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INDEPENDENT AUDITOR’S REPORT

To the Supervisory Board of MetLife Towarzystwo Ubezpieczeń na Życie i Reasekuracji S.A.

Opinion
We have audited the report on solvency and financial condition of MetLife Towarzystwo Ubezpieczeń
na Życie i Reasekuracji S.A. with its registered seat at ul. Przemysłowa 26 in Warsaw
(the “Company”), prepared as at 31 December 2018. The report on solvency and financial condition
was prepared by the Company’s Management Board in accordance with the Act on Insurance
and Reinsurance Activity of 11 September 2015 (Journal of Laws of 2019, item 381, as amended),
hereinafter referred to as the “Act on Insurance and Reinsurance Activity”, and in compliance
with the requirements of Commission Delegated Regulation (EU) 2015/35 of 10 October 2014
supplementing Directive 2009/138/EC of the European Parliament and of the Council on the takingup and pursuit of the business of Insurance and Reinsurance (Solvency II), hereinafter referred
to as “Commission Delegated Regulation (EU) 2015/35”.
In our opinion the report on solvency and financial condition of MetLife Towarzystwo Ubezpieczeń
na Życie i Reasekuracji S.A. as at 31 December 2018 was prepared, in all material respects,
in accordance with the applicable provisions of the Act on Insurance and Reinsurance Activity
and Title I of Commission Delegated Regulation (EU) 2015/35.
Basis for Opinion
We conducted our audit in accordance with International Standards on Auditing (“ISAs”) in a version
adopted by the National Council of Statutory Auditors as the Polish Standards on Auditing (“PSAs”)
and in compliance with the Regulation of the Minister of Development and Finance of 4 December
2017 on the audits of reports on solvency and financial condition of insurance and reinsurance
companies by audit firms. Our responsibilities under those standards are further described in
the “Auditor’s Responsibilities for the Audit of the Report on Solvency and Financial Condition” section
of our report. We are independent of the Company in line with the ethical requirements applicable
to our audit of the report on solvency and financial condition under the International Federation
of Accountants’ Code of Ethics for Professional Accountants (“IFAC Code”), adopted by resolution
of the National Council of Statutory Auditors, together with other ethical requirements that are
relevant to the audit of the financial statements in Poland. We have also discharged our other ethical
obligations thereunder. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.
Explanatory Emphasis-of-Matter Paragraph – Accounting Policy Basis
We draw attention to the disclosure made in the “Summary” section of the report on solvency
and financial condition, which provides a description of the accounting policy basis. The report
on solvency and financial condition was prepared for purposes of the Company’s fulfilment
of the reporting requirements set out in Article 284 of the Act on Insurance and Reinsurance Activity
as well as Commission Delegated Regulation (EU) 2015/35. Accordingly, the report on solvency
and financial condition may not be appropriate for other purposes. Our opinion is not modified in this
respect.
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Responsibility of the Entity’s Manager and Those Charged with Governance for the Report
on Solvency and Financial Condition
The Company’s Management Board is responsible for the preparation of the report on solvency
and financial condition in compliance with the requirements of the Act on Insurance and Reinsurance
Activity as well as Commission Delegated Regulation (EU) 2015/35. The Company’s Management
Board is also responsible for such internal control as it determines is necessary to enable
the preparation of a report on solvency and financial condition that is free from material
misstatement, whether due to fraud or error.
In preparing the report on solvency and financial condition, the Management Board is responsible
for assessing the Company’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless the Management
Board either intends to liquidate the Company or to cease operations, or has no realistic alternative
but to do so.
Those charged with governance are responsible for overseeing the Company’s financial reporting
process.
Auditor’s Responsibilities for the Audit of the Report on Solvency and Financial Condition
Our objectives are to obtain reasonable assurance about whether the report on solvency and financial
condition as a whole is free from material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with PSAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of this report on solvency and financial condition.
As part of an audit in accordance with PSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:


identify and assess the risks of material misstatement of the report on solvency and financial
condition, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control;



obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control;



evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Company’s Management Board;



conclude on the appropriateness of the Company’s Management Board’s use of the going
concern basis of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt
on the Company’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s report to the related
disclosures in the report on solvency and financial condition or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained
up to the date of our auditor’s report. However, future events or conditions may cause
the Company to cease to continue as a going concern.
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We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies
in internal control that we identify during our audit.
Other Information, Including Fulfilment of the Obligations under the Applicable Laws
Overview of the Company
The Company operates as a joint-stock company. It is entered in the Register of Entrepreneurs kept
by the District Court for the capital city of Warsaw, 12th Commercial Division of the National Court
Register, under KRS number 0000028131. Its objects are the activities specified in Section I – life
insurance.
Availability of Data and Management Representations
The scope of our audit was not limited. During the audit, necessary documents and data as well as
detailed information and explanations were provided to the audit firm and the key statutory auditor,
as confirmed e.g. in the written representation of the Management Board of the Company of 15 April
2019.
Other Information
As a result of our audit, taking into consideration the concept of materiality and the limitations
due to natural uncertainties relating to the necessity to make specific assumptions and estimates,
we would like to inform you that as at 31 December 2018 the Company:


determined the value of its assets for purposes of solvency in accordance with Article 223.1
of the Act on Insurance and Reinsurance Activity as well as Chapter II, Title I of Commission
Delegated Regulation (EU) 2015/35, the value of its liabilities for purposes of solvency, other
than technical provisions for purposes of solvency, in accordance with Article 223.2 and 223.3
of the Act on Insurance and Reinsurance Activity as well as Chapter II, Title I of Commission
Delegated Regulation (EU) 2015/35, in addition to the value of its technical provisions
for purposes of solvency in accordance with Articles 224-235 of the Act on Insurance
and Reinsurance Activity as well as Chapter III, Title I of Commission Delegated Regulation (EU)
2015/35;



determined the solvency capital requirement in accordance with the provisions of the Act
on Insurance and Reinsurance Activity applicable to the solvency capital requirement standard
formula as well as Chapters V and X, Title I of Commission Delegated Regulation (EU) 2015/35,
in addition to calculating the minimum capital requirement in accordance with Articles 271-275
of the Act on Insurance and Reinsurance Activity as well as Chapters VII and X, Title I
of Commission Delegated Regulation (EU) 2015/35;



performed an assessment of the quality of its own funds, in addition to determining the amount
of eligible own funds to cover the solvency capital requirement as well as the amount of eligible
basic own funds to cover the minimum capital requirement in accordance with Article 238
and Articles 240-248 of the Act on Insurance and Reinsurance Activity as well as Chapter IV,
Title I of Commission Delegated Regulation (EU) 2015/35;



had eligible own funds the amount of which was not lower than the solvency capital requirement
as well as eligible basic own funds the amount of which was not lower than the minimum capital
requirement;



provided complete explanations as to material differences between the bases and methodologies
used for the measurement of assets for purposes of solvency, technical provisions for purposes
of solvency as well as liabilities other than technical provisions for purposes of solvency AND
the bases and methodologies used for the measurement of assets and technical provisions
for accounting purposes as well as other liabilities in its annual report on solvency and financial
condition prepared for the financial year ended 31 December 2018.
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On behalf of Deloitte Audyt spółka z ograniczoną odpowiedzialnością sp. k., entered in the list of audit
firms kept by the National Council of Statutory Auditors under number 73:

Łukasz Linek
Registered under number 12696

Warsaw, 15 April 2019

The above audit opinion together with audit report is a translation from the original Polish version.
In case of any discrepancies between the Polish and English version, the Polish version shall
prevail.
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Executive Summary
Background
This document is prepared according to the regulations included in Art.284 of the Law on Insurance
Activity.
MetLife Towarzystwo Ubezpieczen na Zycie i Reasekuracji S.A. (the Undertaking) is an Polish
incorporated entity domiciled in Poland and is authorized by the Polish Financial Supervisory Authority
(KNF) to transact life assurance business in group I, II, III, IV and V as defined by Insurance Activities
Act, dated September 11th, 2015 with subsequent amendments.
The Undertaking’s immediate parent company is MetLife EU Holding Company Limited (MetLife EU) and
its ultimate parent company is MetLife Inc., a company domiciled in the United States of America (USA).
The Undertaking operates via Freedom of Service (FOS) in Lithuania and Latvia.
The Regular Supervisory Report (RSR) is a private document for KNF submission only. It is required at
least once every three years but the KNF have discretion to request the Undertaking to submit the RSR
at the end of any financial year. KNF requested that the Undertaking would provide RSR for 2018.
In 2017, the Undertaking submitted the full RSR. The RSR is prepared pursuant to the Commission
Delegated Regulation (EU) 2015/35 (The Delegated Acts) and the EIOPA Final Report on Public
Consultation No. 14/047.

Summary
The following provides a summary by section and notes any material changes during the year.

A - Business and Performance
Significant business events
In 2018 the Undertaking paid a dividend of PLN 279m to MetLife EU. The Management Board is satisfied
that there is sufficient solvency cover, based on the Own Risk and Solvency Assessment (ORSA), to
support the payment of the dividend.
The Undertaking launched a new strategy in 2016, which aims to transform MetLife Inc. by focusing on
cash, competitors and customers. To execute its strategy MetLife Inc., has identified "enablers" such as
leveraging digital to help drive transformation and combat customer confusion and hidden costs by
focusing on simplifying operations. In line with this strategy the Undertaking is embarking on a program
of transformation with a commitment to streamlining processes and lowering its cost base. The
Undertaking is evaluating processes with the view of simplifying or automating where possible to ensure
it can continually adapt to the environment it operates in.
The Solvency II regulatory framework was implemented on 1 January 2016. In May 2017 the Undertaking
made its first submission of the annual Quantitative Reporting Templates (QRTs), the SFCR and the
Regular Supervisory Report (RSR).

Business performance
The financial statements are prepared under Polish GAAP (PSR). The PSR profit remained relatively
stable over the reporting period (PLN 151m in 2018 compared to PLN 179m in 2017).
There are no material qualitative changes by line of business or by geographical segment over the
reporting period.
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B - Systems of Governance
Governance structure and roles
The key organs of the system of governance are the Management Board, Supervisory Board and the
various committees (Audit Committee, Risk Committee). There has been no material changes to the
systems of governance over the reporting period.
As of 26 March 2018, due to personal reasons, Mr Łukasz Kalinowski resigned from the role of the
Chairman of Management Board. On 27 March 2018 Shareholder Meeting appointed Mr Mirosław Kisyk
as the Chairman of Management Board. On July 13, 2018, the Polish Financial Supervision Authority
issued a decision approving the appointment of Mr. Mirosław Kisyk to the President of the Management
Board of the Company.
On 18 January 2019 Mr. Rafał Mikusiński submitted his resignation from the position of a Member of the
Management Board of the Company.
On March 1, 2019, Mr. Edward Spehar resigned from the position of a Member of the Supervisory Board
of the Company
The governance structure is supported by key functions of the Undertaking, which include: Internal Audit,
Compliance, Risk Management, Actuarial Function.

Fit and proper requirements
Fit and proper requirements for persons holding key function exists in the Undertaking, which is in
accordance with the requirements of the Insurance Activity Act.
Persons performing key functions in the Undertaking, to whom fit and proper requirements apply are
Members of the Management Board and Supervisory Board, persons supervising other key functions as
listed above.
The Undertaking fulfills the obligation to obtain consent/ inform KNF about the appointment of persons
fulfilling key functions by submitting documents required by law, confirming information on meeting
relevant fit and proper requirements

Risk management and internal controls
The Risk Management Framework sets out the approaches to risk management to be followed by all
associates in their capacity as executives, management and staff.
The key objectives of the Risk Management Framework are to:
• Promote a strong risk culture in the Undertaking, rooted in the Undertaking’s purpose and values, in
particular customer protection;
• Ensure consistent, systematic management of risks; and
• Enable decision makers to efficiently direct the Undertaking’s resources to attractive business
opportunities that are within the Board’s risk appetite.
A key element of risk management is the ORSA. The ORSA is a bespoke strategic analysis which links
together all pillars of Solvency II and all areas of the Undertaking. It enables the Management Board to
understand the risks faced, and how they translate into capital needs or alternatively require mitigation
actions.
The ORSA process is an ongoing and continuous process, of which the annual report is a complete
board-level roundup at a point in time providing a meaningful and useful report to the Board. The results
of the ORSA process and the insights gained in the process provide input into risk management, longterm capital management, business planning and product development and design
The Undertaking’s Control Framework promotes the importance of having appropriate internal controls
and ensuring that all associates are aware of their role in the internal control system. The Control
Framework sets out clear standards for the design, operation, validation and oversight of the system of
Internal Control. It defines how effective internal control is achieved through joint responsibilities of the
general managers and the Heads of Functions.
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C - Risk Profile
The Undertaking is exposed to underwriting, market, credit, liquidity and operational risk. Overall the risk
profile remained relatively stable over the year with risk exposures moving in line with business mix and
volumes.
Underwriting risk includes mortality risk, longevity risk, morbidity risk, policyholder-behaviour risk, expense
risk and catastrophic risk. Underwriting risks are primarily mitigated through diversification and singleexposure limits for different risk components. Risks in excess of such limits can be accepted but must
be reinsured.
The Undertaking is exposed to market risks, including interest rates due to timing differences of asset
and liability cash flows and basis differences between valuation rates and equity markets through revenues
that depend on the value of investments covering unit-linked policies. Market risks are primarily mitigated
through aligning assets and liabilities, in particular in terms of currencies and timing of cash flows.
The Undertaking is exposed to credit risks, i.e. the risk of a value decrease of assets or increase of
liabilities due to the default of third parties, or the increase of the probability of such a default and/or the
associated loss. The two main areas of credit risk for the Undertaking are Investment portfolio and
reinsurance. These risks are identified and assessed as part of the Asset Liability Management (‘ALM’)
and re-insurance process, in which the creditworthiness of all obligors is monitored.
The Undertaking is exposed to liquidity risk, which is managed by providing adequate match of liquid
assets to cash outflows coming from matured liabilities. Taking into account assets and liabilities structure
and liquidity buffer the liquidity risk is assessed as low. These risks are identified and assessed as part
of the Asset Liability Management (‘ALM’) process and is monitored by Risk management function.
The Undertaking is exposed to operational risk, which is inseparable part of business activity, that's why
the Undertaking manages operational risk with due care. The Undertaking is exposed to operational risk
consistent with other financial institutions, including the impact of changes in the regulatory and legal
environments and complex modeling for financial reporting and solvency reporting. Operational risks are
identified and assessed with regards to their frequency and potential impact as part of the risk management
process, in which risks and controls are documented.
In addition to the risks covered above, the Undertaking is exposed to strategic risks, which are identified
through the annual external factors analysis, like political, regulatory, economic, social and technological.
The management of strategic risks is addressed by the leadership team of each operating company.

D - Valuation for solvency purposes
Assets
Assets are valued at fair value for Solvency II. This represents the amounts for which the assets could
be exchanged between knowledgeable willing parties in an arm’s length transaction. The main valuation
differences between Solvency II and PSR relate to:
• Deferred acquisition costs and intangible assets, which are not recognised under Solvency II,
• Bonds classified as HTM under PSR, which are valued at amortized cost under PSR and at fair value
under Solvency II,
• Affiliates held at equity pick-up under PSR and under modified equity pick-up under Solvency II (with
main differences being derecognition of intangible assets and DAC from Balance Sheets of affiliates,
derecognition of goodwill recognized under PSR and revaluation of real estate under Solvency II).

Technical Provisions
The technical provisions correspond to the current amount the Undertaking would have to pay if they
were to transfer their insurance obligations immediately to another undertaking. The value of technical
provisions are equal to the sum of a best estimate liability and a risk margin. The option to calculate
technical provisions as a whole is not used. The best estimate liability is calculated gross, without deduction
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of the amounts recoverable from reinsurance contracts. Such recoverable amounts are calculated
separately.

E - Capital Management
Capital Management Policy
Strategic aims of capital management comprise:
• Compliance - ensuring compliance with legal requirements regarding capital requirements,
• Effective allocation - effective management and allocation of capital in order to achieve balanced
gains and development and growth of the Undertaking,
• Financial strength - in order to ensure effective access to capital, to minimize total cost of capital.
There has been no material changes to capital management policy over the reporting period.

Own funds and SCR
The SCR is calculated using the standard formula approach. This method uses stresses for each of the
individual risks as calibrated by EIOPA. EIOPA also provides the standard correlation matrices for the
purpose of aggregation. It is based on a modular approach consisting of a core of life, non-life, market,
health and counterparty default risks with associated sub-modules. These are aggregated using
correlation matrices, both at the sub-module and the main module level. The operational risk component
and adjustments for the risk absorbing effect of future profit sharing and deferred taxes are then allowed
for, to give the overall SCR.
The own funds, SCR, solvency ratio and Minimum Capital Requirement (MCR) are as follows:

2018
PLN'000
965,652

2017
PLN'000
1,168,276

—
—

—
—

Total eligible own funds

965,652

1,168,276

(202,624)

SCR

251,669

269,590

(17,921)

Total own funds
Less:
Restrictions
Deductions

Solvency Ratio
MCR

384%
113,251

Movement
PLN'000
(202,624)

433%
121,316

—
—

(49)%
(8,065)

Total own funds reported in 2017 did include dividend, which was planned to be paid in 2018, in amount
of PLN 279m.
The amount of own funds would change from PLN 1,168m in 2017 to PLN 966m in 2018, which means
decrease by PLN 203 million, caused mainly by dividend payment and decrease of deferred tax liability
(being result of decrease of assets caused by dividend payment and surrenders and maturities of portfolio).
The SCR decreased by PLN 18m from PLN 270m in 2017 to PLN 252m in 2018. This is primarily due to
reduction of concentration and counterparty default risks and also from run-off of the insurance portfolio
(maturities), which itself has impact on various risk modules.
As a result, the solvency ratio decreased from 433% in 2017 to 384% in 2018.
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The Undertaking has had own funds in excess of both the SCR and MCR requirements over the reporting
period.

Approval
The RSR was approved by the Management Board on 15 04 2019.
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A Business and Performance
A.1 Business
A.1.1 Overview
MetLife Towarzystwo Ubezpieczeń na Życie i Reasekuracji Spółka Akcyjna (referred to in this document
as "the Undertaking") is one of the oldest insurance undertakings operating in the Polish market.
Established in 1990 under the brand of Amplico Life First American-Polish Life Insurance and Reinsurance
Company JSC it quickly became one of the most recognized insurance undertakings. Starting from May
2014 the Undertaking is operating under the MetLife brand. This is the consequence of the acquisition
of American Life Insurance Company (ALICO) by MetLife Inc. in 2010.
The Undertaking is a wholly owned subsidiary of MetLife EU Holding Company Limited (the Group),
domiciled in Ireland. Undertaking's ultimate parent is MetLife Inc. domiciled in USA. The simplified
structure is presented below:

The Undertaking is a licensed life insurance undertaking which offers wide range of life insurance products,
e.g. life coverage, accident & health, investment and pension. It operates mainly in Poland and had
branches in Latvia and Lithuania which were liquidated on October 23rd, 2015 and February 29th, 2016
respectively. From March 1, 2015 the Undertaking is operating in Latvia and Lithuania via the Freedom
of Service (FOS) authorization.
See section A.2 Underwriting Performance for a description of the Undertaking's material lines of business
and material geographical areas where it carries out business.
The Undertaking is supervised by Polish Financial Supervisory Authority (KNF).
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The Group is regulated by Central Bank of Ireland, New Wapping Street, North Wall Quay, Dublin 1.
The auditor of the Undertaking is Mr Łukasz Linek, certified auditor (No 12696) acting on behalf of the
entity authorized to audit.
The entity authorized to audit the Undertaking's financial statements is Deloitte Audyt spółka z ograniczoną
odpowiedzialnoscią sp. k. (acting, until March 18, 2018 under the name of Deloitte Polska Spółka z
ograniczoną odpowiedzialnoscią Sp. k.) with headquarters in Warsaw, al. Jana Pawła II 22, registered
at KIBR under the entry No. 73.

A.1.2 Significant business and external events
1. Financial and economic environment:
According to the IMF projection, the world economy recorded in 2018 an increase of 3.7 per cent,
which is 0.1 per cent higher than originally forecast. The worse result, compared to the previous year,
was recorded mainly in the countries of the euro zone and Asia.The economies of developed countries
grew on average at the rate of 2.3 percent, while the economies of developing countries at the rate
of 4.6 percent. On global growth, especially in the second half of the year, trade tensions between
the largest economies have worsened, while in Europe there is also uncertainty as to the final shape
of the agreement that will reconcile UK exit conditions from the European Union (the so-called Brexit).
The Polish economy was growing at a pace exceeding the growth in the euro zone (1.8%), and above
average GDP growth of the European developing countries (3.8%). According to preliminary estimates
of Poland, gross domestic product (GDP) in 2018 was higher by 5.1 percent compared to the previous
year, once again exceeding the forecasts from the beginning of the year.. GUS report for December
2018 pointed to weakening inflationary pressure, while prices of consumer goods and services
increased by 1.1% y / y. In 2019, we expect economic growth to continue with a potential for growth
of approx. 3.8% due to assumptions adopted in the state budget for 2019 and the market consensus.
We should owe the increase to continued strong private consumption due to increased wages and
employment as well as expenditure on investments.
With regard to market risk, the Undertaking does not identify any material risks in areas such as: real
estate price risk, credit risk risk or currency risk. The interest rate risk has been estimated as negligible,
as the vast majority of the assets covering the reserves are kept to maturity. Due to the volatility of
stock prices on global markets, including Poland, we see an increased risk for these assets, but a
minor share in the investment portfolio does not pose any material risk to the Undertaking. The above
risks are monitored, reported and managed. The credit quality of the portfolio remains very high due
to the predominant share of Polish Treasury bonds or guaranteed by the Treasury.
2. Disposals:
No subsidiaries were disposed in the reporting period.
3. Acquisitions and Divestments:
The Undertaking did not make any business acquisitions during the reporting period.
4. Restrictions
N/A
5. Perceived competitive pressures
The life insurance industry remains highly competitive. The product development and product lifecycles have shortened in many product segments, leading to more intense competition with respect
to product features. Several of the industry’s products can be quite homogeneous and are subject to
intense price competition.
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6. Perceived strengths and weaknesses
The Undertaking has financial strength and flexibility for sustainable growth in the life insurance
industry. As a large market participant, we have the capacity to invest in new distribution capability
and information technology needed to offer superior customer service demanded by an increasingly
sophisticated institutional client base. The perceived weakness might be the usage of Undertaking's
IT systems in fast changing product environment.

A.1.3 Distributions to shareholders and profit-sharing policyholders
The Undertaking did not paid any dividends for 2018 as at the date of this document preparation. The
table below summarized dividend payouts taking place in 2018 and 2017.
2018
Per Share
PLN'000
Interim - Paid
Final - Proposed/Paid
Total

2017
Total
PLN'000

12.96
12.96

Per Share
PLN'000
—
12.91
12.91

278,578
278,578

Total
PLN'000
—
277,345
277,345

A.1.4 Key financial highlights
2018 PLN'000
151,396
134,418
729,741
861,845

A.1.4 Key financial highlights
Net result

Technical result
Shareholders' equity
Gross premium written
Assets under management (Undertaking
investments plus unit-linked assets)
Return on equity (*)

5,941,078
21%

2017 PLN'000
178,578
182,483
855,103
850,401
6,590,717
21%

(*) Net result to Shareholders' equity ratio
The net result for the year remained at the same level as last year. Assets under management decreased
because of dividends paid and because of maturing portfolio of life insurance policies.
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A.1.5 Intra-Group transactions
The following table presents transactions with related parties, in the reporting period which exceeded
100 thousand PLN:

Company
MetLife Services Sp. z
o.o

Position

2018 PLN'000

Rent
Other purchases
Premium from group
insurance

MetLife PTE S.A.

Dividend received
Premium from group
insurance

MetLife Towarzystwo
Funduszy
Inwestycyjnych S.A.

Other purchases
Other sales

MetLife SERVICES EEIG

METLIFE
INTERNATIONAL
HOLDINGS
METLIFE EU HOLDING
COMPANY LIMITED

(7,445)
(14,954)

(7,406)
(15,600)

444
47,743

370
36,718

187

190

(1,534)
5,404

—

Dividend received
MetLife Investments
Limited

2017 PLN'000

(1,125)

Other purchases

Other sales
Other purchases

1,440

Other sales
Other purchases

(1,534)
4,566

5,190
(553)
1,258

(5,106)

(31,198)

7,288

6,746

(22,373)

Dividend paid

(278,578)
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(277,345)

A.2 Underwriting Performance
A.2.1 Underwriting performance by line of business
The below table presents Undertaking underwriting performance by SII lines of business.

2018

Insurance
Health
with profit
insurance
participation
2018 PLN'000 2018 PLN'000

Index-linked
and unit-linked Other life
insurance
insurance

2018 PLN'000 2018 PLN'000

Premiums written
Gross
Reinsurers' share
Net
Premiums earned
Gross
Reinsurers' share
Net
Claims incurred
Gross
Reinsurers' share
Net
Changes in other technical
provisions
Gross
Reinsurers' share
Net
Expenses incurred

240,151
997
239,154

273,457
9,002
264,455

245,765

—

—

—

—

361,798
56,503
305,295

275,335
9,013
266,322

245,765
245,765

211,816
46,064
165,752

—

—

—

—

57,891
4,765
53,126

641,805
2,262
639,543

316,520
316,520

27,714
6,272
21,442

—

—

—

—

324,555

158,349

—

—

324,555
87,658

158,349
48,693

(1,851)
154
(2,005)
200,895

—

245,765

—

—

102,472
(10,905)
113,377

(56,455)
—

(56,455)
81,869

In 2018, the Company recorded a 1% increase in gross premiums written. The structure of the gross
written premium was similar to 2017.
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2017

Insurance with Index-linked
profit
and unit-linked Other life
participation
insurance
insurance
2017 PLN'000 2017 PLN'000 2017 PLN'000 2017 PLN'000
Health
insurance

Premiums written

225,067
(33,906)
258,974

Gross
Reinsurers' share
Net

310,028
7,580
302,448

280,536

—

—

—

—

450,185
94,322
355,863

310,070
7,618
302,452

280,536
280,536

290,886
92,491
198,396

—

—

—

—

69,442
7,463
61,978

749,799
5,417
744,382

288,841

36,116
12,849
23,266

Premiums earned
Gross
Reinsurers' share
Net
Claims incurred
Gross
Reinsurers' share
Net
Changes in other technical
provisions

—

Reinsurers' share
Net
Expenses incurred

—
280,536

—

—
288,841

—

(636)
196
(831)
224,012

Gross

34,770
(45,519)
80,290

—

399,833
—
399,833
90,630

—

(51,262)
—
(51,262)
98,616

(84,023)
—
(84,023)
73,045

A.2.2 Underwriting performance by geographical segment
The Undertaking is selling insurance products mainly in Poland, with small activity in Lithuania and Latvia
on the freedom-of-service basis. The split of main items of underwriting performance is set out in the
table below:
Derived from
Polish
Lithuania and
operation
Latvia

Derived from
Polish
Lithuania and
operation
Latvia

Gross premium written

2018
PLN'000
841,733

2018
PLN'000
20,112

2017
PLN'000
827,656

2017
PLN'000
22,745

Gross claims, maturities and
surrenders (*)

1,057,583

11,843

1,148,414

9,483

(*) Costs of claims included in gross claims and benefits

A.2.3 Intra-Group transactions
The Undertaking does not perform reinsurance transactions within the Group.
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A.3 Investment Performance
A.3.1 Investment return
The investment returns recorded by the Undertaking in the current and previous financial year are
highlighted in the table below:

2018 PLN'000
Investment income:
- from affiliates
- from shares and other floating rate securities
- from debt securities
- from deposits in financial institutions
- from other investments
Realized capital gains
Unrealized gains on investments

2017 PLN'000

47,743
11,811
237,961
2,389
3,324
32,323
18,291

41,908
11,428
270,393
2,168
3,844
48,537
97,777

The main driver for decline in the investment return was decreasing surplus portfolio (significant dividends
paid to shareholders) accompanied with decreasing yields on Polish Treasury Bonds.

A.3.2 Investment expenses

2018 PLN'000
7,382
48,392
58,562

Investment expenses
Realized losses on sale of investments
Unrealized losses on investments

2017 PLN'000
5,783
12,093
15,973

A.3.3 Gains/losses recognised directly in equity
The below table presents value of investment gains/losses recognized directly in equity. Undertaking
recognizes unrealized gains/losses from General Account investments as well as revaluation of affiliates
in revaluation reserve, with corresponding entry in deferred tax liability, if appropriate.
2018 PLN'000
Investment gains/(losses) recognised directly in equity

2017 PLN'000

1,821

16,235

A.3.4
Investments in tradable securities or other financial instruments based on
repackaged loans
The Undertaking does not invest in any instruments based on repackaged loans.
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A.4 Performance of other activities
The operating/other income and expenses of the Undertaking for the year are set out below:
Operating income

2018
PLN'000
Re-invoices
Release of provisions
FX differences
Sales of tangible fixed assets
Other operating income
Total

2017
PLN'000

8,873
511
56
—
505
9,945

8,005
574
43

—
746
9,368

Operating costs

2018
PLN'000
Tax on assets
Goodwill amortization
FX differences
Re-invoices
Other operating costs
Total

2017
PLN'000

20,275

24,496

9,671
163
341
1,141
31,591

9,671
494
863
1,529
37,053

A.5 Any other information
All Intra-group operations and transactions are at arm’s length as it would be if the operations and
transactions were with a third party.
Intra-group operations and transactions are mainly related to the Undertaking’s Operational
arrangements.
In general, risk and rewards borne by each party to these intra-group operations and transactions are
no different to what would have been borne by a third party with a similar arrangement.
The Undertaking is of the view that no aspect of the operations or transactions will be or are
disadvantageous to either party within the arrangement.
During the negotiation and execution of the intra-group arrangements there have been no conflicts of
interest and there are none expected in the near future.
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B System of Governance
B.1 General information on the system of governance
B.1.1 Governance structure
The Undertaking set organisational structure with the right internal control system, risk management and
audit, which allows reaching its strategic goals, taking into account the need to efficiently monitor the risk
existing in the business.
The governance structure is transparent and adequate to the scale and nature of the conducted activity
and the risk taken, in which the professional structure, tasks and scope of duties and responsibility are
clearly described and appropriately assigned.
The performance of tasks is entrusted to people who have the necessary knowledge and skills and
supervised by people who have the appropriate experience.
The Statute and by-laws of the Supervisory Board and the Management Board are the key documents
that set out the following:
• The bodies of the Undertaking (i.e., the Supervisory Board, the Management Board and the
various committees) and their role;
• The membership of each of the Boards, their role, the frequency of meetings and the process
for changes to Board membership;
• The membership of each of the committees, their role, the frequency of meetings and how
changes to membership are effected;
• Who is empowered to act on behalf of the Undertaking, in what capacity and to what extent;
• The procedure for appointment and removal of the key functions.
The diagram below shows the corporate governance structure of the Undertaking, including
the Supervisory Board, the Management Board and the committee structure.
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In relation to the resignation of Mr. Rafał Mikusiski from a position on the Management Board, and several
other changes which have taken place in the Undertaking, work is currently underway to adapt the
governance structure of the Undertaking to reflect these changes.
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B.1.2 Role of the Supervisory Board
The Supervisory Board exercises permanent supervision over the activities of the Undertaking. It may
inspect any documents, request reports and seek explanations from the Management Board and
employees.
The Supervisory Board annually submits a reports on its activities at the General Meeting of Shareholders.
Meetings of the Supervisory Board
The Chairman of the Supervisory Board convenes meetings at least 4 times every year, by means of
registered post or by other suitable means of communication seven days before the date of each meeting.
Resolutions adopted at the meeting are deemed valid, provided all the members of the Supervisory Board
were duly notified of the meeting, the meeting was attended by at least one half of the members of the
Board and the resolution was adopted by a simple majority of votes of the Board members present at
the meeting.

B.1.3 Role of the Management Board
The Management Board, under officiation of the Chairman of the Management Board, manage the
activities of the Undertaking and takes all necessary decisions, including those in the form of resolutions,
except for those matters reserved solely to the General Shareholder’s Meeting or the Supervisory Board.
The Management Board assures execution of all duties, including obligations that bind the Undertaking
based on local regulations.
Meetings of the Management Board
Meeting is convened when it is necessary but at least once a month.
Resolutions are adopted at the meeting, they are valid as long as the whole Management Board was
informed and at least two Members of the Board took part in the meeting and voted. Upon each meeting
the minutes are prepared and resolutions are attached thereto.

B.1.4 Matters reserved for the Supervisory and Management Boards
Supervisory Board’s scope of activity:
• Opinion on the Balance Sheet, profit and loss account and the Management Board report;
• Appraise Management Board motion to distribute profit, pay dividend or cover loss from financial
statements;
• Approve motion of the Management Board on establishing or liquidating branches and other
offices of the Undertaking in the country and abroad, approve investment in equities or shares
in companies based on motion of the management board;
• Approve the motion of the Management Board on buying, encumbering and selling real estate;
• Apprise Management Board and each of it's members remuneration and appraise general rules
of employees renumeration of Undertaking;
• Appraise other motions raised by Management Board;
• Appraise other tasks delegated by the General Shareholder’s Meeting; and
• Approve Audit Committee's by-laws.
Management Board’s scope of activity:
• Represent the Undertaking at courts, state authorities and third parties to the extent of all judicial
and extrajudicial functions, except for those matters which require resolution at the General
Shareholder’s Meeting;
• Submit reports concerning the Undertaking's performance together with the yearly annual
financial report, which is subject to evaluation of the Supervisory Board and approval of the
General Shareholder’s Meeting.
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B.1.5 Committees Structure
Audit Committee
The Audit Committee operate in the Undertaking on the basis of the By-laws adopted by the Supervisory
Board. Meetings of the Audit Committee take place at least three times every year.
Audit Committee's scope of activity:
• Monitoring the financial reporting process;
• Monitoring the efficiency of internal control systems, internal audit and risk management;
• Monitoring the proceedings of audit execution;
• Controlling and monitoring the independence of the Certified Auditor;
• Informing the Supervisory Board about the results of the audit and explaining how the audit
contributed to the reliability of financial reporting, as well as the role of the Audit Committee in
the audit process;
• Assessing the independence of the Certified Auditor and giving consent for the provision of
authorized non-audit services;
• Developing of a policy for selecting an audit firm to carry out the audit;
• Developing a policy for the audit firm carrying out the audit and by its affiliated entities authorized
non-audit services;
• Determining the procedure for selecting an audit firm;
• Presenting recommendations to the Supervisory Board regarding the appointment of Statutory
Auditors or audit firms; and
• Making recommendations to ensure fairness of the financial reporting process.
Risk Committee
The Risk Committee is appointed by the Management Board to ensure an appropriate and effective Risk
and Governance Framework. In particular it ensures that senior management fulfils its responsibilities to
identify, monitor, manage and assess the Undertaking's risks and risk mitigation strategies, and to support
and review the performance of the Undertaking's risk management and compliance functions. The Risk
Committee consists of no fewer than four members who meet at least on a quarterly basis.
The Chairman of the Management Board is the Chair of the Risk Committee.
Committee Responsibilities:
• Ensures that all material risks of the firm are identified, measured and managed on an enterprise
basis (particularly in terms of credit risk, market risk, liquidity risk, operational risk and insurance
risk);
• Assists the Management Board in fulfilling their risk oversight duties through establishing and
reviewing policies, practices and procedures used to identify, assess, monitor and report the
relevant risks;
• Ensure there is thorough understanding within management about current risks being undertaken
by the Undertaking, and that this understanding is closely linked with business strategy and
operating model, in accordance with regulatory expectations;
• Ensures that potential emerging risks are being identified and appropriately considered;
• Implements the risk strategy and appetite set by the Management Board;
• Oversees effective implementation of the Risk Management Framework;
The committee's role is to give the Management Board the necessary explanations, information about
the current situation of the Undertaking and recommendations as well as their opinions about the risk
profile, based on which the Management Board makes its decisions.
Investment Committee
The Investment Committee is responsible for recommending the investment policy and investment
strategies to the Management Board and supervises their implementation. As part of the supervision over
investment activity, the Committee is responsible for monitoring investment decisions in the asset
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management process of the Undertaking, in particular in terms of their compliance with the Investment
Policy approved by the Management Board, as well as in terms of their compliance with the provisions
of applicable law and with the Society's internal regulations.
The Committee supervises the implementation of investment strategies within separate investment
portfolios, and in particular supervises the maintenance of the appropriate value of investments covering
technical and insurance reserves and equity, as well as matching maturities and currency and interest
structure of assets and liabilities.
Meetings of the Committee are held at least four times a year. The members of the Committee are:
Director of the Investment Division, Financial Division Director, Actuarial Department Director, Investment
Director, Director of Risk Management Department, Portfolio Management, including representation of
persons responsible for supervision over the implementation of investment insurance strategies for capital
funds.

B.1.6 Delegations of authority
In order to exercise the duties of a particular type or individual activities of members of the Management
Board, acting in accordance with the rules of representation of the Undertaking, may appoint an authorised
representative acting within the scope of the power of attorney.
Before finalising a power of attorney the Legal Department must provide their opinion on its wording.
Each time power of attorney is granted, the scope and period for which it was granted shall be specified
and the Department of Administration shall maintain a register of powers of attorney in an electronic form.
These matters are detailed in a separate document ("Manual on handling of agreements and powers of
attorney documentation").
The Management Board may appoint commercial proxy in order to support the day to day business
activity of the Undertaking. Commercial Proxy is appointed by virtue of the resolution of the whole
Management Board, can be dismissed by any Member of the Board. Commercial Proxy is authorised to
run court and out of court matters not restricted by the law.

B.1.7 Main roles and responsibilities of key functions
In addition to the key functions described in section B.1.1 such as the Supervisory Board and Management
Board, the Undertaking also identifies the following key functions:
Internal Audit
The Internal Audit Department independently examines, evaluates and reports on the adequacy and
effectiveness of the system of internal controls.
Internal Audit is an independent assessment department which is established to provide a service to
Management Board and to the Audit Committee. Head of Internal Audit Department reports to the Audit
Committee. Internal Audit function by examining and evaluating the adequacy and effectiveness of
enterprise-wide controls with a risk-based focus. Internal Audit’s purpose is to provide on-going objective
and independent evaluation of the effectiveness of the system of internal controls, and to perform special
reviews and investigations if requested by the Audit Committee or Management Board.
The Internal Audit mandate is broad, encompassing all of the Undertaking's activities. It identifies auditable
areas within the Undertaking. The operation of the Undertaking is dynamic and requires on-going
monitoring to ensure that new and evolving auditable areas are appropriately identified and actioned.
Compliance
The Compliance function is responsible for identifying, assessing, monitoring and reporting on compliance
risk exposures, controls and material issues to the Undertaking’s Management Board, Risk Committee
and Audit Committee.
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In particular it is responsible for overseeing the implementation of programs on ethics, compliance, antimoney laundering and corruption for the employees of the Undertaking.
The Head of Compliance Department (Compliance Officer) reports directly to the Chairman of
Management Board (CEO) and presents an annual Compliance report, including Testing and Monitoring
Plan for sign off by the Management Board.
For more details on the Compliance Function refer to section B.4.3.
Risk Management
The Risk Management function provides an enterprise-wide, independent and comprehensive framework
to identify, aggregate, measure and report risk across the Undertaking. The scope of the risk management
function comprises all significant risks that impact the Undertaking’s solvency, liquidity, earnings, business
and reputation.
The Head of Risk Management Department (CRO) reports directly to the member of Management Board
responsible for risk management, is a member of the Risk Committee and takes part in the Supervisory
Board and Audit Committee meetings on a regular basis.
The CRO has responsibility for the risk management function and for monitoring the Undertaking's risk
profile on an ongoing basis.
For more details on the Risk Management Function refer to section B.3.1.
Actuarial Function
The Actuarial Function is performed by members of the Actuarial Department. The Head of the Actuarial
Department, acts as supervisor of the Actuarial Function of the Undertaking and reports to the Member
of the Board responsible for the Finance Division.
The Actuarial function relates to the delivery of actuarial services to the Undertaking. In particular it is
responsible for statutory duties set out in legislation (subject also to regulation and professional guidance).
Actuarial services generally relate to the determination of technical provisions and required capital, and
the provision of advice in relation to capital management, underwriting, reinsurance and investment.

B.1.8 Material changes
No material changes

B.1.9 Remuneration
Remuneration policy
Remuneration policy of the Undertaking includes the following elements:
1.

Rules of Remuneration;

2.

Remuneration Policy of the Governing Body;

3.

Rules of Performance Bonuses to the Sales Staff in F2F Division;

4.

Rules of Performance Bonuses to the Sales Staff in B2B Division; and

5.

Remuneration Rules of Members of the Supervisory Board.

Provisions of the Remuneration Rules apply to all employees of the Undertaking except for the employees
managing the Workplace on behalf of the Employer within the meaning of Article 128 section 2 item 2 of
the Labour Code, excluding the Chief Accountant, regardless of the basis for entering into the employment
relationship, the type of performed work and the occupied position.
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The Remuneration Policy of the Governing Body covers members of the Undertaking’s management
board appointed by the Supervisory Board.
The Rules of Performance Bonuses to the Sales Staff cover employees of F2F Division and B2B Division,
occupying sales positions with individual sales plans.
The employee’s remuneration is comprised of a fixed part, i.e. base remuneration, determined in the
employment contract, and a variable part, i.e. awards, quarterly and annual bonuses as well as longterm incentive schemes.
The employee’s base remuneration level is determined individually while taking into account:
•
•
•
•
•
•
•

Remuneration levels defined in the salary grade table (which constitutes an appendix to the
Remuneration Rules);
Individual scope of tasks, duties, responsibilities;
The Employee’s qualifications, competences and professional experience crucial from the
Employer’s point of view;
The effects of the Employee’s work;
The amount of monthly remuneration rate of Employees occupying equivalent positions, with
equivalent competences, qualifications and effects of work;
Market remuneration levels for comparable groups of jobs and positions; and
The Undertaking’s financial abilities and budgets of individual organisational units.

Awards granted to employees are discretionary. Granting of an award depends on evaluation of individual
effects of work, which includes both financial (quantitative) and non-financial (qualitative) criteria.
Evaluation of individual effects of work is supported by the Performance Management process to ensure
pay for performance philosophy. Each rating has its desired range of annual award within which the
superior can submit recommendations concerning their subordinates.
Quarterly and annual bonuses depend on execution of sales plans, subject to achievement of the
appropriate level of qualitative parameters, specified in the rules.
The Undertaking does not offer additional retirement or pension plans for the Management Board, the
Supervisory Board and other persons supervising key functions

B.1.10 Material transactions with related parties
Material transactions with related parties
Material transactions with related parties were presented in section A.1.5.
Transactions with key management personnel
There were no loans or material transactions with key management personnel other than salary and
related benefits.

B.1.11 Adequacy of system of governance
The Undertaking believes that the system of governance implemented within the Undertaking's structure
is adequate to the scale of the Undertaking's activities.

B.1.12 Preparation of consolidated data
The Undertaking does not consolidate any entities in data included in this document.

B.2 Fit and proper requirements
B.2.1 Fit and proper policy
Fit and proper requirements for persons holding key function exists in the Undertaking, which is in
accordance with the requirements of the Insurance Activity Act.
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The above fit and proper requirements apply to both the recruitment process and the verification of
persons performing key functions.
Persons performing key functions in the Undertaking, to whom fit and proper requirements apply are
Members of the Management Board, Supervisory Board and persons supervising other key functions,
such as Risk Management, Compliance, Internal Audit, Actuary of the Undertaking.
The requirements regarding fit and proper of persons preforming key functions describe the minimum
standards for the required fit and proper obligations, a detailed description of the fit and proper assessment
process, and a catalog of situations requiring reassessment.
Head of Human Resources Department is responsible for collecting and storing all the documentation
necessary to perform the fit and proper assessment of key functions, carries out the above assessment,
reviews the ratings every 3 years and keeps the Register of People Performing Key Functions. The Head
of Human Resources Department provides the Supervisory Board with the final fit and proper assessment
of the members of the Management Board and results of assessment of the remaining persons fulfilling
key functions is provided to the appropriate Management Board Member.
The Undertaking fulfills the obligation to obtain consent/ inform the Polish Financial Supervision Authority
(KNF) about the appointment of persons fulfilling key functions by submitting documents required by law,
confirming information on meeting relevant fit and proper requirements including a description of
education, professional experience, criminal record and other required declarations.
The applicable fit and proper requirements apply accordingly to persons performing tasks within key
functions.

B.3 Risk management system including the own risk and solvency
assessment
B.3.1 Risk management structure
Risk Management Governance
The Undertaking has established an effective risk management system, integrated into day to day activities
and aligned with the Undertaking’s strategic objectives.The Risk Management system which consist of
risk management rules and structure is organized in order to:
• Promote a strong risk culture of the Undertaking, rooted in the Undertaking’s purpose and values;
• Ensure consistent, systematic management of risks across all businesses, operations and risk
types; and
• Enable decision makers to direct the Undertaking’s resources efficiently to attractive business
opportunities that are within the Board’s risk appetite.
The Undertaking's main objective is to ensure that risk taking activities are performed within an appropriate
control environment and risks associated with each activity are effectively managed according to the Risk
Management Strategy.
The Risk Management system and the effectiveness of its implementation are reviewed at least annually
and approved by the Management Board and reported to Supervisory Board.
The Management Board has overall responsibility for the Undertaking’s corporate governance and views
risk management as an integral part of the process in pursuit of its business objectives. The Undertaking’s
Management Board is responsible for setting and approving an appropriate system of risk limits according
to approved Risk Management Strategy and acceptable risk exposures (risk appetite).
To ensure that an appropriate and effective risk governance is in place the Management Board in particular
ensures, that senior management fulfills its responsibility to identify, monitor, manage and assess the
risks and risk mitigation strategies, as far as risk reporting and compliance are concerned.
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The Risk Committee
The Risk Committee is a body that supports the Management Board in fulfillment of their responsibility
for the risk management system. The Risk Committee provides a comprehensive view over the
Undertaking's risk profile and recommends to the Management Board risk management policies and
procedures including risk limits and risk management processes. It recommends to the Management
Board Risk Management Strategy and risk appetite.
Risk Management Function
The Risk Management function ensures independent and comprehensive system to identify, measure,
manage, monitor and report risks across the Undertaking.
The risk management function considers controls of key risks and how they impact the Undertaking’s
solvency, liquidity, earnings, business and reputation. The Risk Management function pursues these
objectives through the following main activities:
•
•
•
•
•
•

Identifies risks;
Provides an independent, integrated and transparent view and assessment of these risks;
Assures consistent standards and proper governance;
Monitors and reports risks to the Management Board through the Risk Committee, to the Audit
Committee and to the Supervisory Board
Participates in management of key risks; and
Recommends risk appetite and risk limits.

The members of the Risk Management function promote a culture of sound and effective risk management
at all levels of management and in all areas of the organization.
Chief Risk Officer
The Risk Management function is headed by the CRO (the Head of Risk Management Department)
who reports to the member of the Management Board responsible for risk management. Through the
participation in the Risk Committee and various relevant meetings / working groups, the CRO ensures
that Risk is considered at all levels of decision making.
The Three Lines of Defense Framework
The Undertaking’s risk management system is based on the concept of three lines of defense.

The managers of all business and operations areas as the first line of defence are responsible as risk
owners for ensuring that all risks in their respective areas and any relevant interfaces with other areas
are justified by business goals, and that all risks are appropriately managed and controlled. In particular,
it is the responsibility of the relevant department manager to identify, measure, manage, monitor and
report all risks in an area according to the Risk Management Strategy and adequate policies and
procedures.
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The Risk Management, Compliance and IT Risk and Security functions fulfill the second line of defence,
by providing the enterprise-wide, comprehensive and consistent systems, techniques and processes to
aggregate, assess risks and challenge independently the business’ management of all risks and controls
the risks the Undertaking faces across different areas.
Internal Audit provides independent assurance over the strengths of controls as the third line of defence.
Internal Audit examines and evaluates the adequacy and effectiveness of controls with a risk-based focus,
and performs special reviews and investigations as directed by the Audit Committee and executive
management.

B.3.2 Risk strategy and appetite
The Risk Management Strategy recommended by the Risk Committee and approved both by the
Management Board and Supervisory Board, includes the Undertaking's risk appetite statements and
provides the basis for the management of risk in alignment with the risk appetite. As such, the Undertaking's
Corporate Strategy, Risk Management Strategy are applied to meet the Undertaking's objectives.
The strategic appetite is operationalized through quantitative limits and qualitative descriptions. Further
risk limits and guidelines how to comply with risk appetite in each class are set out in risk management
strategy and in the respective individual risk policies (among other Credit, Market, Liquidity, Insurance
and Operational & Business).
Management are responsible for defining the metrics in line with the business strategy and the risk appetite
set out in the Risk Management Strategy.
Risk appetite is stated by limiting the potential adverse impact on the Undertaking in the following
dimensions:
Financial strength
The Undertaking maintains access to sufficient capital in order to meet its Solvency II regulatory capital
requirements, except in very unusual and unforeseen market conditions. In particular, no dividends can
be paid that would lead to a breach of this requirement. The Undertaking also maintains access to sufficient
liquidity at all times to meet policyholder liabilities as they become due, and obligations under marketstandard collateral requirements that support hedging activities.
Business growth and earnings stability
The Undertaking aims to fulfill business plan. Responsibility to fulfill the plan belongs to Operations and
Sales functions and is primarily monitored by the financial controllers, but impact on sales capacity and
earnings volatility are important metrics for operational risk management.
Risk/reward trade-off
In pursuing its business, the Undertaking is seeking to generate an appropriate return for the risk assumed.
Balanced risk profile
Risk appetite is not only set in terms of overall aggregate impact on the Undertaking, but also in terms
of the balance of the risk profile and the nature of different types of risk. In particular, the Undertaking
strategically seeks certain risk types, and avoids or prohibits others.
Risk appetite monitoring and escalation
The Risk Function monitors the risk profile and adherence to appetite, and reports on a regular basis
along all dimensions of risk appetite to the Risk Committee, the Audit Committee and the Supervisory
Board.
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B.3.3 Operational risk management cycle
The below figure illustrates the Risk Management within the Entity Risk Self-Assessment ("ERSA")
Process.

1. Identification
The operational risk management cycle starts by identifying all relevant risks and related controls. The
business and functional areas supported by Risk Management function identify risks and controls as part
of the normal course of business, and document them as part of the structured ERSA process. The
Undertaking has developed a common risk taxonomy to be used by the business as a tool in the process.
The business plan is a key reference point for the identification of risks, and reported loss events are
used as further input.
Identification of financial risks is completed by the Risk Management function in cooperation with the
Finance Division. Business risks are identified by business units within standard business processes.
Additionally, the Risk Management function coordinates and prepares annual analysis of business and
strategic risks based on observed external factors that have or may have impact on the Undertakings
business activity.
2. Measurement
For each operational risk the potential severity and frequency of losses are assessed - both without
consideration of specific mitigating controls (‘inherent risk’), as well as with consideration of established
controls and their effectiveness (‘residual risk’). Business Function management supported by Risk
Management function perform this assessment. Financial risks are measured by the Risk Management
function in cooperation with Actuarial function based on selected measures and indicators. Business risks
are assessed using expert judgement.
3. Management
Based on the risk assessment, the Undertaking’s risk appetite, and the cost of further mitigation, the risk
owners determine management responses. Critical exposures outside the Undertaking’s risk appetite,
must be reduced as quickly as is practical. In other cases, management can take action to reduce the
risk, or accept the risk if a clear business rationale exists and this is appropriately approved.
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4. Monitoring & Reporting
Risk management function based on its own analysis depends on information received from other
employees and business functions responsible for particular business areas. It must consider potential
threats, identified risks or operational events, prepare the risk profile reports that are presented to the
Risk Committee, the Audit Committee and the Supervisory Board.

B.3.4 Own Risk and Solvency Assessment (ORSA)
The objective of ORSA is to present an sound and holistic risk profile and capital needs for the business
planning time horizon that is the base for making business decisions process that provides balance
between risk and return. The Undertaking intends to use the ORSA as a way to manage risks and capital
effectively.
ORSA process
The Undertaking's ORSA process:
• Assesses the Undertaking's overall solvency needs prospectively, providing analysis of the
Undertaking's ability to remain a going concern.
• Reliably monitors compliance with regulatory capital requirements on a continuous basis, allowing
for changes in risk profile and stressed conditions, and the quality and loss absorbing capacity
of own funds.
• Produces results that are integrated into long term capital planning, own funds allocation, business
planning, product development and design, and governance.
• Describes the approach by which the Undertaking incorporates all key results and findings from
stress testing and scenario analysis into the capital management and planning approach and
business decision making approaches.
The ORSA process is a continuous cycle of assessment and is significantly dependent on the key
interactions between the processes (i.e. business planning, capital management and stress
testing) in order to obtain the results, which provide senior management and the Board with comfort that
there are adequate solvency levels. The ORSA process captures all the material risks that the Undertaking
faces or may face in the future that may impact meeting its obligations.
The ORSA is integrated into the management processes and decision making process of the Undertaking.
The business planning process feeds directly into the ORSA. The business plan links to capital
management and is stressed to ensure robustness over the three year planning horizon. The risks of the
business plan are assessed as part of the ORSA. The ORSA enables the Board to understand the risks
faced and how they translate into capital needs or alternatively require mitigation actions.
Each ORSA process is documented and report is produced. The ORSA report is both internally used and
is delivered to supervision authority.
The Undertaking carries out its own risk and solvency assessment in its entirety at least annually and
without delay following any significant change in the risk profile of the Undertaking, and this is reviewed
and approved by the Management Board following the recommendations of the Risk Committee.
In the last reporting period the Undertaking did not perform any ad hoc own risk and solvency assessments.
Own Solvency Needs
The Undertaking determines it's overall solvency needs taking into account the Undertaking’s specific
risk profile, approved acceptable risk limits and business strategy. This assessment represents the
Undertaking’s own view of its risk profile and capital needs and other means needed to appropriately
address these risks.
The Undertaking expresses the overall solvency needs in quantitative terms and complements the
quantification by a qualitative description of the risks. Within this process, it undertakes the following:
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1. Identifies the companies specific risk profile taking into account the approved risk tolerance limits
and business strategy and external environment.
2. Performs an assessment of the appropriateness of the standard formula.
3. Subjects the Balance Sheet and the identified risks to a range of stress test/scenario analyses
to provide an adequate basis for the assessment of the overall solvency needs. This assessment
is forward-looking and covers separately each year of the business planning period. The scope
of the stress tests, reverse stress-tests and scenario analyses is compatible with the principle of
proportionality, having regard for the nature, scale and complexity of the Undertaking’s business.
4. Prepares contingency plans to address material risks that could have a significant impact on the
solvency position or viability of the Undertaking if they were to happen.
The above process undertaken by the Undertaking ensures that the capital management activities and
the risk management system are interlinked and that all key decision making processes are aligned with
the ORSA process.

B.3.5 Partial Internal Model (PIM)
The Undertaking does not use an Internal Model or partial Internal Model.

B.4 Internal control system
The Undertaking’s Control Framework promotes the importance of having appropriate internal controls
and ensuring that all associates are aware of their role in the internal control system. The Framework
sets out clear standards for the design, operation, validation and oversight of the system of Internal
Control. The Control Framework defines control activities as the policies and procedures that mitigate
the Undertaking’s risks to the expected level. Control activities can be preventative, corrective, detective
or directive, and include a range of activities as diverse as authorizations, segregation of duties and
required approvals, verifications, reconciliations, reviews of operating performance, documentation, and
security of assets.
All key controls are linked with the associated risks in the Undertaking’s ERSA, and managed as
part of that process to validate their effectiveness and address identified weaknesses. Ongoing monitoring
occurs in the ordinary course of operations. Due to changing conditions, management need to determine
whether the internal control system continues to be relevant in its ability to address the Undertaking’s
risks. Internal Control effectiveness is annually reported to the Management Board and the Supervisory
Board.

B.4.1 Internal Controls
Internal Control is an integral part of the Undertaking’s Risk Management (RM) Framework and is one
of the principal means by which processes are controlled, risks are managed and opportunities explored.
Covering the entire range of procedures, methods and controls established by the Management Board
of the Undertaking and managers to ensure the proper functioning of business operations, a business’
system of Internal Control is considered efficient when:
• A risk based approach is followed;
• Key business risks are documented;
• Processes and control activities are clearly documented for significant controls so that there is
adequate evidence of their execution;
• Controls are integrated into business processes;
• Controls are automated, where possible, to gain efficiency;
• Controls are monitored and subject to an efficient testing strategy or self assessments within
each line of defense;
• Cost/benefit considerations are included in the design of the system of control, with consideration
of both the size and complexity of the operations;
• Internal Control objectives, scope, roles and responsibilities are clearly defined and documented;
• Appropriate information is available to the Management Board and managers as an early warning
indicator to highlight where there are deficiencies in the control environment;
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•
•
•

The quality of the business’ Internal Control System is periodically reviewed, with corresponding
actions and reports;
Communication and escalation processes are defined and maintained; and
Staff training is in place to increase awareness of risk and control activities.

B.4.2 Key Procedures
The Undertaking’s system of Internal Control comprises of the following elements:
• Internal Environment and Objective Setting; establishing an organizational structure, a good
environment of internal control encompassing both technical competence and ethical
commitment to objectives set.
• Documented systems of governance; a common philosophy, integrity, culture, behaviors and
competence around the importance of controls and care for the development of employees
• Risk & Control Assessment, including Risk Response; setting of risk and control goals, objectives
and performing of Own Risk and Solvency Assessments (ORSA) and Enterprise Risk Self
Assessments (ERSA);
• Control Activities or procedures, including a Policy Framework; documented processes and
procedures, reconciliations, securing, review of business performance, approvals and
authorization linked to defined limits, and segregation of duties for key activities
• Information and Communication, including reporting procedures; effective communication
channels and the use of Information Technology systems to automate controls as much as
possible
• Testing and Monitoring; ongoing control assessment and monitoring and independent controls
assurance testing and reporting in accordance with activity undertaken across the three lines of
defense.
Monitoring
The control environment is monitored by all managers, and in particular by dedicated control functions.
Control Activities
The control functions oversee a number of control activities performed by the ‘First Line of Defense’ which
together ensure that the control environment is effective to ensure the Management Board’s required
level of control. The Undertaking’s control environment comprises an extensive catalog of controls that
are defined for each function, and include the following:

Control Name
Approval and
Authorization
Business Resumption
Code of Accounts
Structure

Documentation

Hiring/Selection

Description
Approval/authorization is the confirmation or sanction of employee
decisions, events or transactions based on a review by the appropriate
management personnel.
Controls that ensure that business operations can resume in the event of
disaster or IT outage. These controls include Business Continuity (BCP)
and Disaster Recovery (DR) Planning, BCP/DR Testing, system back-up
and data retention.
Controls to ensure that the design of the general ledger or subledger
account codes assists in minimising errors and allow for effective data
capture and reporting.
Controls are in place ensuring decisions, exceptions, transactions, and
other events are substantiated through documentation. This control
includes confirmations, notices and/or disclosures that are required to be
sent to clients on a periodic or annual basis.
The hiring and selection process includes a due diligence and escalation
process in connection with information received as a result of a
background check conducted on an individual candidate who is seeking
registration or appointment with the Undertaking.
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Control Name

Description
Controls that ensure the completeness, accuracy, and/or integrity of data
input into information systems. These controls include business rules
Input Form Design, Edits, built into the design of system interfaces to reduce the probability of data
input errors, (e.g. required fields, acceptable values, etc.), input data
and Validations
validation against known or expected values (e.g. tolerances etc.), or
verifying the integrity and origin of data (e.g. digital signatures, hard-copy
signatures, etc.).
Controls that protect the organization's assets through direct measures
such as locks on doors, bars on windows, use of safes to secure
Physical Safeguarding
valuables, and other similar techniques. Includes adequate data center
Mechanisms
security measures put in place to prevent compromise of the
Undertaking's IT assets.
There are policies and procedures describing the organization's policies
for operation and the procedures necessary to fulfil the policies. There
Policies & Procedures
are also reference aids or resources available which employees can refer
to assist them in fulfilling their job responsibilities.
Management monitoring controls that ensure business processes within
the Lines of Business meet their business objectives. These controls may
include reviewing transaction error reports, reviewing compliance with
Process Monitoring
applicable laws/regulations (e.g., monitoring the status of claims to
ensure turnaround times comply with regulatory time standards),
conducting quality assurance reviews, rejecting duplicate transactions,
financial statement reviews, etc.
Control techniques that ensure that two or more data sets/elements
Reconciliations/
match, for example reconciling bank accounts, comparisons of subledger
Comparisons
totals to control accounts, comparisons of data transfer record counts,
etc.
Controls segregating tasks or processes to reduce the risk of accidental
Segregation of Duties
errors and/or fraud.
Management monitoring controls that ensure Lines of Business meet
Strategic Monitoring and their strategic objectives. These controls include short and long-term
range planning, organizational design/staffing, key performance indicator
Governance
reviews, risk management, enterprise architecture, data governance,
knowledge management, etc.
Controls are in place over the authorization, identification and
System Access Approval authentication of associate access to IT Resources. Minimally, access to
and Monitoring
systems or data is formally approved and access is periodically reviewed
for appropriateness.
Controls are place to ensure changes to IT systems are reviewed to
ensure the meet the needs to the business, perform as expected, and do
System Change Control
not create security vulnerabilities. These controls could include unit
testing, performance testing, user acceptance testing, vulnerability
testing, etc.
Controls are in place to ensure sensitive data is encrypted in the
Undertaking's systems. Encryption controls and other methods of
System Data Encryption safeguarding data are used in at-risk IT assets such as laptops, smart
phones/blackberries and back-up tapes to prevent unauthorized data
access and/or disclosure of confidential or sensitive information.
Controls that ensure the technology environment is monitored for security
System Monitoring and
incidents, processing amends, system outages, etc. and that appropriate
Response
actions are taken based on the results.
System Security
Security configurations at the software, infrastructure, hardware, or
Configurations
network layers that ensure the confidentiality of data.
Third-Party Monitoring

Controls that ensure that third-parties are operating in accordance with
agreements and contracts and deviations are acted upon by
management.
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Control Name

Training/Communication

Validity/Existence Tests

Description
Controls are in place to ensure that employees, at all levels, are provided
with training activities that comply with regulatory requirements regarding
training on products, services, procedures, rules and standards, as
applicable. The organization has communicated its values and standards
to employees, suppliers, customers and other relevant stakeholders.
There is a process to update and communicate these standards and
related training regularly.
Controls that validate the existence of assets. Examples include physical
inventory counts to determine that quantities and descriptions of goods
and/or supplies on hand are accurate, fixed asset inventories to validate
the existence of items represented in the accounts, and other similar
processes.

B.4.3 Description of Compliance function
The Compliance function is responsible for identifying, assessing, monitoring and reporting on compliance
risk exposures and controls to the Undertaking’s Management Board, Risk Committee and Audit
Committee.
Role of the Compliance Function:
• Advising the Management Board and the Supervisory Board on compliance with the laws,
regulations and administrative provisions adopted pursuant to the Directive; and
• An assessment of the possible impact of any changes in the legal environment on the operations
of the undertaking concerned.
The identification and assessment of compliance risk, including, but not limited to:
• Conducting compliance testing and monitoring to ensure independent oversight and review of
policies and procedures;
• Other activities supporting compliance risk management, e.g:
▪ Supporting of the process on a robust training program to ensure all staff are fully up to
date with and understand all compliance rules and regulations;
▪ Reviewing all compliance procedures; and
▪ Management of any regulatory inspections when the Compliance Officer is appointed
by the Chief Operation Officer (or Management Board) for the control coordinator function
and working with the business to ensure that management and functions are
appropriately prepared for the inspection (visit). The Compliance Officer will manage the
outcome of any visits and report back to the relevant regulator.
The Compliance Officer is also responsible for providing an annual Compliance Plan, including Testing
and Monitoring Plan for sign off by the Management Board.
The Compliance Officer has a direct reporting line to the Chairman of the Management Board and is
responsible for reporting on all compliance matters to the Management Board.

B.5 Internal audit function
B.5.1 Internal audit
Internal Audit (IA) is an independent assessment group established within MetLife as a service to
Management and to the Audit Committee. It is a group that functions by examining and evaluating the
adequacy and effectiveness of controls with a risk-based focus.
Its purpose is to provide on-going objective and independent evaluations of the effectiveness of the
system of internal controls, and to perform special reviews and investigations as directed by the
Management Board or Audit Committee.

31

Roles and Responsibilities of IA
IA assists management in bringing a systematic and disciplined approach to ensuring the existence and
operational effectiveness of the system of controls. This includes a number of responsibilities, as follows:
• Evaluating the adequacy of the system of internal controls for reasonable assurance that
transactions are executed in accordance with management authorization, that they are properly
recorded, and that assets are effectively safeguarded;
• Determining if the financial reporting process used to prepare the Undertaking’s statutory financial
statements is operating effectively;
• Determining if the management reporting system provides reliable and timely information;
• Evaluating whether management control systems throughout the Undertaking are operating as
intended, and are effective;
• Reviewing compliance with Undertaking policies and procedures;
• Providing management with an objective review of operations, and to ensure management takes
appropriate action to mitigate risk;
• Performing consulting and advisory services related to governance, risk management and control
as appropriate for the organization;
• Reviewing new key systems and procedures prior to implementation or when there is a major
change in an existing system;
• Assisting the Audit Committee in exercising their fiduciary responsibilities, and apprising the
Management Board of any significant developments warranting their consideration or action;
• Evaluating and investigating allegations and the possibilities of fraud, and other inappropriate
transactions, in coordination with other departments;
• Monitoring and evaluating the effectiveness of the organization's risk management processes;
• Participating in management discussions that involve the development or modification of
operating policies, or the system of internal controls; and
• Maintaining liaisons with appropriate external professional organizations and keeping informed
on new developments in the field of auditing.
IA Process
The IA process is defined in the Internal Audit Policy. Within the framework of these objectives, Internal
Audit shall at least annually prepare an audit plan. Such plans shall include:
• A schedule of audits based upon the results of the risk assessment;
• A proposed budget which documents the level of resources that need to be committed to provide
consistent and adequate audit coverage for the audit plan; and
• Flexibility to respond to special requests of Senior Management on a timely basis.
Internal Audit shall maintain an effective working relationship with the Undertaking's external auditors.
External auditors are engaged to perform work required to express an independent accountant's opinion
on MetLife's consolidated financial statements, internal controls, and other work as may be specifically
requested. Internal Audit will actively coordinate its efforts with the external auditors to optimize overall
audit coverage and minimize costs, where appropriate. The external auditors shall have access to
workpapers and reports produced by Internal Audit, as needed.
Reporting Structure
Results and conclusions of audit work will be reviewed with the management directly responsible for the
activity being evaluated. The purpose of reviewing results will be to reach agreement as to the facts
presented by the auditors and to make management aware of audit issues before the report is released.
An Internal Auditor’s Report is issued at least annually to the Management Board and Audit Committee
and includes information on the achievement of internal audit's objectives, including the execution of the
audit plan.
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B.5.2 Independence
In order to maintain independence and objectivity, Internal Audit will not prepare any accounting and
related records or engage in any relevant activity requiring audit review, including the development or
installation of new systems, policies or procedures. The review of new systems or procedures prior to
implementation shall not be considered an impairment of independence and objectivity.

B.5.3 Audit policy
The Undertaking maintains an Internal Audit policy. This is consistent with International standards
including Solvency II.

B.5.4 Audit plan
Any significant deviation from the approved internal audit plan will be communicated to the Management
Board and the Audit Committee through periodic activity reports. At the end of each year, the Head of
Internal Audit shall review Internal Audit’s planned activities for the coming year with the Management
Board and the Audit Committee.

B.5.5 Persons with dual responsibility
Internal Audit does not maintain or undertake any dual responsibilities or activities that fall outside the
approved Internal Audit Policy.

B.6 Actuarial function
The Actuarial Function is performed by members of the Actuarial Department. Six of them (including
Head of the Department) are licensed actuaries by Polish standards with long professional practice (from
7 to 20 years). The remaining members are: reinsurance specialist and actuarial assistant. The actuarial
team constitutes also part of actuarial corporate network. It implies exchange of professional knowledge
and experience, benefiting from corporate Continuous Development Program and mutual professional
support.
The Head of the Actuarial Department, acts as supervisor of the Actuarial Function of the Undertaking
and he reports to the Member of the Board responsible for Finance Division.
The Actuarial Function delivers actuarial services to the Undertaking. In particular it comprises:
• Coordination and overseeing the calculation of technical provisions and required capital;
• Ensuring the appropriateness of the methodologies and underlying models used as well as the
assumptions made in the calculation of technical provisions;
• Assessing the sufficiency and quality of the data used in the calculation of technical provisions;
• Comparing best estimates against experience;
• Informing the administrative, management or supervisory body of the reliability and adequacy of
the calculation of technical provisions;
• Expressing an opinion on the underwriting policy;
• Expressing an opinion on the adequacy of reinsurance arrangements; and
• Contributing to the effective implementation of the risk management system.

B.7 Outsourcing
Outsourcing Policy
All outsourcing is subject to the requirements of the Outsourcing Policy, which ensures that all outsourcing
arrangements are subject to appropriate due diligence, approval, written agreements and on-going
monitoring, and that the risks associated with entering outsourcing arrangements are effectively managed.
The policy applies to all outsourcing agreements and covers the requirements for both external outsourcing
and intra-group outsourcing.
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The purpose of the policy is to establish a sound governance framework that will mitigate such risks and
ensure that, as it relates to outsourcing, MetLife will:
• Exercise due care and diligence so as to minimize operational and other risks associated with
entering into, managing or terminating any arrangement to outsource a Critical and Important
function or activity;
• Create, implement and maintain a strong governance system;
• Maintain consistency and transparency in its outsourcing arrangements to facilitate internal and
external (including regulatory) reviews as and when necessary;
• Provide adequate SLA statements;
• Manage all material risks arising from outsourcing activities to meet business requirements for
performance related to financial, regulatory and service obligations; and
• Provide quality and continuous service to policy holders.
In 2018 changes that have occurred within the outsourcing process of important activities are the contract
under which the Capital Group provides tool servicing communication between Undertaking and banks
running the Undertaking's bank accounts and the changes in the agreement from 1 January 2017 with
MetLife Services EEIG. The scope of activities provided by MetLife Services EEIG was widen by adding
financial management service and offer outgoing payments scanning. MetLife Services EEIG is a
European Economic Interest Grouping operating Irish jurisdiction.

B.8 Any other information
Undertaking believes that its risk management system is adequate to character, scale and complexity of
risks specific to Undertakings' activity.
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C Risk Profile
Business specificity in terms of strategic direction, product types, customers segments, chosen distribution
channels, asset management approach and operational model, together with changing environment
determines the Undertaking risk profile. Identified risks are assessed, managed, monitored and reported.
Having risk management system in place, the Group and the Undertaking are developing a consistent
methodological approach to own solvency needs assessment.

C.1 Underwriting risk
C.1.1 Material exposures
The Undertaking has established and implemented a comprehensive set of insurance risk policies and
procedures in relation to underwriting risks. These include the Undertaking’s guidelines and processes
linked with insurance risk assessment and maximum Undertaking's share in the risks assumed.
The lapse risk is one of the most important risks in the underwriting risks catagory. On year end 2018
the capital requirements under the Standard Formula (without diversification effect) amounted to:
1. Life insurance module: 143 m PLN
2. Health insurance module: 36 m PLN
The risk is monitored quarterly through updating corresponding SCR's, persistency indicators and takeup rates of policy options. The exposure to catastrophe and the biggest individual insurance risks are
monitored and presented annually. At year end 2017 the observed exposures were:
1. Catastrophe risk: 33m PLN (by measure assumed in Reinsurance Policy)
2. Largest individual insurance risk: 10m PLN
Sufficiency of the premiums for future claims and expenses, taking into consideration effects of expense
inflation, contractual options/ guarantees, potential anti-selection is tested and reviewed in documentation
of new products, which is subject to review by Actuarial Function and the Undertaking's lawyers for
evaluation of legal risks. Post sale analysis of products offered is realised through Value of New Business
quarterly reporting.
At present, there are no recognized exposures arising from Off-Balance sheet positions and the transfer
of risk to special purpose vehicles.

C.1.2 Material risk concentrations
Through its operations, the Undertaking seeks to underwrite a highly diversified and balanced portfolio
of underwriting risks. In Group Life LOB, material geographical risk concentrations can arise. They are
monitored as exposure to Catastrophe risk as mentioned in the preceding section.

C.1.3 Material risk mitigation practices
Underwriting risks are primarily mitigated through single-exposure limits for basic insurance risks such
as mortality, invalidity and critical illness. Risks in excess of such limits can be accepted but must be
reinsured. Exposure to catastrophe risk (understood as potential total loss being result of a single event)
and needs for catastrophe reinsurance are assessed annually in the Annual Reinsurance Report.

C.1.4 Material risk sensitivities
As required by the calculations to determine the SCR using the Standard Formula (SF), the Undertaking
determines the impact of increases in expected loss rates, and pandemic events.

35

2018 SCR (in
PLN'000):

Subrisk:

2017 SCR (in
PLN'000):

Life underwriting risk
Life mortality risk
Life longevity risk
Life disability - morbidity risk
Life lapse risk
Life expense risk
Life catastrophe risk
Diversification within module
Total capital requirement for Life underwriting risk

14,194
8,969
192
143,167
56,400
17,906
(52,376)
188,452

15,452
7,955
3,575
117,369
41,400
21,696
(52,114)
155,333

And similarly for Health type of underwriting risks:
2018 SCR (in
PLN'000):

Subrisk:
Health underwriting risk
Health mortality risk
Health longevity risk
Health disability-morbidity risk
Health lapse risk
Health expense risk
Catastrophe risk (including diversification)
Diversification within SLT Health underwriting risk
Capital requirement for SLT Health underwriting risk

1,981
6
14,761
35,867
1,808
1,939
(14,179)
42,183

2017 SCR (in
PLN'000):
2,530
115
26,598
38,878
1,804
2,472
(21,090)
51,307

C.1.5 Stress and scenario analysis
There were two scenarios analysed, where the assumptions linked with underwriting risks were used;
Depression scenario and Scenario of abrupt increase in interest rate. They were considered in the last
ORSA report.
1. Depression scenario
This scenario is related to 2008 financial crisis. It was assumed a sudden slowdown of business activity
resulting from smaller expenses of consumers and enterprises, drop of employment rate, and increase
of inflation and risk-free interest rates. In this scenario it was assumed also a 70-90% new business gap
in relation to plans and in area of underwriting risks it was assumed higher lapse levels in first year of
the projection:
- Endowment type insurance: 260% of base level
- Investment insurance: 240% of base level
- Pension insurance: 360% of base level
- In the following years: as in the base scenario.
The resulting solvency ratio decreases over the 4 year projection but stays close to the 250% level.
2. Scenario of abrupt increase in interest rate
The scenario assumes that the phenomenon of high interest rates and inflation will occur. That combination
of stress conditions has potentially negative effect on solvency risk, e.g. through the loss of the portfolio
surplus value, growing costs which cannot be compensated with a premium increase / fees on the existing
portfolio and resignation from contracts increasing the anti-selection risk. The influence of the abovementioned unfavourable factors may be partially limited by the positive influence of growing interest rates
on the profitability of products with built-in non-cash options and guarantees. The long-term UFR has
been determined to be 6% for PLN with the credit rate adjustment (CRA) at the level of 10 bps.
The new sales are affected but there are assumed changes of lapse levels in the first projection year:
- All insurance products (except Unit-Linked) 120% of base level
- In the following years: as in the base scenario.
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The resulting solvency ratio decreases over the 4 projection years but still remains above regulatory limits
due to adequate dividend policy management.
Sensitivity analysis concerning lapse risk was performed based on impact of 10% lapse level increase
comparing to base scenario. Despite the fact that lapse risk is one of three main risks influencing solvency
position, permanent increase by mentioned level does not have significant impact on the Undertaking's
solvency position.
3. Stress tests requested in 2018 by KNF
In the table below there are presented results of stress test performed around middle of 2018.

mPLN
Assets
Liabilities
Available
Capital

SII

Combined
scenario for
selected market
risks

7 179
5 708

6 520
5 150

1 168

1 067

Interest rate
risk
0
0
1 168

Reserve
Risk (Life
Insurance)

The risk of credit
downgrade of
biggest issuer/
counterparty

Risk of
"hard"
Brexit

7 179
5 743

7 168
5 697

7 179
5 708

1 133

1 168

1 168

27
SCR
Solvency
Ratio

270
433%

276
387%

273
428%

270
420%

270

0
432%

433%
89

Free Surplus

899

791

896

863

7

899

The combined scenario for selected market risks proved to be most painful. Since there are no significant
exposures to the risk of "hard Brexit", the last column is identical with base scenario results.

C.2 Market risk
C.2.1 Material exposures
The Undertaking is exposed to market risks, including interest rates due to timing differences of asset
and liability cash flows and basis differences between valuation rates, credit spreads, and indirectly equity
markets through revenues that depend on the value of investments covering unit-linked policies and
positions held to facilitate policyholder transactions. These risks are identified and assessed as part of
the Asset Liability Management (‘ALM’) process, in which all Balance Sheet values are mapped to their
relevant market drivers. The exposures to market risks have been stable over the course of the reporting
period.

C.2.2 Material risk concentrations
Main type of market risk is interest rate risk. Currency risk is not material as offered products and
investments are nominated in PLN, which is the Undertakings base currency.

C.2.3 Material risk mitigation practices
Market risks are primarily mitigated through aligning assets and liabilities, in particular in terms of timing
of cash flows and currencies. Exposure to changes in credit spreads is mitigated by investing in a
diversified and high-quality investment portfolio. Equity exposures from the book of unit-linked policies
are managed through product design and selection of suitable investment funds.
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C.2.4 Material risk sensitivities
As required by the calculations to determine the Solvency Capital Requirement (SCR) using the Standard
Formula, the Undertaking determines the impact of changes in interest rates, currency values against
the PLN, equity levels, and credit spreads and market concentration risk.
2018 SCR (in
PLN'000):

Subrisk:
Market risk
Interest Rate Risk
Equity Risk
Property Risk
Spread Risk
Market risk concentrations
Currency Risk
Diversification within module
Total capital requirement for market risk

2017 SCR (in
PLN'000):

—
—
108,615
—
21,120
4,326
4,187
(11,788)

72,416
135,668
—
20,578
—
8,911
(66,228)

126,460

171,346

C.2.5 Stress and scenario analysis
Stress and scenario analysis among others considering market risk is performed within the ORSA process.
The ORSA results show that potential changes of market conditions will not threaten the Undertakings
solvency position. The Undertaking maintains adequate solvency levels even if stress scenarios similar
to ones that happened during the last several years occur. During the last ORSA process two sensitivity
analyses were performed; permanent increase and decrease of interest rates by 100 bps. Results of four
year projection that solvency levels changed only slightly due to these interest rate changes. SCR ratios
still remain above 400%.

C.3 Credit risk
C.3.1 Material exposures
The Undertaking is exposed to credit risks, i.e., the risk of a decrease of assets or increase of liabilities
due to the default of third parties, or the increase of the probability of such a default and/or the associated
loss. The two main areas of credit risk for the Undertaking are Investment portfolio and Reinsurance. The
primary concentration of the risk is in the investment portfolio, which is managed by the Investment
Function.
The Investment Function manages credit risk using a structured risk management framework comprising
of:
• Policies, procedures and limits;
• Clear responsibilities for management, monitoring, supervision and oversight;
• On-going self-assessment of risks; and
• Aggregate credit exposure measurement and reporting.
These risks are identified and assessed as part of the Asset Liability Management (‘ALM’) and re-insurance
process, in which the creditworthiness of all obligors is monitored. The exposures to credit risks have
been stable over the course of the reporting period.

C.3.2 Material risk concentrations
The Undertaking main exposures are:
• Exposures to re-insurers, mainly CNP Santander, however general exposure taking into account
low probability is assessed as not significant;
• Counterparty default risk mainly due to Type 2 exposure - ‘insurance and intermediaries
receivables’;
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•
•

Risk exposure coming through incentive programs for distribution channels; and
Risk exposure coming from insurance premium due from Credit Life.

General account (non unit nor index linked) portfolio consists mainly of Poland government bonds. Besides
pure government and government secured bonds, the Undertaking invested in few carefully selected
debt securities. Most of them are issued by multinational institutions, financial institutions or energy sector.

C.3.3 Material risk mitigation practices
Credit risks are primarily mitigated through asset allocation, diversification and single-exposure limits.
For counterparty exposures, the Undertaking may require the placement of collateral.
The Undertaking’s System of Governance ensures that all assets are managed in line with the Prudent
Person principle set out in Article 132 of Directive 2009/138/EC, as exercised through the Investment
Committee and the Management Board.
Asset portfolio excluding unit-linked or index linked portfolio by credit ratings:
Neither unit-linked nor index-linked portfolio

Neither unit-linked nor index-linked portfolio

by internal Metlife
rating

TOTAL:

MV amount in thousand by internal Metlife
MV amount in
PLN
rating
thousand PLN
2018
2017
A1
9,600
A1
9,535
A2
4,303,556
A2
181,074
A3
101,001
A3
4,601,184
Aaa
—
Aaa
—
B1
—
B1
—
Ba1
—
Ba1
—
Baa1
132,814
Baa1
74,187
Baa2
22,943
Baa2
32,205
Baa3
—
Baa3
35,785
not rated
—
not rated
—
4,569,914 TOTAL:
4,933,970

C.3.4 Material risk sensitivities
As required by the calculations to determine the Solvency Capital Requirement (SCR) using the Standard
Formula (SF), the Undertaking determines the impact of changes in credit spreads, a potential extreme
loss of counterparty exposures.
2018 SCR (in
PLN'000):

Subrisk:

2017 SCR (in
PLN'000):

Counterparty default risk
Type 1 exposures
Type 2 exposures
Diversification within counterparty default risk module
Total capital requirement for counter-party default risk

377
5,418
(89)
5,706

1,878
7,737
(385)
9,229

C.3.5 Stress and scenario analysis
Stress and scenario analysis among others considering credit risk is performed within the ORSA process
through analysis of impact on solvency position due to spread changes. The ORSA results show that
potential changes of credit spreads will not threaten the Undertakings solvency position. The Undertaking
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maintains adequate solvency levels even if stress scenarios similar to the ones that happened during
the last several years were to occur.

C.4 Liquidity risk
C.4.1 Material exposures
The Undertaking manages liquidity risk by providing adequate match of liquid assets to cash outflows
coming from matured liabilities. Taking into account the assets and liabilities structure, and liquidity buffer,
the liquidity risk is assessed as low. These risks are identified and assessed as part of the Asset Liability
Management (‘ALM’) process and is monitored by Risk management function. The exposure to liquidity
risk has been stable over the course of the reporting period.
The Undertaking’s investments are typically highly liquid. In its assessment of liquidity, the Undertaking
can also take into account the cash inflows and outflows from its insurance business. The total amount
of the expected profit included in future premiums as calculated in accordance with Article 260(2) of
Commission Delegated Regulation (EU) 2015/35 of 10 October 2014 amounts to 253.2 millions PLN.

C.4.2 Material risk concentrations
In line with Investment Guidelines, the Undertaking maintains a highly diversified portfolio, and limits the
exposure to individual obligors. Concentrations can arise where the Undertaking’s liquidity needs are
triggered by individual events.

C.4.3 Material risk mitigation practices
Liquidity risks are primarily mitigated through maintaining liquid buffer, aligning cashflows structure and
asset allocation to liabilities, diversification and single-exposure limits.

C.4.4 Material risk sensitivities
The Undertaking performs regular stress tests of its liquidity position in adverse events, including
significant and abrupt changes in policyholder behavior including lapse changes. These stress tests
consider the timing of obligations and the ability to liquidate assets over different time horizons, as well
as the impact of such liquidations on realized values. Sensitivity analysis is performed within scenario
analysis.

C.4.5 Stress and scenario analysis
The Undertaking performs regular stress tests analysis including significant and abrupt changes in
financial markets and policyholder behavior. These stress tests consider the timing of obligations and
the ability to liquidate assets over different time horizons, as well as the impact of such liquidations on
realized values.

C.5 Operational risk
C.5.1 Material exposures
The operational risk is inseparable part of business activity, that's why the Undertaking manages
operational risk with due care. The Undertaking is exposed to operational risk consistent with other
financial institutions, including the impact of changes in the regulatory and legal environments and complex
modeling for financial reporting and solvency reporting. Operational risks are identified and assessed
with regards to their frequency and potential impact as part of the risk management process, in which
risks and controls are documented.
The Undertaking identifies and assesses operational risk in the following categories: legal and regulatory
risk (risk of incompliance), system risk (unreliability of IT environment, data quality), fraud risk (internal
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and external frauds), risk related to employees activities (e.g. safety in working place, sufficiency of human
resources), and transaction risk (e.g. errors in manual processes, unreliability of vendors, errors in
models). Risk assessment process encompasses also potential financial, reputational, regulatory and
service (i.e. impacting the possibility of providing services) risks.

C.5.2 Material risk concentrations
The Undertaking doesn't have operational risk concentration.

C.5.3 Material risk mitigation practices
The Undertaking has implemented operational risk management processes within all three lines of
defense. Operational risks are primarily mitigated through functional controls, which are integral elements
of the Undertaking’s Risk Framework and segregation of duties of operational and control functions,
adequate organizational structure and resources. The Undertaking regularly identifies, assesses,
monitors and react to operational risks.

C.5.4 Material risk sensitivities
Each operational risk is rated regarding frequency and potential impact on an inherent basis (i.e., before
effective control), and on a residual basis (i.e., taking into account effective controls), to create a current
risk heat map.

C.5.5 Stress and scenario analysis
The Undertaking has implemented Business Continuity Process (BCP). Stress scenario analysis is a
part of Business Continuity tests. BCP is regularly reviewed.

C.6 Other material risks
C.6.1 Material exposures
Strategic risks are identified through the annual external factors analysis, like political, regulatory,
economic, social and technological. The management of strategic risks is addressed by the leadership
team of the Undertaking and the Group.

C.6.2 Material risk concentrations
Now and in 2018 risk concerning many material regulation changes has been observed. The Undertaking
runs many new regulation implementation projects to adapt business activity to changing regulatory
environment.

C.6.3 Material risk mitigation practices
Within the strategic risk management process the Undertaking among others perform business planning
based on the risk management strategy taking into account risk assessment. The Undertaking performs
tasks to adjust its business activity to be in line with regulation changes.

C.6.4 Material risk sensitivities
Sensitivity analysis to external triggers and their impact on the Undertaking solvency position is performed
within the ORSA process. The ORSA results confirm the stable solvency situation of the Undertaking
even in case of unfavorable market conditions.
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C.6.5 Stress and scenario analysis
Stress and scenario analysis is performed within the ORSA process. The ORSA results confirm the stable
solvency situation of the Undertaking even in the case of unfavorable market conditions.

C.7 Any other information
All information is disclosed in the preceding sections.
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D Valuation for Solvency Purposes
D.1 Assets
Basis of valuation
The valuation of assets and liabilities for Solvency II has been determined in line with the Solvency II
Directive and related guidance.
Unless expressly stated in the sections below, the Undertaking has valued its assets and liabilities at fair
value. In order to establish the fair value of assets and liabilities, the following guiding principles have
been applied:
• Assets are valued at the amounts for which they could be exchanged between knowledgeable
willing parties in an arm’s length transaction.
• Liabilities are valued at the amounts for which they could be transferred or settled between
knowledgeable willing parties in an arm’s length transaction, excluding own credit risk.
The determination of fair value of financial assets and liabilities, which comprise substantially majority
of the assets and liabilities of the Undertaking, is set out below.
Fair value of financial assets with active market
When available, the fair value of financial assets is based on quoted prices in active markets that are
readily and regularly obtainable. These are the most liquid of the Undertaking's financial assets, and
valuation of these assets does not involve management's judgement.
Fair value of financial assets with no active market
When developing fair values, where quoted prices are not available, the Undertaking uses one of three
broad valuation techniques or a combination thereof: (i) the market approach, (ii) the income approach,
and (iii) the cost approach.
The significant inputs to these valuation techniques are inputs that are observable in the market or can
be derived principally from, or corroborated by, observable market data. When observable inputs are not
available, inputs that are not observable in the market or cannot be derived principally from, or corroborated
by, observable market data is used. These unobservable inputs can be based in large part on
management's judgement or estimation, and cannot be supported by reference to the market activity.
Even though these inputs are unobservable, management believes they are consistent with what other
market participants would use when pricing such financial assets and are considered appropriate given
the circumstances. Actual results may differ materially from these estimates.
Such estimates are reviewed on an ongoing basis, and any difference is recognised in the period in which
the estimate is revised. If the revision affects only that period, or in the period of the revision and future
periods if the revision affects both current and future periods.
For financial assets due within one year of the Balance Sheet date, the Undertaking believes the fair
value is represented by the amounts realisable, on account of their short term nature.
The undertaking is investigating material sources of uncertainty in estimating investments by calculating
the PV01 measure (present value of an 01 basis point). This measure illustrates the change in the value
of the portfolio under the influence of changing the market interest rate by one basis point.
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Financial position
The financial position of the Undertaking, produced below, comprises figures produced under both
Solvency II and in the Undertaking's financial statements.
The Undertaking's financial statements are based on the audited financial statements of the Undertaking,
prepared in accordance with the accounting principles generally accepted in Poland (‘Polish GAAP’).
Assets of the Undertaking as at December 31, 2018

Assets
Deferred acquisition costs
Intangible assets
Deferred tax assets
Property, plant and equipment held
for own use
Investments (other than assets held
for index-linked and unit-linked
Participations and related
undertakings
Bonds
Collective Investments
Undertakings
Deposits other than cash
equivalents
Assets held for index-linked and
unit-linked funds
Loans on policies
Loans and mortgages to
individuals
Reinsurance recoverables
Non-life and health similar to nonlife
Life and health similar to life,
excluding health, index-linked and
unit-linked
Health similar to Life
Life excluding Health and indexlinked and unit-linked
Life index-linked and unit linked
Deposits to cedants
Insurance and intermediaries
receivables
Reinsurance receivables
Receivables (trade, not insurance)
Cash and cash equivalents
Any other assets, not elsewhere
shown
Total Assets

Solvency II
value
PLN'000
—
—
—

Reclassification
differences
PLN'000
—
—
—

Valuation
differences
PLN'000
207,682
13,868
35,235

Polish GAAP
PLN'000
207,682
13,868
35,235

570

—

—

570

4,865,369

—

(438,590)

4,426,779

359,681
4,324,938

—
—

(2,542)
(436,926)

357,139
3,888,012

2,015

—

—

2,015

178,735

—

878

179,613

1,485,233
31,835

(1,276)
—

(7)
—

1,483,950
31,835

256
8,206

—
—

—
62,806

256
71,012

—

—

—

—

8,206
4,877

—
—

62,806
31,701

71,012
36,578

3,329
—
—

—
—
—

31,105
—
—

34,434
—
—

30,927
6,897
5,443
6,561

—
—
2,696
—

5,219
—
121
5

36,146
6,897
8,260
6,566

107
6,441,404

—
1,420

4,735
(108,926)

4,842
6,333,898
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Assets of the Undertaking as at December 31, 2017

Assets
Deferred acquisition costs
Intangible assets
Deferred tax assets
Property, plant and equipment held
for own use
Investments (other than assets held
for index-linked and unit-linked
Participations and related
undertakings
Bonds
Collective Investments
Undertakings
Deposits other than cash
equivalents
Assets held for index-linked and
unit-linked funds
Loans on policies
Loans and mortgages to
individuals
Reinsurance recoverables
Non-life and health similar to nonlife
Life and health similar to life,
excluding health, index-linked and
unit-linked
Health similar to Life
Life excluding Health and indexlinked and unit-linked
Life index-linked and unit-linked
Deposits to cedants
Insurance and intermediaries
receivables
Reinsurance receivables
Receivables (trade, not insurance)
Cash and cash equivalents
Any other assets, not elsewhere
shown
Total Assets

Solvency II
value
PLN'000
—
—
—

Reclassification
differences
PLN'000
—
(13)
—

Valuation
differences
PLN'000
395,035
12,844
55,555

Polish GAAP
PLN'000
395,035
12,831
55,555

684

13

—

697

5,391,254

—

(460,572)

4,930,682

332,485
4,933,970

—
—

22,438
(483,835)

354,923
4,450,135

2,354

—

—

2,354

122,445

—

824

123,269

1,642,935
37,056

(1,673)
—

(79)
—

1,641,184
37,056

306
23,269

—
—

—
164,959

306
188,228

—

—

—

—

23,269
9,757

—
—

164,959
84,203

188,228
93,959

13,512
—
—

—
—
—

80,756
—
—

94,268
—
—

37,824
25,858

—
—

6,039
—

43,863
25,858

3,623
16,368

19,856
—

35
(3)

23,514
16,365

251
7,179,428

—
18,184

2,379
176,193

2,630
7,373,804
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D.1.1 Deferred Acquisition Costs
Under Solvency II, deferred acquisition costs do not represent a recognisable asset. Cash outflows on
acquisition are expensed when incurred.
Under Polish GAAP, acquisition costs are deferred and amortised over the expected term of the relevant
contracts. Accordingly, the two amounts differ on account of the different accounting policies applied.

D.1.2 Intangible assets
Intangible assets include those payments made to third party distributors for exclusive rights obtained
by the Undertaking.
Under Solvency II, intangible assets are not recognised unless the Undertaking is able to sell the asset
for a price derived from an active market. Thus the Undertaking does not recognise intangible assets
under Solvency II.
Under Polish GAAP, intangible assets are stated at carrying value (i.e. cost less accumulated amortisation
and / or accumulated impairment). Accordingly, the two amounts differ on account of the different
accounting policies applied.

D.1.3 Deferred tax assets
Under Solvency II, a deferred tax asset is recognised on the estimated future tax effects of temporary
differences, unused tax losses carried forward and unused tax credits carried forward. Deferred tax is
only recognised where it is probable that it will be realised, i.e. that future taxable profits will be available
against which deductible temporary differences can be utilised. Deferred tax is measured based on the
rates and tax laws enacted or substantively enacted at the reporting date, on an undiscounted basis. The
principles under which deferred tax assets and liabilities are recognised under Solvency II are broadly
similar to those under Polish GAAP. However, there are differences in the carrying value of underlying
assets and liabilities, which give rise to temporary differences between carrying value and tax base.
Accordingly, the two amounts differ on the Balance Sheets. The Undertaking has a Deferred tax liability
position (see section D.3.3 Deferred tax liabilities).

D.1.4 Property, plant & equipment held for own use
Under Solvency II, property (both for own use and for investment purposes) is stated at fair value based
on an independent party's valuation. The Undertaking considers that full independent valuation should
be performed at least once every three years, to ensure that the carrying amount under Solvency II does
not materially differ from the fair values at the reporting date. The Undertaking does not currently own
any property.
Under Polish GAAP, property is measured at cost less accumulated depreciation. In general, these
amounts are considered to be the same.
Under Solvency II, leasehold improvements are stated at fair value. Under Polish GAAP, leasehold
improvements are stated at cost less accumulated depreciation. The Undertaking deems it appropriate
that the depreciated value of leasehold improvements reasonably approximates fair value. Hence, the
Solvency II value is equal to the value under Polish GAAP.
Plant & equipment is stated at fair value under Solvency II. Under Polish GAAP, plant and equipment is
stated at cost less accumulated depreciation. Given the size and nature of such assets, the Undertaking
deems it appropriate that the depreciated value of plant and equipment reasonably approximates fair
value. Hence, the Solvency II value is equal to the value under Polish GAAP.
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D.1.5 Investments (other than assets held for index-linked and unit-linked contracts)
Under Solvency II, investments are stated at fair value, except strategic participations, as set out below.
The valuation techniques and source of pricing inputs used by the Undertaking for significant categories
of investments are produced below:
D.1.5.1 Property (other than for own use)
The Undertaking does not have any Investment properties.
D.1.5.2 Holdings in related undertakings, including participations
Subsidiaries
Subsidiaries are related undertakings over which the Undertaking has control. Under Solvency II, given
the Undertaking's subsidiary is not listed, the adjusted equity method is applied to determine its fair value.
The adjusted equity method requires valuing such investments based on the Undertaking's share of the
excess of assets over liabilities of the related undertaking, using the Solvency II valuation principles.
Under Polish GAAP, investments in subsidiaries are valued using the equity method. The equity method
differs from the adjusted equity method, in that the latter requires the Undertaking to measure the
underlying assets and liabilities of the investee at the Balance Sheet date at their respective fair values.
Accordingly, the valuation of subsidiaries on the Solvency II Balance Sheet differs from their valuation
on the Polish GAAP Balance Sheet.
D.1.5.3 Equities
The Undertaking does not have any equities, listed or unlisted, other than investments in subsidiaries or
assets held for index-linked and unit-linked contracts.
D.1.5.4 Bonds
Government bonds listed on a recognised exchange are valued using the quoted prices for identical
instruments.
Government bonds which are not listed, are principally valued using the market approach. Valuations
are based primarily on matrix pricing or other similar techniques using standard market observable inputs,
including benchmark yields, issuer ratings, broker-dealer quotes, issuer spreads and reported trades of
similar instruments, including those within the same sub-sector or with a similar maturity or credit rating.
Corporate bonds listed on a recognised exchange are valued using quoted prices, or quoted prices for
similar assets.
Corporate bonds which are not listed, are principally valued using the market and income approaches.
Valuations are based primarily on quoted prices for similar listed instruments in active markets, quoted
market prices for listed bonds in markets that are not considered active, or using matrix pricing or other
similar techniques that use standard market observable inputs such as benchmark yields, spreads of
benchmark yields, new issuances, issuer rating, duration, and trades of identical or comparable
instruments. Privately-placed instruments are valued using matrix pricing methodologies using standard
market observable inputs, and inputs derived from, or corroborated by, market observable data including
market yield curve, duration, call provisions, observable prices, and spreads for similar publicly traded
or privately traded issues that incorporate the credit quality and industry sector of the issuer, and in certain
cases, delta spread adjustments to reflect the specific credit-related issues.
Corporate bonds for which observable inputs are not available, are principally valued using the market
approach. Valuations are based primarily on matrix pricing or other similar techniques that utilise
unobservable inputs or inputs that cannot be derived principally from, or corroborated by, observable
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market data, including illiquidity premium, delta spread adjustments to reflect specific credit-related issues,
credit spreads, and inputs including quoted prices for similar instruments that are less liquid and based
on lower levels of trading activity. Certain valuations are based on independent non-binding broker
quotations.
Under Polish GAAP, certain bond portfolios, other than those backing unit-linked liabilities, are treated
as "Held to Maturity" and stated at amortised cost. Accordingly, the two Balance Sheets differ on account
of the different accounting policies applied.
D.1.5.5 Collective Investments Undertakings
Collective investments undertakings listed on a recognised exchange are valued using the quoted prices
provided by the investment managers, that are based on their respective net asset values.
Under Polish GAAP, collective investments undertakings are stated at fair value. Accordingly there are
no differences between Solvency II and Polish GAAP.
D.1.5.6 Derivatives
The Undertaking does not currently hold any derivatives.
D.1.5.7 Deposits other than cash equivalents
Deposits other than cash equivalents comprise of demand deposits. These are carried at fair value on
the Solvency II Balance Sheet, which are based on the amounts due on demand.
Under Polish GAAP, demand deposits are stated at carrying value which approximates fair value. For
the purpose of the SII balance sheet , special-purpose funds are eliminated from cash.

D.1.6 Assets held for index-linked and unit-linked contracts
Under Solvency II, assets held for index-linked and unit-linked contracts are stated at fair value.
Index-linked and unit-linked funds are comprised of the various categories of investments and other
assets described herein. For disclosure of the valuation methodology used for these assets, please refer
to the relevant notes in this section.
Under Polish GAAP, assets held for index-linked and unit-linked contracts are stated at fair value.
Accordingly, there is no valuation difference between the two amounts. However, there are some
classification differences where items are treated as unit-linked for Solvency II and Receivables/Payables
for Polish GAAP and presentation differences of some portfolios in the unit-link assets or beyond.

D.1.7 Loans and mortgages
Under Solvency II and Polish GAAP, loans and mortgages are stated at fair value. The Undertaking
considers the amounts due to be repaid less impairment as a reasonable approximation of their fair value.

D.1.8 Reinsurance recoverables
Under Solvency II, reinsurance recoverables are valued using the cash-flow projection model similar to
that used to calculate the best estimate of liabilities.
The reinsurance recoverables are adjusted for expected defaults using internal assumptions. Further
information on the best estimate of liabilities, its valuation methodology, basis and assumptions used can
be found in section D.2 Technical Provisions.
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Under Polish GAAP, reinsurance recoverables are valued using the same methods used to calculate
technical provisions under local rules. Accordingly, there are differences between the value of reinsurance
recoverables on the two Balance Sheets.

D.1.9 Insurance and intermediaries receivables
This relates to the amounts due from policyholders, insurance intermediaries and other insurers linked
to insurance business.
Under Solvency II, these are stated at fair value. Given these assets are relatively short term (less than
one year), the Undertaking has determined that their realisable value reasonably approximates fair value.
Under Polish GAAP, receivables and other assets are recorded at cost less any irrecoverable amounts
and are an approximation of the fair value of these assets. Accordingly, there are no differences between
Solvency II and Polish GAAP.

D.1.10 Reinsurance receivables
Reinsurance receivables relate to claims and commissions reported but not yet settled by reinsurers.
Under Solvency II, these are stated at fair value. Given these assets are relatively short term (less than
one year), the Undertaking has determined that their realisable value reasonably approximates fair value.

D.1.11 Receivables (trade, not insurance)
Under Solvency II, trade and other receivables are stated at fair value. Under Polish GAAP receivables
are recognized at an amount which is expected to be received less any potential impairment. Given these
assets are relatively short term (less than one year), the Undertaking has determined that their realisable
value reasonably approximates fair value. However, there are some classification differences where items
are treated as unit-linked for Solvency II and Receivables/Payables for Polish GAAP.

D.1.12 Cash and cash equivalents
Cash and cash equivalents are carried at fair value on the Solvency II Balance Sheet, which is based on
the amounts due on demand. Bank overdrafts are disclosed in debts owed to credit institutions.
Under Polish GAAP, cash and cash equivalents are stated at nominal value plus accrued interest (if
applicable), which is reasonable approximation of fair value.

D.2 Technical provisions
The technical provisions correspond to the current amount the Undertaking would have to pay if they
were to transfer their insurance obligations immediately to another undertaking. The value of technical
provisions are equal to the sum of a best estimate liability and a risk margin. The option to calculate
technical provisions as a whole is not used. The methodology employed in the calculation of the best
estimate liability is covered in section D.2.3 and the risk margin is covered in section D.2.7.
Given the Interim Measures reporting is based on best efforts basis, certain areas of calculation of technical
provisions are subject to approximations as outlined in section D.2.8. The approach to segmentation is
covered in section D.2.1.
The best estimate liability is calculated gross, without deduction of the amounts recoverable from
reinsurance contracts. Such recoverable amounts are calculated separately and are covered in section
D.2.4.

D.2.1 Segmentation
Under Solvency II, undertakings should properly segment the business into the lines of business specified
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in the guidelines. The primary segmentation should distinguish between life and non-life insurance
obligations. The distinction does not coincide with the legal definition, but rather with how the contract
is pursued on a similar technical basis, i.e. life insurance will be considered a life insurance obligation
and likewise non-life will be considered a non-life obligation. Life business is segmented into 17 lines of
business. The undertaking does not have business classified as the non-life insurance. The following
main lines of business have been identified:
• Other life insurance;
• Insurance with profit participation;
• Index-linked and unit-linked life insurance; and
• SLT Health insurance;

D.2.2 Technical provisions split by line of business
Technical provisions split by gross and net of reinsurance
Illustrated below is breakdown of gross and net technical provisions by line of business:
Gross of
Reinsurance

Reinsurance
Relief

2018 PLN'000

2018 PLN'000 2018 PLN'000 2017 PLN'000 2017 PLN'000 2017 PLN'000

Insurance with profit
participation

3,321,593

Index-linked and unitlinked insurance

1,430,000

253

Net of
Reinsurance

Gross of
Reinsurance

3,321,846

3,577,235

Reinsurance
Relief

(453)

Net of
Reinsurance

3,576,783

1,430,000

1,510,644

180,062

(3,582)

176,480

141,179

(13,060)

128,119

(34,058)

(4,877)

(38,935)

25,955

(9,757)

16,198

4,897,597

(8,206)

4,889,391

5,255,013

(23,269)

5,231,745

Total Non-Life

—

—

—

—

—

—

Total Technical
Provisions

4,897,597

(8,206)

4,889,391

5,255,013

(23,269)

5,231,745

Other life insurance

1,510,644

Accepted reinsurance
Health insurance (direct
business)
Total Life

Gross technical provisions split by best estimate liability and risk margin
The table below presents the breakdown of gross technical provisions by lines of business into Best
Estimate Liability ("BEL") and Risk Margin (methodology is covered in sections D.2.3 and D.2.7
respectively).
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BEL

Risk Margin

Gross
Technical
Provision
under
Solvency II

BEL

Risk Margin

Gross
Technical
Provision
under
Solvency II

2018

2018

2018

2017

2017

2017

PLN'000

PLN'000

PLN'000

PLN'000

PLN'000

PLN'000

Insurance with profit
participation

3,269,406

52,187

3,321,593

3,535,291

41,945

3,577,235

Index-linked and unit-linked
insurance

1,414,752

15,248

1,430,000

1,497,428

13,216

1,510,644

Other life insurance

173,501

6,561

180,062

135,327

5,852

141,179

Health insurance (direct
business)

(42,186)

8,128

(34,058)

18,123

7,832

25,955

4,815,473

82,124

4,897,597

5,186,169

68,845

5,255,013

Gross Total Life

Gross Total Non-Life

Total Gross Technical
Provisions

—

—

—

—

—

—

4,815,473

82,124

4,897,597

5,186,169

68,845

5,255,013

D.2.3 Best estimate
D.2.3.1 Methodology for the calculation of the best estimate
For material items in all lines of business, the best estimate corresponds to the probability weighted
average of future cash-flows taking account of the time value of money.
D.2.3.2 Cash-flow projections
The cash-flow projections reflect the expected realistic future demographic, legal, medical, technological,
social and economic developments over the lifetime of the insurance obligations.
D.2.3.3 Recognition and derecognition of insurance and reinsurance contracts for solvency purposes
The Undertaking observes the process of recognition and derecognition of its insurance obligations in
line with the technical specification, which states:
The calculation of the best estimate only includes future cash-flows associated with recognised obligations
within the boundary of the contract. No future business is taken into account for the calculation of technical
provisions.
An insurance obligation is initially recognised by insurance undertakings at whichever is the earlier of the
date the undertaking becomes a party to the contract that gives rise to the obligation or the date the
insurance cover begins.
A contract is de-recognised as an existing contract only when the obligation specified in the contract is
extinguished, discharged, cancelled or expires.
D.2.3.4 The boundary condition of a recognised insurance and reinsurance contracts
The definition of the contract boundary is applied in particular to decide whether options to renew the
contract, to extend the insurance coverage or other changes in the contract give rise to a new contract
or belong to the recognised contract. Where the option belongs to the recognised contract the provisions
for policyholder options are taken into account.
For Group Life, and part of the portfolio of Personal Accident riders where the Undertaking has a right to
amend premiums to fully reflect the risks the contract boundary is set to be the closest date when such
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amendment is allowed. For unit-linked products containing no significant insurance coverage and no long
term guarantees, no future premiums are assumed. Endowment type products with minimum benefit
guarantee are projected assuming contract boundary to be equal to the premium paying term of the
contract.
For all other lines of business, the contract boundary is set equal to the contractual term of the contract.
D.2.3.5 Time horizon
The applied time horizon covers all the future cash flows needed for BEL calculation.
D.2.3.6 Gross cash-flows
The cash-flow projection used in the calculation of the best estimate takes account of all the cash in and
out-flows required to settle the insurance obligations in line with Articles 77 and 78 of the Solvency II
Directive.
D.2.3.7 Gross cash in-flows
The best estimate includes items such as future premiums and other policyholder payments but does
not take into account investment returns. Premiums which are due for payment by the valuation date
are presented as a premium receivable on the Balance Sheet.
D.2.3.8 Gross cash out-flows
The cash out-flows are calculated and include benefits payable to the policyholders or beneficiaries,
expenses that will be incurred in servicing insurance obligations and commissions.
D.2.3.9 Life insurance obligations
Cash-flow projections used in the calculation are made separately for each policy with the exception of
products that require asset liability interaction in projection (insurance with profit participation) and
products distributed by financial institutions, where there are large numbers of individual participants. In
this case model points are grouped. These exceptions are necessary to limit processing time.
The model points represent groups of individual contracts of similar nature and complexity of the risks
underlying the individual policies. The grouping effect is monitored periodically and the tests confirm that
the grouping of policies does not misrepresent the risk underlying the policies and does not misstate the
results.
D.2.3.10 Non-life insurance obligations
The Undertaking does not offer products segmented as non-life.
D.2.3.11 Valuation of options and guarantees embedded in insurance contracts
In the valuation of the options and guarantees, the Undertaking takes into account all material financial
guarantees and contractual options included in the Undertaking's insurance contracts.
The contractual options which are pre-determined in contracts which the Undertaking sells or has sold
include (among others):
• Surrender value option, where the policyholder has the right to fully or partially surrender the
policy and receive a pre-defined lump sum amount.
• The option to choose one of the pre-determined settlement options of benefit payment
The take up rates of the options as well as their relation with interest rate level is subject to monitoring
and changes in best estimate assumptions are implemented if justified.
The financial guarantees which are embedded in the Undertaking's life insurance contracts includes:
52

•
•

Guaranteed minimum death or maturity benefit
Tax Equalization Benefit in some of unit-linked products

D.2.3.12 Valuation of future discretionary benefits
The calculation of the best estimate takes into account future discretionary benefits which are expected
to be made. The value of future discretionary benefits is calculated separately.
The material future discretionary benefits which are expected to be made by the Undertaking are in
relation to the Excess Interest Benefit attached to individual endowment type products.
The excess interest benefit is a benefit uplift which is generally calculated as the excess of the declared
yield over the guaranteed rate. The declared yield is based on the investment return of specific pools of
assets.
Any increase in excess interest benefit after valuation date is treated as discretionary benefits.
D.2.3.13 Unbundling
For contracts that cover multiple risks, Solvency II requires these risks to be unbundled. Unbundling
within the main life insurance segments above is applied to life (re)insurance contracts where those
contracts:
• Cover a combination of risks relating to different lines of business; and
• Could be constructed as stand-alone contracts covering each of the different risks.

D.2.4 Reinsurance recoverables
The calculation of amounts recoverable from reinsurance contracts follow the same principles and
methodology as presented above for the calculation of other parts of the technical provisions.
The amounts recoverable have been calculated consistently with the boundaries of the insurance
contracts to which they relate.
The expenses incurred in relation to the management and administration of reinsurance are allowed for
in the calculation of the best estimate.
The amounts recoverable from reinsurance contracts are then adjusted to take account of expected
losses due to default of the counterparty. The adjustment is calculated separately and is based on an
assessment of the probability of default of the counterparty and the average loss-given-default.

D.2.5 Discounting
Discount rates are risk free without any modifications.

D.2.6 Calculation of technical provisions as a whole
The calculation of technical provisions as a whole is not applicable to the Undertaking.

D.2.7 Risk margin
The risk margin is calculated by line of business and is then added to the BEL in order to obtain the
technical provisions by line of business. The risk margin is calculated by:
• Projecting the non-hedgeable SCR components at each future time period using risk drivers;
• Aggregating the projected non-hedgeable SCR components using the prescribed correlation
matrices; and
• Taking a charge of 6% per annum on the run-off of the SCR.
Discounting those amounts at the risk-free rates.
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As allowed in Article 58 of the Delegated act the Undertaking uses a simplified method for calculation of
the risk margin. The method uses approximations of the amounts denoted by the terms SCR(t) referred
to in Article 37(1).

D.2.8 Approximation of technical provisions
Technical provisions - un-modelled business
Due to modelling limitations on certain lines of business, the calculation of components of the BEL is not
currently possible (for example, due to missing plan codes). Material gaps are addressed via unmodelled
adjustments (UA).

D.2.9 Level of uncertainty associated with technical provisions
Levels of uncertainty associated with technical provisions
In the calculation of technical provisions, it is necessary to make judgements, estimates and assumptions
about the carrying amounts of assets and liabilities that are not readily apparent from other sources. The
estimates and associated assumptions are based on historical experience and other factors that are
considered relevant. Actual results may differ from these estimates.
The estimates and underlying assumptions are reviewed on annual basis.
The key assumptions concerning the future, and other key sources of estimation uncertainty at the
reporting date, are discussed below.
Key sources of estimation uncertainty
1. Unit-linked contracts
Unit-linked account values
Liabilities for insurance and investment contracts include unit reserves at market value and
unallocated premiums. The unit reserves are equal to the sum across unit funds of the numbers
of policyholder units multiplied by the unit price (at bid price). Unallocated premiums are premiums
that have been issued but not yet allocated to units. The value of the unit reserves are known
and contain no uncertainty.
Best estimate liability
The best estimate liability represents the unit reserves plus the present value of future benefits,
in excess of the unit reserves, to be paid to the policyholders or on behalf of the policyholders
and related expenses less the present value of future charges deducted from the unit-linked
account. The key assumptions concerning the future, and other key sources of estimation
uncertainty at the reporting date that could impact the valuation of the best estimate liability, are
discussed below.
2. Non unit-linked contracts
Best estimate liability
The liabilities represent the present value of future benefits to be paid to the policyholders or on
behalf of the policyholders and related expenses less the present value of future premiums. The
key assumptions concerning the future, and other key sources of estimation uncertainty at the
reporting date that could impact the valuation of the best estimate liability, are discussed below.
Key assumptions used in calculating the best estimate liability:
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•

Expected future economic conditions (including risk-free interest rates, inflation rates
and reinvestment rates);
• Direct per policy maintenance expenses and associated inflation;
• Mortality/ morbidity rates based on selected published actuarial statistical data; and
• Lapse rates based on expected surrender experience.
Such assumptions are captured in more detail in section D.2.3.
Expert judgement
Expert judgement is necessary in the calculation of the best estimate liability in a number of
different ways:
• Selection of data to use, correcting errors and deciding on the treatment of outliers or
extreme events;
• Selection of realistic assumptions and the experience period on which such assumptions
are based;
• Selection of the valuation technique considering appropriate alternative methodologies;
• Incorporating appropriately in the calculations the environment under which the
Undertaking operates its business;
• Adjusting the data to reflect current or future conditions of insurance activity

D.2.10 Matching adjustment
This is not applicable to the Undertaking.

D.2.11 Volatility adjustment
This is not applicable to the Undertaking.

D.2.12 Transitional risk-free interest rate-term structure
This is not applicable to the Undertaking.

D.2.13 Transitional deduction
This is not applicable to the Undertaking.
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D.2.14 Differences between Solvency II valuation and Polish GAAP
The table and the associated explanations below provide key differences between technical provisions
under Solvency II and those presented in the Undertaking's financial statements:

2018

Line of Business for Polish GAAP

Other life
insurance

Insurance
with profit
participation

Index-linked
and unitlinked life
insurance

SLT Health
insurance

Non-SLT
Health
insurance

Other nonlife
insurance

PLN'000

PLN'000

PLN'000

PLN'000

PLN'000

PLN'000

Analysis of Differences

Technical Provisions under Polish
GAAP (Gross with DAC)

374,646

3,230,681

1,535,410

193,464

—

—

Technical Provisions under Polish
GAAP (Gross less DAC)

328,423

3,190,274

1,515,293

92,527

—

—

46,222

40,407

20,117

100,936

—

—

154,922

(79,132)

100,541

134,714

—

—

6,561

52,187

15,248

8,128

—

—

180,062

3,321,593

1,430,001

(34,058)

—

—

Items in Polish GAAP not in
Solvency II (DAC/VOBA and
negative VOBA)
Assumption & Methodology
Differences
Items in Solvency II not in Polish GAAP
(Risk Margin)

Gross Technical Provisions under
Solvency II
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2017

Line of Business for Polish GAAP

Other life
insurance

Insurance
with profit
participation

Indexlinked and
unit-linked
life
insurance

PLN'000

PLN'000

PLN'000

SLT Health
insurance

Non-SLT
Health
insurance

Other nonlife
insurance

PLN'000

PLN'000

PLN'000

Analysis of Differences

Technical Provisions under Polish
GAAP (Gross with DAC)
Technical Provisions under Polish
GAAP (Gross less DAC)
Items in Polish GAAP not in
Solvency II (DAC/VOBA and
Assumption & Methodology
Differences

430,262

3,559,888

1,693,604

324,840

—

—

301,636

3,515,628

1,662,994

133,301

—

—

128,626

44,260

30,610

191,539

—

—

166,309

(19,663)

165,566

115,178

—

—

5,852

41,945

13,216

7,832

—

—

141,179

3,577,235

1,510,644

25,955

—

—

Items in Solvency II not in Polish GAAP
(Risk Margin)

Gross Technical Provisions under
Solvency II

There are significant differences between the technical provisions in the Financial Statements under
Polish GAAP and the technical provisions under Solvency II.
Items in Polish GAAP but not in Solvency II
Deferred Acquisition Costs are the main item which is recognised under Polish GAAP but not under
Solvency II.
Assumption and Methodology Differences
Future projected profits
Solvency II capitalizes all future profits, subject to contract boundaries, whereas Polish GAAP generally
does not. Polish GAAP valuation of non-linked business adopts a net premium valuation methodology
on regular premium business. In particular the best estimate method is not used in assumptions on future
mortality, morbidity or expenses. They are assumed at product pricing stage and remain unchanged
during policy period. It refers also to technical interest rates, which, within regulatory limitations, remain
constant and independent from market conditions, in contrast to risk free (RF) rates applied under
Solvency II standard. For unit-inked type contracts, reserves typically equal the account values with no
allowance for future profits, differently from CF methods used under Solvency II.
Conservatism in assumptions
Solvency II assumptions are all best estimate whereas Polish GAAP may apply pricing assumptions
(within allowed limits) or assumptions including margins conservatism. Usually the lapses are not taken
into account and regarding expenses, technical interest rates or future benefits a safety margins are
assumed. Also, it allows reducing assumptions updates and higher effectiveness of reporting processes.
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Legal constraints
Polish GAAP reserves cannot be lower than cash value or negative. This is not required for Solvency II
valuation.
Discount rates
Interest rates used for Polish GAAP and Solvency II valuations are different. For Polish GAAP valuation
usually a flat interest rate is used (subject to legal constraints) while for Solvency II valuation the interest
rate structure is provided by EIOPA.
Time value of options and guarantees
Technical provisions for Solvency II purposes include time value of options and guarantees, in contrast
to Polish GAAP reserves. Items included in Solvency II and not in Polish GAAP. Solvency II regime
includes ‘Risk Margin’ which is based on cost of capital for non hedgable risks. This item is not applicable
in Polish GAAP.

D.2.15 Information on Actuarial Methodologies & Assumptions
Principal assumptions used in the determination of technical provisions
Solvency II requires assumptions to be based on best estimate. The assumptions are revised on a regular
basis to adjust for recent experience and changes to market factors.
1. Demographic Assumptions
In long term contracts, mortality and morbidity assumptions are generally based on published
mortality tables multiplied by Actual/Expected ratio to allow for the results of the Experience
Studies. In short term contracts flat incidence rates are used.
Lapse/surrender/persistency assumptions tend to be Undertaking specific but may be influenced
by
market data. In general the assumption is product and distribution channel specific.
There is no modelling of the“paid-up” decrement on the grounds of proportionality, because it is
complex to model and its frequency is negligible.
2. Expense Assumptions
Expense assumptions are based on the results of the Expense Studies. They are entirely specific
to the Undertaking, not only in the manner that they reflect the actual expense base of the
Undertaking, but also in
the way that the Undertaking allocates expenses between acquisition and maintenance and by
line of
business.
3. Economic Assumptions
Noting that Solvency II prescribes future capital market economic assumptions to be “risk neutral”,
with
risk free interest rates published by EIOPA, economic assumptions are effectively limited to
expense
inflation which is set at the level of expected long term inflation target.
There are also asset volatility assumptions used in the Economic Scenario Generators (ESGs).
These
too are constrained to the risk neutral framework, subject to certain discretionary calibration
choices
beyond the scope of the present document.
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D.2.15.1 Mortality
Mortality rates are set at a product level. In long term contracts, base mortality rates are taken from
published mortality tables, which vary by age and sex. Depending on the product, experience multipliers
are applied to bring the assumptions in line with our own experience. In short term contracts the assumed
incidence rates are flat and based on the Undertaking's experience.
Where standard tables are not available, alternatives may be used which best match the experience.
For certain products, separate morality rates are used for accidental death and death caused by disease
and sickness.
D.2.15.2 Morbidity
Morbidity incidence rates are set at a product and coverage level. The following split of coverages
is used in the models:
• Accidental Death;
• Permanent Disability;
• Temporary Disability;
• Critical Illness; and
• Hospitalization.
Base morbidity rates are based on tables published by the national statistical office or WHO and may
vary by age and sex. Depending on the product, experience multipliers are applied to bring the
assumptions in line with our own experience.
D.2.15.3 Persistency
Lapses
Lapse rates are defined at a product, premium type
(regular or single), distribution channel and policy year level.
Dynamic Lapses
The dynamic lapses functionality compares the policy return rate with the average competitor return rate
and then decides to increase, decrease or not modify the standard lapse rate. If the average competitor
return rate is in the interval around the policy return rate, the standard lapse rate is not modified. If the
average competitor return rate is above the upper bound of the interval, the standard lapse rate is
increased. If the average competitor return rate is below the lower bound of the interval, the standard
lapse rate is decreased.
Following an investigation performed on the Undertaking's historical data the dependence on market
interest rates occurred to be insignificant. Therefore, it was not modelled at last year end.
D.2.15.4 Expenses
4a. Expense assumption
Expenses are split into initial and renewal expenses. Expenses can be fixed, % of premium or % of
reserve. Expenses depend on product, premium type and distribution channel. All expenses are in local
currencies.
4b. Expense inflation assumption
Maintenance and overhead expenses are adjusted based on inflation assumptions. For all business,
inflation is assumed to be 2.5% per year.
4c. Commission assumption
Commissions are split into initial and renewal commissions. Standard commission is calculated as % of
premium. Depending on product and distribution channel, bonus commission and override commission
may be included. Commission rates depend on product, premium payable year, policy year and distribution
channel. All standard commission rates are % of premium.
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D.2.15.5 Premium Indexation
For the products subject to indexation, it is applied as a percentage increase in premiums over each
projection year. This percentage is adjusted to the indexation response ratio based on the Undertaking's
experience.
D.2.15.6 Contractual Benefit Increases
For the products with contractual benefit increases, they are applied as a percentage increase in benefits
over respective future policy years.
D.2.15.7 Interest Rate
7a. Interest rate assumptions
The yield curves used are provided by EIOPA
7b. Credited rate/EIB
Excess interest benefit (EIB) exists for certain products. The EIB credited rates are product specific and
are defined through a participation rate applied to the declared portfolio yield less the technical interest
rate and less expense margin.
The declared yield each year is calculated by projecting the performance of assets in the portfolio using
risk neutral market consistent rates.
D.2.15.8 Fund Growth - VUL
The assumed growth rate of unit-linked funds is consistent with the relevant risk-free interest term
structure.
D.2.15.9 Rebate/Management Fees/Misc - VUL
Rebate/management fees applicable are included in cash flows used for best estimate liability (BEL)
calculation.
D.2.15.10 Discount Rate/Illiquidity Premium
This is consistent with section D.2.15.7 Interest Rate.
D.2.15.11 Options and Guarantees
See section D.2.3.11 Valuation of options and guarantees embedded in insurance contracts for details.
D.2.15.12 Management Actions
There are currently no management actions allowed for in the calculation of the best estimate liability.
There have been no changes in assumptions compared with the previous reporting period.
D.2.15.13 Policyholders' Behaviour
Guarantees are described as being out-of-the-money in situations where the guaranteed benefit is less
than the current policy value. They are in-the-money when the guaranteed benefit exceeds the policy
value.
Dynamic lapse behaviour refers to the situation where policies with guarantees that are out-of-the-money
have higher lapse rates than those with guarantees that are in-the-money. The basic rationale for this
behaviour is that a policyholder with a guarantee that has some value is less likely to surrender than a
policyholder with a worthless guarantee. See section D.2.15.3 for details.
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D.2.15.14 Economic Scenario Generator
The Economic Scenarios (ES) for valuation of products with profit participation is prepared on the basis
of an external model (Numerix), which is a two factor Hull-White model (HW2F)

D.3 Other liabilities
Liabilities of the Undertaking as at December 31, 2018

Liabilities

Solvency II
value
PLN'000

Reclassificat
ion
PLN'000

Valuation
differences
PLN'000

Polish GAAP
value
PLN'000

—
Technical provisions - Life (excluding
index-linked and unit-linked)
Technical Provisions - Health (similar to
Life)

3,467,597

(557)

(330,636)

3,798,790

(34,058)

(176)

(227,346)

193,464

Technical Provisions - Life (excl Health,
index linked and unit-linked)

3,501,655

(381)

(103,290)

3,605,326

Technical Provisions - index-linked and
unit-linked funds

1,430,000

—

(105,410)

1,535,410

2,777

—

—

2,777

Deferred tax liabilities

177,347

—

83,906

93,441

Insurance and intermediaries payable

46,519

557

(58)

46,020

Reinsurance payables

8,899

—

—

8,899

Payables (trade, not insurance)

70,612

1,134

(2,450)

71,928

—

(2,554)

(44,338)

46,892

Total Liabilities

5,203,751

(1,420)

(398,986)

5,604,157

Excess of assets over liabilities

1,237,653

—

507,912

729,741

Provisions other than technical
provisions

Any other liabilities not elsewhere
shown
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Liabilities of the Undertaking as at December 31, 2017
Solvency II
value
PLN'000

Reclassificat
ion
PLN'000

Valuation
differences
PLN'000

Polish GAAP
value
PLN'000

3,744,369

—

(570,620)

4,314,989

25,955

(199)

(298,687)

324,840

Technical Provisions - Life (excl Health,
index linked and unit-linked)

3,718,414

(327)

(271,408)

3,990,149

Technical Provisions - index-linked and
unit-linked funds

1,510,644

—

(182,960)

1,693,604

2,713

—

—

2,713

Deferred tax liabilities

240,053

—

89,069

150,984

Insurance and intermediaries payable

48,757

526

(76)

48,308

Reinsurance payables

27,434

—

—

27,434

Payables (trade, not insurance)

133,792

(15,704)

(2,386)

151,881

—

(2,480)

(126,308)

128,788

Total Liabilities

5,707,763

(18,184)

(792,755)

6,518,702

Excess of assets over liabilities

1,471,665

—

616,562

855,103

Liabilities

Technical provisions - Life (excluding
index-linked and unit-linked)
Technical Provisions - Health (similar to
Life)

Provisions other than technical
provisions

Any other liabilities not elsewhere
shown

D.3.1 Provisions other than technical provisions
Under Polish GAAP provisions are recognised when the Undertaking has a present obligation (legal or
constructive) as a result of a past event, it is probable that the Undertaking will be required to settle the
obligation, and a reliable estimate can be made of the amount of the obligation.
Under Solvency II, provisions are stated at the best possible estimate of the expenditure required to settle
the present obligation at the Balance Sheet date. The present value is based on the relevant risk-free
interest rate term structure and risk premium. The value of contingent liabilities is not adjusted for changes
to the Undertaking's own credit risk, since this is not allowed under Solvency II.

D.3.2 Deposits from reinsurers
Deposits from reinsurers refers to cash collateral provided by a reinsurer to cover insurance liabilities
and funds withheld arrangements with reinsurers.
Under Solvency II, deposits from reinsurers are stated at fair value on the Solvency II Balance Sheet.
There are no differences between the valuation under Solvency II and Polish GAAP. The Undertaking
does not currently have any deposits from reinsurers.
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D.3.3 Deferred tax liabilities
Under Solvency II, deferred tax liability is recognised for the estimated future tax effects of temporary
differences and unused tax losses carried forward. Deferred tax is measured based on the rates and tax
laws enacted or substantively enacted at the reporting date, on an undiscounted basis.
The principles under which deferred tax liabilities are recognised under Solvency II are broadly similar
to those under Polish GAAP. However, there are differences in the carrying value of underlying assets
and liabilities, which give rise to temporary differences between carrying value and tax base. Accordingly,
the two amounts differ on the Balance Sheets.

PLN'000

Deferred tax liabilities
Category

up to 1 year

above 1 year

Total

Financial instruments

15,309

108,844

124,153

Technical provisions

19,825

42,772

62,597

Other reserves and accruals

(6,139)

—

(6,139)

Other

(3,746)

483

(3,263)

Total

25,249

152,099

177,348

D.3.4 Derivatives
This section is not applicable to the Undertaking.

D.3.5 Other financial liabilities
Other financial liabilities comprise of insurance and intermediaries payables, reinsurance payables, and
payables (trade, not insurance). Input data for the valuation of other liabilities include in particular amounts
due, and not yet paid to the Undertaking's clients, amounts due to reinsurers that the Undertaking did
not pay as at the Balance Sheet date and amounts due to suppliers but not paid by the Undertaking as
at the Balance Sheet date.
Under Solvency II, other financial liabilities are stated at fair value. Under Polish GAAP other financial
liabilities are stated at amount expected to be paid, which in the Undertaking's view is a reasonable
approximation of fair value. However, there are some classification differences where items are treated
as unit-linked for Solvency II and Receivables/Payables for Polish GAAP.

D.3.6 Leasing
The Undertaking does not hold material leases.

D.3.7 Employee benefits
The Undertaking recognizes the following provisions as related to employee benefits:

Provision

Provision fur future pensions
Provisions for Long Term Incentives programme
Provision for annual bonuses
Provision for not utilized holidays
Total Provision
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2018 (PLN'000)
862
3,088
7,207
3,323
14,480

2017 (PLN'000)
879
2,689
6,193
3,979
13,740

The amounts are recognized in expected value of payments to be made, which is reasonably close to
fair value of these items, thus there are no differences between Polish GAAP and Solvency II.
The input data for the valuation of the provision for employee benefits are in particular information on the
number of unused holiday as at the balance date, information on the remuneration of individual employees
and data from the annual assessment process to which employees are subject.

D.3.8 Risk management
Information on risks relating to underwriting and reserving, asset-liability management, investment risk
management and liquidity risk management are set out in section C Risk Profile.

D.3.9 Level of uncertainty associated with other liabilities
Due to the short term nature of the other liabilities obligations the timing of outflows of economic benefits
is known with reasonable certainty.

D.4 Alternative methods for valuation
Information in relation to assets that are not valued using quoted prices is set out in Section D.1.5.4.

D.5 Any other information
All information has been disclosed in the preceding section.
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E Capital Management
E.1 Own funds
E.1.1 The Undertaking's approach to capital management
The CFO is responsible for capital management within the Undertaking. Level of risk appetite is
recommended by Chief Risk Officer.
Strategic aims of capital management comprise:
• Compliance; ensuring compliance with legal requirements regarding capital requirements;
• Effective allocation; effective management and allocation of capital in order to achieve balanced
gains and development and growth of the Undertaking; and
• Financial strength; in order to ensure effective access to capital, to minimize total cost of capital.

E.1.2 Reconciliation of equity under Polish GAAP to excess of assets over liabilities
under Solvency II
The Undertaking's excess of assets over liabilities (own funds) under Solvency II is different to the
shareholders' equity in the financial statements prepared under Polish GAAP. The table summarises the
differences at December 31, 2018:

Assets under Polish GAAP valuation
Liabilities under Polish GAAP valuation

2018
Section
D.1
D.3

PLN'000
6,333,898
5,604,157

Equity per the Polish GAAP financial
statements
· Valuation differences on technical
provisions (net)
· Write off of deferred acquisition costs
· Write off of intangible assets
· Increase in deferred tax liability
· Adjustment to Loans and Mortgages
· Economic value adjustment to
Investments
· Other adjustments
· Valuation difference on participations

PLN'000

729,741

D.2.14

373,239

D.1.1
D.1.2
D.3.3
D.1.7

(207,682)
(13,868)
(119,140)

D.1.5

436,926
35,896
2,542

D.1.5.2

507,913
Assets under Solvency II valuation
Liabilities under Solvency II valuation
Excess of assets over liabilities under
Solvency II

D.1
D.3

6,441,404
5,203,751
1,237,653

Valuation differences occur from different basis used for Solvency II reporting compared with Polish GAAP.
See the sections referenced above for details of the valuation differences.

The table summarises the differences at December 31,2017:

Assets under Polish GAAP valuation
Liabilities under Polish GAAP valuation

2017
Section
D.1
D.3

PLN'000
7,373,804
6,518,702

Equity per the Polish GAAP financial
statements
· Valuation differences on technical
provisions (net)
· Write off of deferred acquisition costs
· Write off of intangible assets
· Increase in deferred tax liability
· Adjustment to Loans and Mortgages
· Economic value adjustment to
Investments
· Other adjustments
· Valuation difference on participations

PLN'000

855,103

D.2.14
D.1.1
D.1.2
D.3.3
D.1.7

588,095
(395,035)
(12,844)
(144,624)

D.1.5

483,092
120,317
(22,438)

D.1.5.2

616,562
Assets under Solvency II valuation
Liabilities under Solvency II valuation
Excess of assets over liabilities under
Solvency II

D.1
D.3

7,179,428
5,707,763
1,471,665

E.1.3 Composition and quality of own funds
The items reported in Own Funds are split into three categories depending on different factors such as
quality, liquidity and timeline to availability when liabilities arise.
Tier 1 own funds include ordinary share capital, non-cumulative preference shares and relevant
subordinated liabilities. Tier 2 own funds include cumulative preference shares, and subordinated liabilities
with a shorter duration. Tier 3 own funds include own funds which do not satisfy the tier 1 or tier 2
requirements.
All of the Undertaking's own funds are categorised as Tier 1 for Solvency II purposes, which has the
capacity to immediately cover losses. The Undertaking has no Subordinated Debts.

E.1.4 Movement in Own Funds

Basic own funds

Tier One
Tier Two

Tier Three
Total basic own
funds

2018
PLN'000
965,652
—
—

2017
PLN'000
1,168,276
—
—

Movement
PLN'000
(202,624)
—
—

965,652

1,168,276

(202,624)
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E.1.5
Eligible amount of Own Funds to cover Solvency and Minimum Capital
Requirements
2018
PLN'000
965,652

2017
PLN'000
1,168,276

—
—

—
—

Total eligible own funds

965,652

1,168,276

(202,624)

SCR

251,669

269,590

(17,921)

Total own funds
Less:
Restrictions
Deductions

384%

Solvency Ratio

113,251

MCR

Movement
PLN'000
(202,624)
—
—

433%

(49)%

121,316

(8,065)

The own funds amount reported in 2017 did include PLN 279million of dividend planned for 2018.
The Management Board is proposing to dedicate the 2018 profit for dividend payout. Additional amount
of dividend that would be paid out of retained earnings is also considered. The amount of this additional
dividend will be subject to consent by the regulator (KNF).

E.1.6 Reconciliation reserve - key elements
Reserve item

2018 PLN'000

Excess of assets over liabilities
Own shares (included as assets on the Balance Sheet)
Forseeable dividends, distributions and charges
Other basic own funds items
Adjustment for restricted own fund items of Matching
Adjustment Portfolio (MAPs) and Ring Fenced Funds (RFF)
Reconciliation reserve before deduction for
participations

2017 PLN'000

1,237,653

1,471,665

—

—

272,002

303,389

21,490

21,490

—

—

944,161

1,146,786

E.1.7 Transitional arrangements
This is not applicable to the Undertaking.

E.1.8 Ancillary Own Funds
The Undertaking does not have any items of Ancillary Own Funds included within its available Own Funds.

E.1.9 Restrictions and deductions from Own Funds
The Undertaking has no restrictions or deductions from own funds.

E.1.10 Distributions to shareholders
See Section A.1.5.
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E.1.11 Own Funds - Ring Fenced Funds (RFF)
The Undertaking does not have RFFs.

E.1.12 Own Funds - Planning and Management
The Undertaking's capital projection does not include any plan or intention to redeem or repay any of its
capital items over the current and projected planning horizon or to raise additional own funds. The time
horizon used for business planning purposes is set at least 3 years.

E.2 Solvency Capital Requirement and Minimum Capital Requirement
E.2.1 The Undertaking's approach to Solvency Capital Requirement (SCR) and Minimum
Capital Requirement (MCR)
Calibration of stresses
For the purpose of this section, the Undertaking has adopted the standard formula (SF) approach. This
method uses stresses for each of the individual risks as calibrated by the European Insurance and
Occupational Pensions Authority (EIOPA). EIOPA also provides the standard correlation matrices for the
purpose of aggregation. Undertaking Specific Parameters (USPs) have not been used by the Undertaking.
Use of Matching Adjustments
This is not applicable to the Undertaking.

E.2.2 Overview of SCR standard formula calculation
This section details the capital requirements for the Undertaking.
The assessment of the SCR using the standard formula (SF) approach is based on a modular approach
consisting of a core of life; non-life; market; health and counterparty default risks with associated submodules. These are aggregated in the standard formula using correlation matrices, both at the submodule and the main module level. An intangible asset module is then added (uncorrelated) to give the
BSCR. The operational risk component and adjustments for risk absorbing effect of future profit sharing
and deferred taxes are then allowed for, to give the overall SCR.
Hence, the Solvency Capital Requirement (SCR) is calculated as follows:
SCR = BSCR - Adj + SCRop;
Where
SCR = The Overall Standard Formula Capital Charge;
BSCR = Basic Solvency Capital Requirement;
Adj = Adjustment for Risk Absorbing Effect of Future Profit Sharing and Deferred Taxes; and
SCRop = The Capital Charge for Operational Risk.
Here, the “delta-NAV” (∆NAV) approach is used for capturing the impact of the underlying risk module.
Note that the expression ∆NAV has a sign convention whereby positive values signify a loss.
In order to calculate ∆NAV, the base scenario as well as the stressed assets and liabilities will need to
be calculated. The cashflows for each of these scenarios is then discounted to determine the
corresponding present value of assets and liabilities. The difference between the base and the stressed
assets and liabilities is the ∆NAV.
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The ∆NAV is based on the Solvency II Balance Sheet that excludes the risk margin component of the
technical provisions (i.e. uses only the best estimate liability component of the technical provisions).
Furthermore when calculating ∆NAV the following need to be allowed for:
• Where risk mitigation techniques are used in the calculation of the SCR, the scenarios required
for the calculation of the market risk module incorporate its effect; The impact of hedging
instruments where a financial risk mitigation instrument has been utilized;
• The revaluation of technical provisions allowing for any relevant adverse changes in the option
take-up behaviour of policyholders in the scenario
Undertaking-Specific Parameters (USP) in SCR calculation
The Undertaking is not using undertaking-specific parameters (USP) pursuant to Article 104(7) of Directive
2009/138/EC.

E.2.3 SCR and MCR results
The following table gives the amounts of the SCR components.

SCR
SCR market risk
SCR counterparty default risk
SCR life underwriting risk
SCR health risk
SCR non-life underwriting risk
SCR intangible risk
Aggregation (diversification effect)
Basic SCR
Operational risk SCR
Adjustment for the loss absorbing capacity of
future discretionary benefits
Adjustment for the loss absorbing capacity of
deferred taxation
Diversified SCR, excluding capital add-on
Capital add-on
SCR

2018
PLN'000
126,460
5,706
188,452
42,183
—
—
(92,810)
269,990

2017
PLN'000
171,346
9,229
155,333
51,307
—
—
(105,013)
282,202

41,154

50,625

(441)

—

(59,034)
251,669
—
251,669

(63,237)
269,590
—
269,590

The reduction in the SCR over 2018 is a combined effect of increases of market and operational risks
and an increase of life underwriting risk described correspondingly in the sections E.2.4, E.2.11 and
E.2.6.
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MCR
In the table below the Minimal Capital Requirement (MCR) is presented with input components used for
its calculation:
MCR

2018
PLN'000

Obligations with profit participation - guaranteed
benefits
Obligations with profit participation - future
discretionary benefits
Index-linked and unit-linked insurance obligations
Other life (re)insurance and health (re)insurance
obligations
Total capital at risk for all life (re)insurance obligations
SCR
Absolute floor of the MCR
Minimum Capital Requirement

2017
PLN'000

3,105,351

3,337,467

164,308
1,414,752

197,371
1,497,428

122,855
155,490,307
251,669
16,026
113,251

130,634
180,675,519
269,590
15,724
121,316

Capital Add-Ons
The Undertaking is not currently subject to any capital add-on based on instructions from the Supervisor.
Simplifications
The simplification methods adopted by the Undertaking are outlined in section E.2.14.

E.2.4 Market risk
The capital requirement for market risk is calculated by stressing the underlying assets and liabilities,
and comparing the movement in NAV.
The capital requirements for each sub-module within the market risk module and the corresponding
diversification benefit are detailed in the following table. The results are shown gross and net of
management actions after adjusting for the value of future discretionary benefits:
Market Risk

Interest rate - Down
Interest rate - Up
Equity
Property
Spread
Currency
Concentration
Diversification Benefits
Market Risk SCR

2018
Gross PLN'000
10,994
—
108,615
—
21,120
4,187
4,326
(11,788)
126,460

2018
2017
Net PLN'000 Gross PLN'000
5,777
—
5,861
72,416
108,615
135,668
—
—
20,109
20,578
4,187
8,911
4,326
—
(17,280)
(66,228)
125,818
171,346
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2017
Net PLN'000
—
79,547
135,668
—
19,331
8,911
—
(69,775)
173,683

The change in market risk module is mainly driven by interest rate risks. Its decrease is caused by two
factors:
1. Dividend payment and resulting reduction in the value of excess assets.
2. The asset duration is shortening and the liability duration is increasing. Both have the impact of
narrowing the gap between the impact of the shocks between the assets and liabilities. This has
now gotten to the stage where the impacts are almost balanced. On a gross basis – the interest
rate shock on the biting shock (up) has gone negative, which is floored in the SCR calculation.

E.2.5 Health risk
The Undertaking has calculated the Health Risk SCR module for its existing business.
The capital requirements at each sub-module, and the corresponding diversification benefit is detailed
in the following table:

SLT Health

2018
2018
2017
2017
Gross PLN'000 Net PLN'000 Gross PLN'000 Net PLN'000
1,981
1,981
2,530
2,530
6
6
115
115
14,762
14,762
26,598
26,598
35,867
35,867
38,878
38,878
1,808
1,808
1,804
1,804

Mortality
Longevity
Morbidity
Lapse
Expenses
Revision
Diversification Benefits

CAT

Mass accident risk
Accident concentration risk
Pandemic risk
Diversification Benefits

Diversification within
module
Health underwriting
Risk SCR

—
(14,179)

—
(14,179)

—
(21,090)

—
(21,090)

5,702
—
2,158
(1,763)

5,702
—
2,158
(1,763)

7,041
—
3,131
(2,466)

7,041
—
3,131
(2,466)

(4,157)

(4,157)

(5,234)

(5,234)

42,183

42,183

51,307

51,307

The observed decrease is driven by annual assumption update and to a reduction of exposure to this
risk.

E.2.6 Life underwriting risk
The scope of Life underwriting risk includes all the life insurance and life reinsurance obligations.
The capital requirements at each sub-module, and the corresponding diversification benefits is detailed
in the following table for the life underwriting risks:
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Life underwriting risk

Mortality
Longevity
Disability
Lapse (Up)
Lapse (Down)
Lapse (Mass)
Expenses
Revision
CAT
Diversification benefits
Life underwriting risk SCR

2018

2018

2017

2017

Gross PLN'000 Net PLN'000 Gross PLN'000 Net PLN'000
14,194
14,194
15,452
15,452
8,969
8,969
7,955
7,955
192
192
3,575
3,575
66,267
66,267
73,319
73,319
143,167
143,167
117,369
117,369
114,620
114,620
110,306
110,306
56,400
56,400
41,400
41,400
—
—
—
—
17,906
17,906
21,696
21,696
(52,376)
(52,376)
(52,114)
(52,114)
188,452
188,452
155,333
155,333

The increase is linked with annual assumption updates of: unit expenses, partial surrenders and premium
lapses in one of UL products. The dominating Lapse down risk is strengthened by expense increase,
expense inflation introduced to the model and lower interest rates.

E.2.7 Non-life underwriting risk
This is not applicable to the Undertaking.

E.2.8 Counterparty default risk
The scope of the counterparty default risk module includes reinsurance arrangements, derivatives and
receivables from intermediaries.
The input for Type 1 exposure comprises amounts recoverable from reinsurers, market value of
derivatives, risk-adjusted value of collateral/securitisation, value of guarantees, risk mitigating effects not
already taken into account of the capital requirement for underwriting and market risks and rating of the
counterparties.
The input for Type 2 exposure comprises of exposures which are usually diversified and where
counterparty is likely to be unrated, as well as receivables due for more than 3 months. In particular this
includes receivables from intermediaries, policyholder debtors and deposits with institutions.
Counterparty default risk
Total Type 1 exposure
Total Type 2 exposure
Counterparty default risk SCR

2018

2017

PLN'000

PLN'000
377
5,418
5,706

1,878
7,737
9,229

The change in this module results mainly from reduction of exposure to one of the Undertaking's reinsurer
(Santander).

E.2.9 Intangible asset risk
This is not applicable to the Undertaking.
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E.2.10 Loss absorbing capacity of technical provisions and deferred tax asset
The Undertaking has used a modular approach to estimate the loss absorbing capacity of technical provisions and deferred tax.
The loss absorbing capacity of technical provisions is subject to a maximum of the total future discretionary benefits. The following table summarises the total
discretionary benefits and the corresponding loss absorbing capacity of technical provisions and deferred tax:

Future Discretionary
Benefit
164,308

2018

2017

PLN'000

PLN'000

Loss Absorbing
Capacity of
Technical
Provisions Modular
approach
(441)

Loss Absorbing
Capacity of
Deferred Tax
(59,034)

Total = Min(FDB,
LACOTP) +
LACODT
(59,474)
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Future
Discretionary
Benefit
197,371

Loss Absorbing
Capacity of
Technical
Provisions Loss Absorbing Total = Min(FDB,
Modular
Capacity of
LACOTP) +
approach
Deferred Tax
LACODT
—
(63,237)
(63,237)

E.2.11 Operational risk
2018
PLN'000

2017
PLN'000

41,154

50,625

Operational risk SCR

The operational risk capital is calculated based on factors applied to the technical provisions and premiums
for each line of business underwritten. The full details of this calculation are given in S.26.06 SCR Operational Risk.
The main reason of reduction of operational risk is decrease of earned premiums for the year 2018.

E.2.12 Treatment of participating business
Treatment of participating business is described in section D.2.3.12. SCR calculation follows standard
formula requirements.
The Undertaking does not have ring-fenced funds.

E.2.13 Risk mitigation techniques and future management actions
Treatment of risk mitigation techniques
Risk mitigating techniques are not used in SCR calculation
Treatment of future management actions
Except for investment policy, the Undertaking has not allowed for future management actions in the SCR
calculation.

E.2.14 Simplifications
The simplification methods adopted have taken into account the nature, scale and complexity of the risks,
and ensured that the estimation error is immaterial.
In general, most of the simplifications used in the SCR are naturally inherited from simplifications used
in the BEL calculations. The simplifications can be grouped in several categories:
1. Simplifications applied in best estimate assumptions. They typically include compromises on
granularity by products, distribution channels, policy years other other factors, which are
considered not sensitive in a given segment of insurance portfolio. Also, certain effects like
dynamic lapses or mortality trends may be neglected as not material.
2. Model or process simplifications. They are mostly interconnected with the previous point through
assumed methods of modeling. An example which does not fall in this category is TVOG, which
is recalculated annually, based on drivers and is not subject to shocks.
3. Model limitations typically linked with delays of implementing changes or new products. In these
cases high level corrections are applied to BEL, however they are mostly not subject to shocks
and thus are not accounted for in evaluation of SCR.
4. Limitations of data, which are compensated by appropriate adjustments, typically by using the
accounting reserves or by extrapolating BEL from similar segments of business.
5. A simplification specific to SCR is only partial application of the look through approach in market
risk module. Whenever the look through approach is not applied, equities type 2 are assumed.
Impact of these simplifications is assessed non-material.
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E.3 Use of the duration-based equity risk sub-module in the calculation of the
Solvency Capital Requirement
This is not applicable to the Undertaking.

E.4 Differences between the standard formula and any internal model used
This is not applicable to the Undertaking.

E.5 Non-compliance with the Minimum Capital Requirement and noncompliance with the Solvency Capital Requirement
The Undertaking has had Own Funds in excess of both the SCR and MCR requirements over the reporting
year.

E.6 Any other information
E.6.1 Other disclosures
According to the regulator's guidelines regarding treatment of future payments of tax on assets, own
funds admissible to cover SCR are reduced by present value of tax payments in next 12 months.
The final amount of the capital requirement may be subject to a Supervisory review.
Estimated present value of all future tax payments is higher by 115 million PLN. Should the present value
of all future tax payments reduce the admissible own funds the SCR ratio would amount to 494% compared
to 537% as reported according to the regulatory recommendation.
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Glossary of Terms
ALM

Asset Liability Management

A&H
BCP
BEL
bps
BSCR
B2B
CF
CNP
CRA
DAC
EIB
EIOPA
ES
F2F
GA
HW2F
IMF
KIBR

Accident and health
Business Continuity Plan
Best Estimate Liability
Basis points
Basic Solvency Capital Requirement
Business-to-business
Cash Flow
The CNP Santander Insurance
Credit Rate Adjustment
Deferred Acquisition Costs
Excess Interest Benefit
The European Regulatory Authority
Economic Senario
Face-to-face
General Account
Hull-white Two-Factor
The International Monetary Fund
The Polish National Council of Certified Auditors
Komisja Nadzoru Finansowego, the Polish Financial Supervision
Authority
Loss Absorbing Capacity of Technical Provisions
Line of business
Minimum Capital Requirement

KNF
LACTP
LOB
MCR
MetLife TUnZiR S.A.
PLN
PMC
Polish GAAP
PV01
Regulator
RF
SCR
SF
SLA
SLT
Solvency II Directive
S&P
TVOG
UFR
Undertaking
VUL

MetLife Towarzystwo Ubezpieczeń na Życie i Reasekuracji Spółka
Akcyjna
Polish zloty (reporting currency of the Undertaking)
Product Management Committee
Accounting Principles Generally Accepted in Poland
Present value of an 01 basis point
KNF as the Undertaking's regulator
Risk Free
Solvency Capital Requirement
Standard Formula
Service Level Agreement
Health insurance that is pursued on a similar technical basis to that
of life insurance
European Commission Directive 2009/138/EC on the taking-up and
pursuit of the business of Insurance and Reinsurance (Solvency II)
The Standard & Poor's
Time value of option and garrantice
Ultimate forward rate
MetLife TUnZiR S.A.
Variable Universal Life
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Appendix
Public QRTs
The Attached document contains the Undertaking's public QRTs
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