aforementioned weaknesses and observations recorded in the reports of all
different kinds of audits, such as audits by internal auditors, external auditors,
supervisory and tax authorities, while, at the same time, informing the

Administration and the Audit Committee.

Internal Audit’s Report

In order to ensure its independence, operation reports (through its chief operating
officer) to the Board through the Audit Committee. The Chief Operating Officer
cannot be a Member of the Board or a Managing Director of the company or relative
up to the second degree by blood or by marriage of a Member of the Board Or of a
Managing Director. Internal auditors should follow and defend the principles of

integrity, objectivity, confidentiality and adequacy.
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Report

The Internal Audit Operation provides documented and objective assurance to the
Board and the administration of the company in relation that the objectives of the

Internal Audit System are achieved. For this reason:

It shall inform the administration in writing through the Audit Committee, as
well as the relevant departments, at least once every three months on the main

findings of the audits carried out and on any recommendations that were made.

Submits, within the first quarter of each year through the Audit Committee, an

annual audit plan for the following year to the administration.

Provides to the Bank of Greece, as a rule in writing, any data or information
required under the insurance legislation and the special legislation on the
supervision of insurance undertakings, which deal with matters within its

competence and make every effort to facilitate its work.

4.5 Actuarial Operation

Aim and Responsibilities
The Company places special emphasis on the effective monitoring and management
of the actuarial function in order to maintain the stability and continuity of its

operations. In this context, the main responsibilities of the actuarial operation are:

Coordination and supervision for the calculation of all kinds of technical

provisions and in particular
a. Of the mathematical projections of life transactions
b. stocks of unearned premiums of other transactions
C. Losses reserves

d. Deferred acquisition costs
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e. Inventory Costs

Monitoring and controlling the work of external actuarial consultants working

with the company

The Coordination of invoicing for new products, conducting the appropriate

profit tests and the publication of the appropriate statistics

Check that the data is appropriate, correct and sufficient for calculating the
above, also monitor that the actuarial methods used to ensure that they are
appropriate and sufficient for the calculation of the aforementioned. It is also
responsible to check that the assumptions and conditions set for the calculation
of the above are correct, in line with existing experience and reflect the
expected developments and that the results of previous years were ultimately
in line with empirical results. In case of discrepancies, investigate the causes

and the possible change of the methods and models used.

Participation in the decision-making on risk-taking policies as well as on
reinsurance policy per product to the extent that it is in line with the company's
approved objectives and profile and in the implementation of the internal risk
management system for risk and solvency assessment and for the assessment

of the results on the calculation of the capital requirements.

Evaluate and monitor the impact any changes in data or assumptions between

different evaluation dates have on solvency.

Periodically, at least once a year, submitting a written report to the Risk and
Actuarial Management Committee stating the work undertaken, the results,
any shortcomings and suggestions for improvements. The report will be
presented by the unit’s director at a special meeting of the committee and,

once approved, will be submitted to the Board for briefing and approval.

Organizational Structure

The actuarial department reports to the Risk and Actuarial Management Committee.

The director is a person who has a proven knowledge of actuarial and financial

mathematics and relevant experience in a respective position of at least 3 years. The
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rest of the staff of the directorate will be people that have at least knowledge on

actuarial matters.

Outsourcing

Outsourcing is the assignment of work to a third party on a continuous basis. The
company selects to use outsourcing in a way that achieves the best possible result,
ideally better than the actual activity itself, and fully satisfies the obligations towards
the clients, supervisors and other interested parties. Externally, outsourcing should not
impede the operation of the company, but should, on the contrary, facilitate it and
ensure a better cost-benefit ratio. Thus, access to associates who have specialized
knowledge and skills is made possible so that both the clients and the company can

benefit from the process.

To achieve this goal, the company has introduced a policy of outsourcing that states

that the outsourcing includes:

. Software and technical support

. External consultants and contractors
. IT companies

. Temporary staff

In order to ensure the proper operation of the outsourcing, the company:

. Determines the risks related to external services
. Establishes security controls when working with external contractors
. Maintains the security safeguards as far as collaboration and agreements with

third parties are concerned
The selection criteria for the operator should include:
. The reputation and history of the Company

. The quality of the service provided to its customers
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. The number and qualifications of the company’s staff

. The financial stability of the company
. The performance ratios of the company employees
. The security and risk management standards established by the company

The company gives emphasis on the protection of its data and for this purpose signs
confidentiality contracts with its external partners. In addition, for continuous
updating, the company communicates systematically with each external partner in
order to monitor the progress of each individual. All stakeholders are assessed on the
basis of the qualitative and quantitative criteria that the company has established as a
basis of cooperation. The company may change or discontinue the cooperation if its

policy is not followed or the basic conditions for cooperation cease to be met.

The Company maintains outsourcing agreements mainly on issues related to customer

service, employee payroll management and document storage.

Efficiency of the Administration System

The Company aims at continuously improving and strengthening its administration
system by monitoring, evaluating and updating it continuously. To achieve this,
continuous monitoring on compliance, objections, complaints, violations and risk
events, etc., is carried out. The company also examines the relevant advice and
guidelines of the insurance market, implementing them to the degree that the

company’s needs are covered, taking into account the principle of proportionality.

Internal audits and external audits provide an independent assessment of the
administration system. The recommendations from these audits are reviewed by the

Board and applied in proportion to the risks the enterprise runs.

It is estimated that through the company's administration system, its efficient and

effective management is achieved, with the adequate use of the available resources in
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order to promote the interests of all the parties involved, that is its clients, its

personnel, its associates, and society.
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Chapter V: SOLVENCY DATA VALUATION 11

5.1 Assets

The purpose of this chapter is to present the quantitative analysis of an insurance

company. We will see how the assets and the liabilities of the company are presented

and there is also an explanation of the figures included below. As an example we use

a Greek insurance company that specializes both on General and Life insurance. On

December 31, 2016, the company held the following assets:

Assets

Category

Intangible

Assets

Property for

own use and
Fixed Assets

Investment

Property

Shares

Bonds

Hedge Funds

Fixed Term

Deposits

Value per
IFRS in Eur

944.155,28

19.305.155,40

31.787.239,32

18.470.161,85

10.044.182,67

18.292.755,58

2.000.066,67

Look
Through

Adaptation

-9.837.845,30

9.837.843,75*
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Adaptation

Value in Sl

-944.155,28 0,0

19.305.155,40

31.787.239,32

8.632.316,55

10.044.182,67

28.130.599,33

2.000.066,67

1.2.1.

1.2.2.

1.2.3.

1.2.4.

1.2.4.

1.2.4.

1.2.5.



292.347.25 292.347.25 126.

Receivables
from
customers and

intermediaries

Other 4.510.949,89 4.510.949,89

receivables

Receivables
from

reinsurers

Recoverable 27.436.234,47 1.155.294,64 28.591.529,11 1.2.8.
funds from

reinsurers

Deferred
acquisition
costs

O=E =l Nerta] 5.559.695,69 5.559.695,69 1.2.10.

equivalents

Summation of
assets

* Difference from rounding because of look through Eur 1,55

The valuation principles applied to these assets are consistent with the IFRS

principles except for certain cases as described below:
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Note Explanation

1.2.1 Intangible Assets- Intangible Assets are not recognized for

Solvencyll purposes

1.2.2 Property for Own Use and Fixed assets - Property for own use is valuated in
accordance with the most recent evaluation, which is carried out by an
independent certified specialist, and the value is reduced in accordance
with any depreciations or impairment losses, or at the acquisition cost, in
the case where the acquisition has taken place in the last three years.
Real estate property is also valuated at least every three years when there
are indications of impairment. Fixed Assets are estimated in the residual

value reduced by any impairment loss.

1.2.3 Investment Property — Investment Property is estimated in accordance with
the most recent evaluation, which is carried out by an independent certified
specialist or at the acquisition cost, in the case where the acquisition has
taken place in the last three years. Real estate property is also valuated at

least every three years when there are indications of impairment.

1.2.4. Shares — Bonds — Hedge Funds — The investments are estimated at the
market values on the reference date, with the «look through» approach, in
order to recognize any potential risks from underlying assets. The shares
that are not quoted in organized markets are evaluated by an independent
specialist or are evaluated at cost, in the case of an investment for direct

sell.

1.2.5 Fixed Term Deposits— They are estimated at the nominal value on the

reference date plus the interest accreted on the same date

1.2.6 Loans — Loans are estimated at the depreciated cost minus any provision for

impairment.
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1.2.7 Receivables from clients and intermediaries- Other receivables—
Receivables from reinsurers— These receivables are evaluated on the basis
of the best estimate of the recoverable value, discounted in the present

value, when the expected recoverability is more than one year.

1.2.8 Recoverable funds from reinsurers — The evaluation is based on the
type of the existing contract, taking into consideration the reinsurer’s

insolvency, on the basis of the reinsurer’s credit rating.

1.2.9 Deferred acquisition costs — The deferred acquisition costs are not

recognized for Solvencyll purposes

1.2.10 Cash and cash equivalents - They are valued according to the amount held on
the reference date, while in the case of foreign currencies, they are

converted using the exchange rate on the same date.

5.2 Technical Provisions

According to the company’s Technical Provision policy, "The company has the
obligation to set up technical provisions that cover all its insurance and reinsurance
obligations regarding the insured, the beneficiaries and the contracting parties that

result from the insurance contracts the company has concluded".

In this context, the company proceeded with the calculation of the technical
provisions both in IFRS and Solvencyll environments. The valuation was dated on
31/12/2016.

The technical reserves were evaluated according to the 4364/2016 Law.
The existing reserves in the liabilities are the following:

Premium Provisions

Claims Provisions

Unallocated Loss Adjustment Expense (ULAE)
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Risk Margin, while the Reinsurance Recoverable amounts are evaluated in the

assets.

For the best possible estimation of BELs per homogeneous risk group, there should

be sufficient and reliable historical data as described in the respective legislation.

As homogeneous risk groups were considered those that fit the definition of the

legislation and are practically covered by their accounting sector.

The main sources of uncertainty in the formation of Technical Provisions are related

to the following areas:

Whether the level of existing information about the damages that have already

been announced is satisfactory for adequate provisioning.

The provision of future obligations is more successful when the quantity and

quality of data from previous years are higher.

The calculation of reserves for damages that have already occurred but have not

been announced (IBNR) creates uncertainty.

Continuous changes in the environment - insurance and financial - create further
uncertainty as to whether past tendencies will be reflected in the future, regarding
both the extent of new damages and the final settlement of the existing ones,

including the expenses that are relevant to them.

The Risk Margin calculation in the SII environment requires the calculation of the
company's future Capital Requirements (SCR) to be as accurate as possible and is

a process that incorporates all the previous uncertainties.

The company tries to limit the aforementioned uncertainties by taking the following

action:

Continuous monitoring of the development of the existing damages until their

final settlement - runoff, settlement costs, out-of-court settlement efforts, etc.
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Continuous monitoring of the configuration of new damages - frequency, severity,

causes, tendencies.

Strong reinsurance coverage both on a proportional level and in the occasion of

catastrophic events.

A. The best estimate of the General Insurances’ pending damages provision consists
of the ®/® Pending Damages Reserve, which has been estimated by the company,
and the additional calculated statistical reserve for the sectors, which is computed
in order to estimate the expected final cost of the damages. The additional
statistical reserve includes the following:

Provision for damages that have occurred but have not been announced
(IBNR).

Provision for a potential increase of the total fund that will be required, in
addition to the one already formed by the ®/® method,

Provision for future payments for damages that have been already settled at
the date of calculation, but, according to the company's estimation, they present

the possibility of reviving.

Due to the small size of other sectors, additional statistical reserve is estimated for the
Civil Liability of Land Vehicles (19), Land Vehicles (12), Property (17-18), and
NSLT Health.

The methods used in the Civil Liability of Land Vehicles sector (19) are Chain

Ladder, B.F., case outstanding development, Frequency-Severity, B.S.

The methods used in the Land Vehicles (12), Property (17-18) and NSLT Health

sectors are Chain Ladder and B.F.

For the other sectors there was no statistical analysis and the best estimate for the

pending losses was considered to be the one formed by the ®/® method.

The determination of cash flows is made per sector, on the basis of the respective

payment pattern rates. In addition, an indexation adjustment has been applied to the
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expected time deposits. Due to the gravity of and the long time required to “erase" the
obligations of the AE sector, the corresponding table for each year of accident is
listed.

8 |9 |10 |+10

Alrss 40% 40% 20% 0% 0% 0% 0% 0% 0% 0% 0%

AN 25% 25% 25% 25% 0% 0% 0% 0% 0% 0% 0%

AR 16% 17% 17% 17% 17% 17% 0% 0% 0% 0% 0%

30% 16% 9% 9% 9% 9% 9% 9% 0% 0% 0%

At 24% 21% 17% 9% 5% 5% 5% 5% 5% 5% 0%

5.3 Sensitivity Scenarios

The following sensitivity controls were conducted on the 31/12/2016 data

_ 5% increase of the damage index in all sectors
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_ 5% Increase of the damage index and 3% increase of the combined ratio in all

sectors

The results are presented in the figure:

7,8% 7,8% 9,0%

12,5% 12,5% 9,0%

B. For the evaluation of Life and Health Similar to Life Insurances, the obligations

that arise from the current or independent insurance contracts have been calculated.

More specifically, the future cash flows arising from these contracts, i.e. all cash
inflows and outflows required to settle the obligations in the duration of the contracts,
have been calculated on an annual basis in order to determine the insurance

obligations. Cash flows consist of:

The future incomes, i.e. the premiums to be paid and

The future expenses.

Future expenses include benefits that arise from the obligations of the contract.
Benefits include the event of a risk (death or survival) as well as early cancellations
(redemptions). In addition, for the first time, the value of the financial guarantees -
dividends provided was calculated. Finally, future expenses include portfolio costs

and commissions.
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For the calculation of long-term insurance obligations, a calculation model which
performs cash flow projections for the following years has been used. The calculation
is made for each insured person and each insurance cover separately, using
assumptions about mortality, redemption rates, cancellations etc., as well as
assumptions about costs and loss indices. The time horizon of these calculations is

until the completion of "the obligations from the last insurance contract".

There are some differences between the formation of Technical Provisions in IFRS
environment and the formation of Technical Provisions in Sl environment. The

main ones are:
In the IFRS environment, there is no time discount of obligations.
The Risk Margin reserve can be formed only in a SlI environment.

The Premium Provisions in the IFRS environment have the form of A.M.AA.
(Storage of insurance premiums in proportion with the remaining insurance time
period), while in the SII environment the possibility of unexpected risks and

future expenses are taken into consideration as well.

Mathematical Life Reserves are calculated in the traditional way in IFRS, while in
SII they are calculated by considering the anticipated future cash outflows and

revenues.

The recoverable amounts from reinsurers are calculated on the basis of the type of
the existing contract, but in the SII environment, the reinsurer's insolvency factor
is also taken into account, based on their credit rating. To mitigate this risk, the
policy of the company is to be reinsured in strong reinsurance groups with very
high ratings at the beginning of this cooperation and the consistent monitoring in

continue.
The company has signed the following reinsurance contracts per LoB:

For insurance sector 10 (Civil Liability of Land Vehicles), proportional

quotashare reinsurance is used in addition to non-proportional unlimited excess of
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loss with a reservation of 1,220,000 per event and a total exemption of an

additional 1,220,000 per calendar year.

For insurance sectors 8 (Fire and Natural forces), 9 (Other Damage to Property)
and 16 (Financial Losses), a combination of proportional quotashare and surplus
reinsurance is used. In the case of risk taking that exceeds the contracts’

limitations, an optional reinsurance is used.

For the remaining sectors of General Insurance (Ships, Transported cargo,

General Civil Liability) proportionate quotashare reinsurance is used.

For the risk of catastrophic events, the company is reinsured with a non-
proportional CAT contract which includes, among others, accident insurance, fire

and natural forces, other damage to property, ships, and land vehicles.
For life and health insurance, the proportional quotashare reinsurance is used.

The interest rate curve of the EIOPA on 31/12/2016 has been used, with volatility

adjustment, for the calculation of the T.P. in the SII environment.

The following tables illustrate the technical provisions in IFRS and SlI environments:

Accidents 579.841 0 195.335  8.287
Disease 132.558 0 11.055 469
Land Vehicles 1.760.507 0 1.401.674 52.043
Ships 66.948 66.083 433.650  18.398
Transported 27.554 0 60.370 2.561
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Fire and 681.704 539.500 18.274

Natural forces

Civil liability 7.923.691 0 55.856.314 2.369.746
regarding land

vehicles

Various 14.785 0 540 23
Financial
Losses

Assistance 726.811 0

Complementary 759.716 2.866 726.069 30.804

Life Insurance

Non

SLT
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Summation of 13.464.875 68.949 60.451.184 2.547.745 1.040.081

Sectors

Disease 80.642 11.670 Geas i 2.575 58.316 36.571
Ships 116.205 457.784 573.989 11.216 422.669 162.537

Fire and Natural
Forces 459.763 569.525 1.029.288  30.709 614.968 445.028

Civil Liability
regarding Land
Vehicles 5.363.719 59.640.772 65.004.491 2.645.086 25.663.206 41.986.371
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Losses 7.114 570 7.684 581 0 8.265

Assistance 543.555 543.555 41.282 584.837

Complementary 683.906 888.488 1.572.394  38.747 971.684 639.457
Life Insurance
Non SLT

Summation of 9.131.915 65.194.936 74.326.851 3.263.355 28.591.529 48.998.678
Sectors
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5.4 Other Obligations

On December 31, 2016, the company presented the following obligation categories

for Solvency Il purposes:

Obligations | Value per Adaptation | Value in SlI Explanation

to Solvency adjustments
]

Other
Provisions

=l i 1.321.058,00 - 1.321.058,00

Related

Financial 11.829.496,17 - 11.829.496,17

ololeliilois 2.510.611,61 -16.780,89  2.493.830,72 Due to discount in

from the present value of

IFRS in Eur

Obligations

Deferred
Tax

Obligations

Obligations

Reinsurance

Obligations

insurance obligations with
operations duration for more

than one year
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Other

obligations,

including
the income

tax
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APPENDIX | — DEFINITIONS

1. Risk of life insurance: It is the technical danger that is a result of life policies. It includes the
danger of diversity (extreme unexpected increase or decrease) in mortality, incapability,
longevity, etc of the insurers as well as diversity in administration expenses.

2. Risk of health insurance: It is the technical danger that is a result of health policies. It is related
to the danger of diversity (extreme unexpected increase or decrease) in frequency and intensity
of health compensation.

3. The risk of general insurances (property and accidents): It is the technical danger that is a
result of general insurance policies, that means policies that do not concern life or health
insurance. It includes the danger of frequency and intensity of compensations of policies that

are part of this category, usually motor, property, company insurance.
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APPENDIX Il - DIAGRAMS

Diagram 1: Separation of insurance
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Diagram 3: Risk tolerance- Risk appetite
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Diagram 5: Risk pyramid
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