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ME HAEKTPONIKO TAXYAPOMEIO

Mpog Toug MNevikoUg AleuBuvTég
OAWV TWV aoPaANICTIKWV/aVTaoPAAIGTIKWY ETTIXEIPHOEWV Tou KAGBou ZwAg

Kupiol,

EmTe€nynuaTtiko Znusiwpa

Ekkpepeic amaitioeic Tou KAGdou Zwic Kai

PuBuég avarmrtuéng erev3duTiKoU TAUEIOU VI OKOTTOUC UTTOAOYIOUOU

TEXVIKWV ATTOBEPUATWYV

H gykUkAiog auTr) agopd dIEukpivion Twv o TTAvw BePdTWY OE oXEon WE
TO TI avopével n YTNpPeoia pag PE NV €Qappoyr Tou Trepi TNG AOKAOELWS
Ac@aNoTIKWV Kal AvTag@aNioTIKWV Kal AMwV Zuva@uwv Bgpdtwy Nopou Tou
2016 («o Nopog»), o omoiog evowparwvel v odnyia ¢ EE yia
®epeyyudTnTa ll.

Exkpepeic atmaitiosic Tou KAadou Zwhc

MNa tv epeyyudtnra Il Bewpolue OTI O EKKPEUEIC QATTAITACEIS YIA

amaitioeig Tou KAadou Zwrig Ba péTrel va TUXOUV TOU TTIo KATW XEIPICHOU:

1. Z€ 0TI apopd TIG UTTOXPEWTEIC
e AmaiTioelg TTou £xouv yivel amodekTég (dnAadh n amaitnon
£GaKpIBwONKe Kal To Toad ou Ba TANPwWOEI givar TEAIKO), aAAd
N TAnpwury akéuya Oev €yive AOyw KaBuoTEPHOEWV OTNV
UTTOBOAr  OUYKEKPIUEVWV  €yypdwv  (TT.X.  TTIOTOTTOINTIKA

dlaxeipiong Tepiouaiag KAT) Bewpolvrtal 611 €ival insurance



payables, ka1 Tpétmel va mapouaoidfovral otn ypauuri C0010-
C0020/R0820 (insurance and intermediaries payables) oTtov
Tuto S.02.01. Zopgwva pe Tov opioud ato log file, autd eivai
amounts due to policyholders, insurers and other business
linked to insurance, but that are not technical provisions.
Atraitrioelg Tou KAGdou Zwng mou Oev €xouv yivel akoua
aTTOOEKTEG (T7.X. EiTE atrOoudIAdel To MATOTTOINTIKG BavdTtou i n
amaitnon ap@iopnTeitTal yia omrolodATToTE AGYO, 1] TO TTOCO TTOU
Ba TAnpwBei dev €xel opioTikotroin®ei), Ba TpémeEl  va
BewpPOoUVTal WG EKKPEUEIS Kal VA OTTOTEAOUV PEPOC TWV TEXVIKWV
aTTOBEUdTWY .

O1 amraitrjoeig IBNR 1tou KAddou Zwig mpémel va Bswpoulvral
WG HEPOG TWV TEXVIKWYV ATTOBEUATWV.

Atraitioeig Tou KAadou Zwrig ol otroieg TTAnpwvovTal Je dO0EIg
(T.X. oupBdoeig annuity), €ite £xouv yivel amrodekTéC €iTe OXI (WG
Ol OpITNOI TTI0 TTAVW) Kal €ITE TO TTOGO i} 0 APIBUOS BOTEWV eival
OPIOHEVEG 1) OXI (BnAadn eite eival opiopéveg i €@’6pou LwAGS),
Ba TpETrel va BewpolvTal WG HEPOS TWV TEXVIKWV ATTOBEUATWV.
20pQwva pe Tov opioud Tou dpBpou 78 Tou NOUoU, o1 TEXVIKEG
TpoBAEYelg oxnuaTifovTal ava@opikd HE OAEC TIG aTQAAIOTIKEG
UTTOXPEWOEIG EVAVTI TWV avTICUUBAAASHEVWY Kal SIKaloUxwyv
TwWV ao@aMioTiIKwV oupBdoewv. H utroxpéwon TANPWHAS
MEAAOVTIKWV 8OOEWV OUVADEI E TOV OPICHOG auTo.

Nocitar 611 otroloodATToTE KAl Qv €ival 0 JIaXWPICPOS OTOV
utroAoyiopd Tou TTAnpwTéou TToooU, oUPPwva Pe To dpBpo 74
Tou Nopou, Ta OToIXeia TOU €vepynTikKOU Kal Tou TraenTikou
QTTOTIHWVTAl OTO TTOCO YIA TO OTTOi0 PTTOPoUV va avtaAAayolv
METAGU KAAWG TTAnpoopnuévwy Kal TTPOBUPWY aTOPWY OTO
mAaiolo piag ouvaAlayng ue iooug époug. O o TTAvVwW opIoHOS
onuaivel 61 Ba Tpémel va AngeBei uTTOWN Kal O TTPAYHATIKOG
XPOvog TANpwUAg TNG amaitnong Kabwg Kal o UTTOAOYIOHOS
otroloudntrote TéKOU TOU avapéveral O Ba  TANPWOEl N

ag@aMITTIKN ETTIXEIPNON e TNV TEAIKA TTANPWWA TNS aTTaiTRONG



2. 2&£ 0,TI apopd Ta TTEPIOUTIAKA OTOIXEIA
O diaxwpiopog petagu Tou KAadou Zwng, Mevikou KAGdou (Life, Non-
life, Shareholders Funds) kAmw. otn ypauury C0060 (Portfolio) otov
Tuto S.06.02 dev eival evieAws cagig oTa logs, dUwWS BewpoUle 6TI N
ak6Aoubn kartavoun Ba TpETTEl va akoAouBeiTal:

e [leplouoiakd oToIXEia TTOU KQAUTTTOUV
A0@PANIOTIKEG/AVTACOPANIOTIKEG UTTOXPEWOEIS (TT.X. insurance and
intermediaries payables otn ypauui R0820 Ttou TUTToU
S.02.01), 6a mpémel va katavépovtal otov TUmo S.06.02 wg
KAadog Zwig, MNevikdg KAGdog avdaloya.

e [lepiouciakd oToIxeia TTOU  KOAUTITOUV  HN QCQAAICTIKEG
uTToXpEWOEIG (T1.X. trade payables R0840 tou Tumou S.02.01)
Ba mpétrel va TagivopouvTal wg shareholders assets atov ToTmo
S.06.02.

PuBuoéc avatrtuénc eTevOuTiKoU TAPEIOU VIO OKOTTOUC UTTOAOVIGUOU TWV TEXVIKWV

ATTOBEUATWV.
To akoAouBo keipevo ota ayyAikd €ival peETd amd €10Qynon Twv CUPBOUAwWV

AVaAOYIOTWV HaG:

Situation where there is no investment guarantee associated with either
the UL fund or the UL contracts.

In this case, even though cashflows should in theory be 'probability-
weighted' under Article 77(2) of the Sll directive, it would normally be
appropriate to use a deterministic method, with a single, best estimate
set of assumptions for the expected fund growth rates.

Article 22(3) of the delegated regulation says that assumptions for future
financial market parameters must be "appropriate and consistent with
Article 75 of the Directive" (that is, consistent with the valuation of assets

and liabilities). In addition, where the undertaking uses a model to



produce projections of future financial market parameters, the model
must comply with the following:

e it must generate asset prices consistent with the financial markets

e it must assume no arbitrage opportunity

e the calibration of the model must be consistent with the risk-free

interest rate term structure referred to in Article 77(2) of the
Directive.

The starting point is that the assumed growth rates are required to be a
best estimate. If we consider first funds investing in equities, then the
best estimate growth rate for any particular year is the assumed risk-free
return for that year plus the assumed equit‘y risk premium. The assumed
risk-free return for each year should be derived from EIOPA’s risk-free
interest rate term structure (RFR’s).
The resulting rates would be an appropriate assumption for the gross unit
fund growth rates each year, that is before any charges are deducted
from the fund.

The magnitude, and possibly even the existence, of the equity risk
premium is controversial. The actuary should justify his choice of equity
risk premium. This approach bases expected returns on the risk-free
interest rate term structure, so meets the third of the conditions above.
Since investors in equities expect to earn an equity risk premium, the
approach should also be consistent with asset prices in financial
markets.
The question arises as to whether it is appropriate to use different risk
premiums for different funds. In particular, should a fund investing solely
in Cyprus equities attract a higher risk premium than a diversified
international fund? We think the answer is that it should not. Portfolio
theory suggests that taking a risk that could have been diversified (e.g.
investing in Cyprus rather than the whole world) is not rewarded. In any
event, the actuary is unlikely to be able to find literature to support an

assumption that is not based upon research into the major stock
markets.



In particular, the actuary cannot rely on the past performance of the
actual funds. The growth rate assumptions should reflect expected
future returns. The actual performance of the funds will reflect the
particular circumstances of the last few years. Attempts to quantify the
- equity risk premium typically look at data over periods of fifty to one
hundred years.

A very conservative approach could be looking at forward rates derived

from the RFR spot rates with no allowance for the equity risk premium.

Turning to other asset classes, it may be appropriate to use different best
estimate growth rates for property funds and bond funds. A higher
expected growth rate could be justified for a property fund on the
grounds that property investment carries a liquidity premium in addition
to the risk premium. Conversely, it is not clearly established that a bond
risk premium exists, so it would probably be appropriate to assume that

bond funds grow at little more than the returns derived from the RFR'’s.

For a mixed fund, the actuary would need to develop assumptions based

on the proportions invested in various asset types.

Finally, if the company is using the volatility adjustment (VA) for its
valuation, under Article 77d, then the company should base the fund
growth rates on the RFR’s after the adjustment for the VA. This is
because Article 77d changes the RFR’s referred to in Article 77(2).
Similarly, if the company is using the transitional measure on risk-free
rates for some of its UL liabilities, under Article 308c, then the fund
growth rates for those liabilities should be based on the RFR’s after

adjustment for the transitional measure.

UL business with investment guarantees

The situation is more complicated where either the UL fund, or the UL

contract, includes an investment guarantee. In this case, the company




cannot avoid the requirement for cashflows to be probability-weighted,
and must either use a range of possible investment scenarios with
attached probability-weightings, or (preferably) a stochastic model for
future growth rates.

Whichever approach is adopted, the company must be able to show that
its model complies with the conditions in Article 22(3) of the delegated
regulation, as above. In addition, there are further requirements for the
use of Economic Scenario Generators in GL 55 of the EIOPA guidelines
on technical provisions. The key requirement is again that the model
must be calibrated to the RFRs.

As with the simpler situation of non-guaranteed funds, the investment
scenarios or stochastic model should allow for the equity risk premium

and any liquidity premium to the extent these can be justified.

Me Tiun,

(Twwvia Toayydpn)
yia ‘Epopo Acgpalicewv

Koliv.: Kupia Z1épn Apdkou
[evik6 AleuBuvTn
Zuvdeopou AapalioTikwv ETaipeitov Kitrpou,
T.0. 22030,
1516 Aeukwoia.

Kipio Kupidko lopddvou

levikd AicuBuvTn

2uvdeouou Eykekpipévwy AoyioTwv Kutrpou,
T.0. 24935,

1355 Aeukwoaia.

Kupio AnuATpn Anuntpiou
Mpdedpo

2uvdeapou AvaloylioTwv Kutrpou,
T.0. 22688,

1523 Aeukwaia.



