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Executive Summary

This Solvency and Financial Condition Report has been prepared for Cosmos Insurance Company
(Public) Limited (hereinafter “Cosmos”) in accordance with all applicable laws and regulations. It refers
to the financial year ended as at 31 December 2018 (“the reference date™).

Cosmos is a non-life insurance company registered in Cyprus and regulated by the Superintendent of
Insurance.

The Company offers insurance protection across all major lines of business and is looking to continue
implementing a growth strategy to profitable lines of business such as property and liability classes
whiist offering uncompromised levels of protection to its client base. The Company has successfully
completed in 2018 the phase B of the re-capitalisation plan which included the issue of 23.124.240rights
to Company's shareholders. The Company received €767.966 from the exercise of rights by its existing
shareholders, as well as, from the acquisition of shares derived from unexercised rights by interested
investors. Following the successful completion of its recapitalisation plan, the Company in 2017
received two properties with a market value of €2.030.000 and cash €1 .667.966.

The company maintains a well-diversified asset portfolio generating satisfactory investment returns with
acceptable market risk exposures.

Our business strategy for the planning horizon is re-balance the current portfolio by increasing volume
of business written for property and liability classes.

The Company maintains a robust system of governance which is deemed to be adequate in ensuring
the sound and prudent management of the Company. The system of governance witnessed significant
improvements over 2018 with further improvements envisaged in 2019 following the appointment of new
Directors and the implementation of a continuous training and development program for the BOD as
well as for our staff.

Our risk management policy provides for a thoroughly articulated risk appetite statement and a closely
monitored risk management system ensuring that the company is not exposed to any unwanted risks.

Net loss for 2018 was €650.365 which was mainly driven by the below non-recurring expenditure:

- Recognition of a provision of €188.064 for the uitimate cost of settlerent of an obligation to
P.A.Y.E tax authorities for years 2011 o 2017.

. Reduction of tax refundable by €75.282 following review by Cypriot Tax authorities of
Corporation Tax for years 2009 — 2015.

- Run off of unexpired Care4U risks of Heaith Line of Business which resulted to a loss of
€467.075 of Health Account in 2018.

Financial performance was also affected by the significant increase of IBNeR of Motor Account which
had a net increase of €668.000 in 2018. In 2017, the Company registered a loss of €401.499.

The Ratio of Eligible own funds to SCR of Cosmos as at 31/12/2018 was 112,31%.
Other important information

The auditor’s opinion, included in the Company's financial statements, includes an emphasis of matter
paragraph where it is noted that as at 31 December 2018, the Company incurred a loss of €650.365,
the current liabilities exceed the current assets by €1.135.655 and its Solvency Capital Ratio was
calculated at 112,31%. These conditions indicate the existence of a material uncertainty in refation to
the Company's ability to continue as a going concern.
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A. Business Performance

A1 Business

A.1.1 Name and legal form of undertaking

Cosmos Insurance Company Public Ltd is a limited liability company incorporated under the laws of
Cyprus on October 1981 with company Registration Number: C16361.

Its registered address is 46 Griva Digeni Avenue, 1080 Nicosia, Cyprus

A.1.2 Supervisory authority

The Company is authorised and regulated by the Superintendent of Insurance. The Superintendent of
Insurance is the competent authority of the insurance sector in the Republic of Cyprus and exercises all
the powers granted to her by the Law on Insurance and Reinsurance Services and Other Related issues
of 2016 [Law 38(1) 2016] and by the relevant Regulations, for the purpose of protecting the policyholders
and the insurance beneficiaries.

Contact Information:

Address: P.O. Box 23364, 1682 Nicosia
Telephone Number: 22602990

Fax Number: 22302938

E-mail: insurance@mof.gov.cy

A.1.3 External Auditors

Its external auditors are KPMG Limited.
Contact Information:

Address: 14, Esperidon Street, 1087 Nicosia
Telephone Number: 22209000

Fax Number: 226782000

A.1.4  Shareholders

Cosmaos is a publicly listed company in the Cyprus Stock Exchange. tts main shareholder is Kyriakos
M. Tyilis and Co Ltd which owns 40,98% of the paid-up share capital. As at 31/12/2018, Mr. Andreas
Tyllis owned 15,95% of the paid-up share capital. In 2019, the entire shareholding of Mr. Andreas Tyllis
was transferred to his son Mr. Kyriakos Tyllis.

The company is treated as a solo legal entity for insurance supervision purposes.

A.1.5 Material lines of business and material geographical areas where the company
carries on business

The company is authorised to carry on non-life business for all classes.

Cosmos operates in general business insurance in Cyprus. Personal lines is an area where the
Company is particularly strong, having one of the largest motor portfolios and significant business in
properly, and medical insurance.
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Cosmos has a wide distribution network in Cyprus with a large head office in Nicosia and branch offices
situated in Limassol and Paphos. The company's network of insurance agents is located throughout
Cyprus and provide a very personalized level of service to their customers.

A.1.6  Any significant business or other events that have occurred over the reporting
period that have had a material impact on the undertaking

In 2017 and 2018, a recapitalisation and restructuring plan was successfully implemented with the
Company receiving €2.030.000 in the form of two properties from its controlling shareholders as well as
€900.000 in the form of cash injection. The Company improved further its Solvency Ratio in 2018
through a successful rights issue from which the Company received an additional amount of €767.966
from existing and new investors.

During 2018, the Company registered an increase in its General Liability Insurance business of €55k
which is a 8% increase compared to business written in 2017,

Furthermore, during the year the company restructured its asset portfolio which is now well diversified
across sectors and counterparties and managed by professional experienced asset managers.
Throughout 2018, investment conditions remained quite challenging with the persisting low interest rate
environment. Further details in regards to investment conditions are provided in section A.3 Investment
Performance.

The Company continued to undertake restructuring and transformation activity to align the business
operations with the board approved strategy and target of sustainable profitability. in this context, the
Company is assessing loss making portfolios and taking remedy actions to improve performance or
eliminate losses.

A17 Trends and factors that contribute to the development, performance and position of the
company over its business planning time period

Cosmos registered a net loss of €650.365 in 2018. The performance of Cosmos in 2018 was largely
driven by non-recurring expenses incurred in 2018. This included the recognition of a liability/provision
of €188.064 which represents the estimated ultimate cost of settling a tax liability deriving from an
obligation to PAYE tax authorities for years 2011 to 2017, a reduction of tax refundable by €75.282
following review by Cypriot Tax authorities of Corporation Tax for years 2009 — 2015 and the run-off of
unexpired Care4U risks (policies which does not fall under the scope of Quota Share Treaty
Reinsurance with Generali Global Health) of Health Line of Business which resulted to a loss of
€467.489 of Health Account in 2018.

The financial performance was also affected by the significant increase of Net Incurred But Not Enough
Reported Reserve (IBNeR) of Motor Account which increased by €668.000 in 2018 which was driven
by the worsening recent claims experience. In 2017, the Company registered a loss of €552.930.

During the planning horizon, the management expects that the below initiatives will contribute to
sustainable profitability:

» the gradual reduction of health line of business losses following the full assumption of health
risks by Generali Global Health by 31 March 2019

o the development profitable lines of business such as Fire and Property and Liability Lines of
Business,

e the initiatives for the reduction Motor Account Loss Ratio will contribute to performance
improvement

The market remains intensely competitive with market players quoting premium rates which are arguably
unsubstantiated and this is reflected in market statistics. Another market challenge is the continuous
efforts of competitors approaching other companies’ agents which drives up acquisition costs.
Underwriting profitability per line of business is continuously monitored and early signals are provided
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where corrective action is considered necessary. The reinsurance arrangements put together and the
continued monitoring of these arrangements contributes to the stability and increase of underwriting
profits.

A.1.8 Business Objectives

Cosmos is commilted to profitable growth, and ensuring that the company remains well-capitalised. The
strategic objective of the Company is to utilise its cutting edge technology which will enable process
automation and expertise of the management to achieve a steady profitable growth both in the short
and medium term. The quality and loyaity of the distribution network is also a key component of this
strategy.

The company further looks to safeguard the excellent repulation it has in terms of reliability and fast
claim settlement.

A.2 Underwriting performance

The Company's underwriting income and expenses consist mainly of insurance premiums written,
reinsurance premiums ceded, gross claims incurred, reinsurers’ share of claims incurred and acquisition
EXPEenses.

The Company registered a loss after tax of €650.365 in 2018, compared to loss after tax of €401.499 in
2017. The table below shows the components of the 2018 and relevant comparatives. The underwriting
loss was mainly driven by non-recurring expenses relating to the recognition of a provision for the
estimated ultimate cost of settling a tax liability to PAYE tax authorities, the losses experienced during
the run off of unexpired risks of Caredl) products and transfer to new Cyprus Choice health product
which is 100% reinsured by Generali Global Health. Additionally, the significant increase of Net Incurred
But Not Enough Reported Reserve of Motor Account was a driver of the losses generated in 2018.

2018 207
€ £

Revenue

Gross earned premiums 18.419.607 17.356.022
Reinsurer’s share on earned premiums {4.489.565) (3.455.510)
Net earned premiums 13.930.042 13.900.512
Palicy fees and other fees 1.671.535 1.586.005
Commission from reinsurers L.575.600 064 983
Share of profit from insurer’s joint venture (Pool) 173.615 177.250
Other income 111.536 91.140
Total other income 3.532.286 2.819.378
Total income 17.462.328 16.719.890
Net claims incurred (10.840.034) (9.921.583)
Commissions paid and other sales expenses (3.927.112) (3.909.237)
Operating and administrative expenses from insurance operations (3.288.664) (3.357.267)
Finance cost (45.601) (45.166)
Net income/(loss) from investments 278 (51.055)
Total operating and administrative expenses from insurance (18.101.133) (17.284.308)
operations

Change in unexpired risk reserve 17.472 11.488
Loss before taxation (621.333) (532.930)
Tax {29.032) 151431
Loss for the year {650.365) {401.499)
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The premiums written (including Policy Fees), premiums earned (including Policy Fees) and claims

incurred by line of business are shown in the table below:

- - s e e

BRSNS P

Hg;rkymﬂjﬁm . {d:m:‘ﬂ,!f ﬁﬂﬁt ] 0SS CLAIMS'
WRITT | EARNED (NG m{% s
I SPoriey sy J POLICYFEES)

Medical expense insurance
Income protection insurance
Workers' compensation insurance
Motor vehicle liability insurance
Other motor insurance

Marine, aviation and transport
insurance

Fire and other damage to property
insurance

General liability insurance

Credit and suretyship insurance
Legal expenses insurance
Assistance

Miscellaneous financial loss
Total for Year 2018

Total for Year 2017

Percentage (decrease)/Increase

A.2.1

L &M h s s S S RN
3.036.534 3.204.035 2.034.418
35.408 40.959 17.395
Q 0 0
11.350.406 11.484.118 7.324.203
2.238.323 2.238.684 1.458.805
158.308 164.517 17.333
2.181.535 2.160.346 596.943
784.672 780.048 442.543
0 0 0
0 0 0
0 ] 0
18.435 18.435 0
19.803.621 20.091.142 11.891.640
19.878.879 18.942.026 10.329.980
{0,38%) 6,07% 15,12%

Underwriting performance over the business planning horizon

The forecasted new business volumes by product line are as follows:

en Premium (Inc. P 3; ag ) 1

Medical expense

Income protection

Workers' compensation
Motor vehicle liability

Other molor

Conventional

Marine, aviation & transport
Fire & other prop. damage
General liability

Credit and suretyship
Assistance

Miscellaneous

YE2019 YE2020 YE2021
2.440.329 2.196.296 2.196.296
34.010 35.030 36.081
10.777.264 11.316.427 11.881.934
1.988.738 2.289.086 2.357.759
142,160 146.425 150.817
2.389.441 2.461.124 2.534.957
844.238 894.071 938.775
21.260 22.269 22.937

The growth in terms of premium income for Fire & other prop. damage and General liability will be driven
from organic growth in the domestic market. The Company is currently reviewing its motor account
underwriting performance with the aim to decrease the combined ratio below 95% in the planning
horizion. As a result, a decline in the volume of business is expected in 2019 compared to 2018 due to
implementation of initiatives aiming to improve the combined ratio of the Company.
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Overall the projected portfolio of Cosmos is expected to become profitable over the business planning
horizon (2019-2021).

Availability of reinsurance remains critical for the company to maintain its competitiveness as well as its
risk-taking capacity.

A3 Investment Performance

Investment performance remains important to our overall profitability although to a lesser extent. Our
stralegic asset allocation is determined with the objective to achieve the maximum possible
diversification and to meet predefined risk tolerance limits safeguarding that no excessive investment
risk is taken on.

The Company's investment portfolio is managed by experienced investment managers and their
performance is reviewed monthly by the Company’s senior management.

A significant portion of the asset portfolio is in the property market and efforts are made to gradually
reduce this exposure. This should further boost the company’s rich liquidity position as well as the
diversification and risk profile of the portfolio. During 2018 the company made conscious efforts to
improve the diversification of its asset portfolio following recommendations of the Asset-Liability
Management (ALM) study carried out during the year. The main recommendation of the ALM study was
the reduction of property exposure and investing the majority of proceeds in the fixed income space.

The current prolonged low interest rate environment, the trade war between U.S.A and China, the
uncertainty of Brexit terms and Haly's Debt crisis generated significant volatility to investment returns in
2018. Inevitably in order to achieve sensible yields the investment manager is looking into lower rates
issues to get the pick up through the credit spread but always within the investment grade corporate
space and sovereign bonds. Each recommendation of the investment manager is investigated
separately and the marginal increase in capital requirement is assessed by the Company prior to
concluding any placement.

The compesition of the investment porifolio as at 31.12.2018 was as follows:

Fixed Income Securities 819.943
Forgign Mutual Funds 6.908.949
Equities 1.015
investment Property 6.286.500
Cash & Cash equivalents 2.001.881
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A.3.1 Income and expenses arising from investments by asset class

s S ,_a€ e ek ,_J
Fixed Income Securities 47.413

Mutual Funds (90.134)

Investment Property 31.000

Cash 11.999

Income arising is composed of unrealized market value gains, interest income and rental income
received. The gain in investment property is due to an upward revaluation of property market values in
line with property market upward trends.

A4 Performance of other activities

A.4.1 Other material income and expenses

The Company does not have any material leasing arrangement or any other material income and
expense item in addition to the underwriting and investment income and expenses outlined in the
sections above.

A5 Any other information

There is no other malerial information regarding the business and performance of the Company which
has not already been disclosed in the sections above.
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B. System of Governance

B.1 General information on the system of governance

Cosmos is committed to implementing a sound governance framework that provides for the sound and
prudent management of the business based on the following principles:

Transparent grganisational structure
Strategic objectives and corporate values communicated throughout Cosmos
Clear lines of responsibility and accountability throughout Cosmos

BOD members and Senior Management are qualified for their positions, have a clear understanding
of their role in corporate governance and are able to exercise sound independent judgment about
the affairs of Cosmos and that Fit and Proper requirements are met

There is appropriate oversight of Cosmos activities through the three lines of defence model

Effective utilisation of the work conducted by internal and external auditors, as well as other control
functions, given their critical contribution to sound corporate governance

Compensation policies and practices are consistent wilh Cosmos's ethical values, objectives,
strategy and control environment

The Corporate Governance framework for Cosmos is based on the ‘three lines of defence model’. This
model supports the implementation of a robust internal control system and is aligned with the ‘four eye
principle’. In practice, there is sufficient control and challenge at all levels of the organization.

B.1.1 The structure of the Board of Directors (BoD)

The BoD is responsible for leading and contrelling the Company, devising strategies and plans for their
implementation and reviewing and evaluating the Company's performance against such strategies and
plans.

The BoD organises and directs the affairs of Cosmos in 2 manner that seeks to protect its policyholders'
funds, maximize the value of Cosmos for the benefil of ils shareholders, while complying with regulatory
requirements and relevant governance standards.

Furthermore, the members of the BoD act as advisers and counsellors to the CEQ and Senior
Management and oversee the Senior Management’s performance.

The Directors are responsible for the general governance of Cosmos, its proper administration and
management and for the general supervision of its affairs. The day-to-day management of Cosmos is
delegated by the Directors to an executive committee (the “Executive Committee”) consisting of the
company's senior management.

Selection and Appointment of Board Members
The Directors are appointed by election at the annual general meeting of the Company.

The directors of the Company shall not be required to retire by rotation. Their appointment shall stand
until removed by their appointors.

The current members of the Board of Directors of Cosmaos are as below:
Michael Tyllis (Executive Vice-Chairman and Acting Chairman)

Andreas Tyllis (Managing Director)

Frixos Kitromilides (Member)

Costas Agathocleous (Member)

Elias Demetriou {(Member)

Marios Kyriakou (Member)
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All members of the Board and Senior Management should fulfil the Fit and Proper requirements in
accordance with the Solvency il framework.

Board Meetings

The BoD shall meet formally at least 4 times a year in the context of its regular duties in the annual
business cycle. Additional meetings may also be held upon such need as identified by the senior
management or by members of the BoD or its Committees.

Board Committees

For a more effective organisation of Cosmos, the Board established the below-mentioned Committees.

Committee Brief Terms of Reference Composition
Audit Ensures the operation of an effective system of | Elias Demetlriou
Committee internal controls within Cosmos and oversees the | (President)
selde.::tlon and the remuneration of the external Costas Agathocleous
audttor (Member)
Marios Kyriakou
(Member)
Nominations Identifies necessary board member skills, suggests | Elias Demetriou
Committee potential members and orients new members. (Chairman)

Andreas Tyllis (Member)

Costas Agathocleous
{Member)

Remunerations Determines its member's remuneration. Costas Agathocleous

Committee (Chairman)

Frixos Kitromilides
{Member)

Marios Kyriakou
{Member)

Risk Oversight responsibilities for the identification,

analysis, assessment and management of all the
risks (Chairman)

Marios Kyriakou
Committee
Elias Demetriou
{Member)

Costas Agathocleous
{Member}

B.1.2 Organisational Structure
The Organisational structure and reporting lines of Cosmos are designed to:

Enable apportionment of responsibilities and clear accountabilities and responsibilities
Facilitate prompt transfer of information to all persons who need it

Prevent conflicts of interest

Ensure the prudent and effective management of Cosmos
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As previously mentioned Cosmos ultimate supervisory body is the BoD.

The Senior Management, has the day to day responsibility for the implementation of the BoD's approved
strategy and reports to the BoD. Reporting to the BoD is both structured, through planned meetings and
regular reporting and ad hoc as required. The operation and responsibilities of senior management are
outlined in this Policy.

The Business Functions of Cosmos have the responsibility for the implementation of the BoD's strategy
in their business functions. They report direclly to the Senior Management with regards to their day-to-
day duties. |n order to minimize the probability of a potential conflict of interest and preserve their
operational independence, the key control functions have additional direct reporting lines to the BoD or
Board Commitiees. These additional reporting lines are implemented in order to ensure that these
functions have the ability to escalate important issues directly to the BoD. Consequently, the Risk,
Compliance and Actuarial Functions have a reporting line to the Risk Commitiee.

The Organisational structure of Cosmos is presented in Appendix A.

B.1.3 Key Functions

In accordance with the Solvency Il framework the Key Functions recognised by the BoD are the
following:

¢ Actuarial Function

+ Risk Management Function ' -

¢ Compliance Function

¢ Internal Audit Function

Details of the duties of these functions are shown in subsequent sections.

Each key function reports directly to the Board without any restrictions and the Board is ultimately
responsible for reviewing the performance of the key functions and considering any recommendations
made by these functions.

The Board is also responsible for ensuring that all key functions are operationally independent, which
implies that each function should be free from any undue influence, control or constraint from any other
key function or the Board itself.

B.1.4 Material changes in the system of governance over the reporting period

There have been no material changes in the system of governance in 2018.

B.1.5 Remuneration policy and practices for the BoD and employees

The Company has in place a remuneration policy which ensures that any remuneration is in line with
the markel norms in order {0 enabie the company to attract competent and experienced resources and
ensure that any resources that it engages do not take excessive risks that could be detrimental to the
company.

With regards to any commission based remuneration, the company ensures that all commission rates
are in line with market rates and that these rates do not expose the company to any potential risks,
primarily misspelling and policy churning.

The remuneration policy is reviewed and maintained by the Senior Management and is approved by the
BoD.

The remuneration of BoD members during 2018 was as follows:
Andreas P. Erotokrilou €3.800 (Chairman up to at 27/06/2018)
Andreas Tyllis €95.003 (in his executive capacity)
Michael Tyllis £€95.003 (in his executive capacity)
Costas Agathokleous  €8.800
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Frixos Kitromilides €8.700

Christos Kythraiotis €8.800 (resigned at 04/03/2019)
Nearchos Petrides €950 {resigned at 26/2/2018)
Nikolaos Plakides €250 (resigned at 05/2/2018)

B.1.6 Information about material transactions during the reporting period with:

The material transactions between the company, its shareholders and members of the BoD for 2018
were as follow:

Expenses Nature of expense 2018
€
Andreas P. Erotokritou and Co. LLC Legal fees 343.653

On 13 October 2017, the Company issued and allotted 5.139.240 ordinary shares to KM Tyllis and Co
Ltd at a nominal value of €0,02 each, in exchange of 2 properties with a market value €2.030.000.

On 13 Qctober 2017, the Company received €450.000 from KM Tyllis and Co Lid and Mr. Andreas Tyllis
respectively in the form of capital contribution. With the €900.000 KM Tyllis and Co Ltd and Mr. Andreas
Tyllis exercised the rights for the acquisition of shares issued in June 2018.

B.2 Fit and proper requirements

Prior to the appointment of any member of the BoD and or any member of senior management of the
Key Function, the Company carries out an evaluation of the fitness and propriety of that individual.
Furthermore, such appointments are subject o approval by the Superintendent of Insurance.

The function delegated with the responsibility for the Fit and Proper test is the Compliance function. The
Compliance Function also bears the responsibility for monitoring the fitness and propriety of individuals
on an ongoing basis.

The fit and proper test criteria satisfy at a minimum the relevant regulatory requirements as well as
additional criteria laid down by Cosmos.

The Fitness test assesses the individual's professional and technical competence through a
consideration of:

« previous experience, knowledge and professional qualificalions and whether these are
adequate to enable sound and prudent management of the Company;

« proof of skill, care, diligence and compliance with the relevant standards of the areafsector
he/she has previously worked in;

The Propriety test assesses honesty, integrity, reputation and financial soundness of the individual by
considering their:

« reputation, including an enquiry as to whether there have been any criminal or financial
antecedents or past experience with regulatory authorities which may cast doubt on the ability
of that person to adequately discharge his/her duties in line with applicable rules, regulations
and guidelines.

The assessment is facilitated through:
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personal questionnaires

academic and/or professional qualification certificates
certificate of non-bankruptcy

clear criminal record certificate

personal resume and

personal declaration

In particular, with regards to members of the BoD they must always have the collective knowledge of
the financial and insurance market, business strategy, system of governance, financial and actuarial
analysis and the regulatory framework and requirements.

The detailed criteria and documentation requirement in the context of the fit and proper test are
described in the company's governance policy which is also subject {o review on an annual basis.

The fitness of employees is the responsibility of the Human Resources department and is implemented
through the recruitment process.

Furthermore, all Directors and members of staff must comply with the company’s code of conduct.
Key Function Holders

The persons holding Key Function roles in Cosmos are as follows:

Managing Director — Andreas Tyllis

Executive Vice President — Michael Tyllis

Chief Finance Officer — loannis Mavrides

Chief Operations Officer — Kyriakos Tyllis

Sales Manager — Charalambos Zenonos

Actuarial Function — Dimitris Dimitriou (Outsourced to Deloitte Actuarial Services Limited)

Risk Management Function ~ Maria Michaelides (Qutsourced to Deloitte Actuarial Services Limited)
Compliance Function ~ Kalerina Hadjichristofi (Qutsourced to ioannides & Demetriou LLC)

Internal Audit Function - Qutsourced to Deloitte Limited

B.3 Risk management system including the own risk and solvency assessment

B.3.1 Description of the undertaking's risk management system

Cosmos has implemented an effective risk management system which is designed to ensure timely
identification and assessment of existing and emerging risk exposures as well their effeclive
management. The risk managemeni system is comprehensively addressed in the company's risk
management policy which provides for the risk governance, a risk appetite statement and the risk
management framework.

The risk management policy comprises of sub-policies for all main categories of risk namely:
Underwriting Risk, Investment and Asset Liabitity Risk, Credit Risk, Liquidity Risky, Concentration Risk,
Qperational Risk and Reinsurance. Itis approved by the BoD and is reviewed at least once a year.

Risk Appetite Statement

Cosmos will continue its conservative approach by maintaining a steady growth in profitable market
segments with its main focus being profitability and the provision exceptional service to its clients.

The risk appetite statement lays down the level and nature of risks that are considered acceptable for
the Company and the constraints within which it should operate in pursuing its strategy.
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Cosmos manages its risk appetite through a set of limits. The limits are set, not such that they are likely
to be fully used, but rather so that limited exceptions are reported. The aggregate risk limits and the risk
category limits are to be used by the RMF for the monitoring and reporting of overall risk exposure and
by the BoD and Risk Committee for making decisions on the Company’s risk profile.

Overall, Cosmos sees itself as a low risk entity and risk tolerance limits have been set to reflect that.
The company has a target of maintaining a solvency coverage ratio at all times in excess of 115%.

In this context, tolerance limits are set for all risk categories to ensure that on a worst-case scenario
basis, risk exposures will not lead to losses threatening this target solvency ratio.

Risk Governance

The risk governance of the Company forms an integrai part by defining the role of each function of the
company in the Risk Management Framework. It is organised in a way that ensures the establishment
of clear responsibility boundaries, the proper segregation of duties and the avoidance of conflicts of
interest at all levels.

As mentioned in previous sub-sections, the system of governance is based on the “three lines of defence
model” safeguarding that risk management is embedded into the organisational structure and decision-
making processes of the company and that the risk management system is supported by appropriate
internal controls and by information systems that provide relevant, accurate and reliable information.

The roles of the key funclions in the Risk Management System are outlined below:

. Body./ Function Roles in the risk management framework

® The responsibility for the approval and periodic review of the risk profile and risk

appetite, as well as the risk strategy and the policies for managing risks, lies with
BoD the BoD, so as to ensure that the BoD takes all measures necessary for the
monitoring and control of risks, in accordance with the approved risk strategy and
policies. This information reaches the BoD through the Risk Committee.

® Responsibility for the supervision of the risk management framework is assumed by
the Risk Committee.

¢ The Risk Committee reviews on an annual basis the suite of Risk Policies of the
Company and pre-approves any required changes, and subsequenily forwards the

Risk Commitiee updated Policy to the BoD for final approval.

# The Risk Committee receives frequent information on the levels of risks to which the
Company is exposed, with the purpose of ensuring that the Company's risk profile
remains within the established risk tolerance limits. Risk appetite and risk limits are
set at a level which is commensurate with the sound operation of the Company and
its strategic goals.

® Supports the BoD in the deterrnination and implementation of the risk strategy and
capital planning.

¢ Coordinates the implementation of the risk management framework and is the main
unit for risk management responsibilities.

' Head of the RMF s Risk management training to the BoD, Committees, Senior Management and Risk
| and the RMF taking functions directly involved in the management and oversight of risk, on the
contents of the current and other risk-specific policies, and for providing guidance

on their application.

e Moreover, the RMF continuously reviews the comptiance of this Policy with Solvency
Il requirements and the appropriateness of risk strategy with Company objectives,
appetite and limits, and informs the Risk Commitiees of any changes that may be
required.
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: Body//.Function Roles in the'riskimanagement framework

s Monitors the risk profile of the Company against the BoD's risk appetite.
¢ Develops internal risk methodologies and models.

¢ The full responsibilities of the RMF are documented in the RMF Policy.

! e The Company’s Senior Management is responsible for the implementation of the
risk strategy, as this has been approved by the BoD, and for the development of the
A policies, methodaologies and procedures required to identify, measure, monitor and
Senior Management control every type of risk, in accordance with the nature and complexity of the
Company's operations,

e Thay also have the responsibility to apply the framework in their day to day activities.

|
| . . e The individual business units under the direction of their Heads have the
Business Units responsibility to know and apply the requirements of the risk strategy and Policies
in their area of business.

) & The Actuarial function is a specialist function that advises the Senior Management
Actuarial Function of the Company on the calculation of technical provisions and capital requirements,
as well as on the lechnical aspects of risk management and modelling.

Compliance s The Compliance Function applies suitable procedures for the purpose of achieving
Function a timely and on-going compliance of the Company's risk management framework
with existing and new laws and regulations.

¢ The Interal Audit Function undertakes independent reviews and testing of the risk
Internal Audit management framework or of specific components of the framework and reports the
rasults to the Audit Committee. The raesponsibilities of Intermal Audit are governed
by the Internal Audit Policy.

Risk management Processes

The risk management framework is a continuous process encompassing of the following key stages:

Risk Identification

The identification process is facilitated by a continuous use and review of internal and external sources
of information.

Quantitative risks are identified through observation of the company's exposures through its financiat
records. Emerging risks are identified through external data or information.

Qualitative risks are identified through identification of events, actions or inactions (risks) that have the
potential to materially impact the achievement of the objectives or the intended operation of functions
and business processes. These can relale o both threats to operations or failures to take advantage of
opportunities.

Stress testing, scenario analysis and sensitivity analysis are also adopted for the purposes of identifying
risk exposures over the business planning horizon through the ORSA process which is described in the
next section.

Risk Assessment / Measurement

The main metric for assessing quantifiable risk exposures is the 99.5% value at risk. This is a
measurement of the maximum Joss occurring from predefined events with a probability of 1 in 200.
Additional risk metlrics are a predefined set of key risk indicators encompassing all risk areas. All risk
metrics correspond to a risk tolerance limit explicitly stated within the risk appetite statement. This
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enables the comparison of actual risk exposures against the company's tolerances indicating where
further mitigating action is necessary.

Non-quantifiable risks are measured and ranked based on established criteria for frequency and
severity. The frequency and severity associated with risks are assessed on an inherent and residual
basis, having considered both the existence and effectiveness of the controls, by following a four-step
process:

o Assessing the frequency of risk events and their resulting severity (inherent risk);

» Identifying the controls in place that prevent or detect the occurrence of the risk event or mitigate
its severity;
Assessing the design and performance of each control; and
Assessing the frequency of risk events and their resulting severity, having considered the
effectiveness of existing controls (residual risk).

Once identified and measured, material risks are documented in the Risk Register. Risk and control
owners are assigned to each risk 1o ensure accountability for managing all material risks and the relaled
controls. The Risk Register is monitored regularly and amended where necessary to capture changes
in risks facing the business or in the controls used to mitigate existing risks.

Risk Control and Mitigation
Controls are developed and used to safeguard the integrity of the Company's processes and systems.

Additionally, the RMF evaluates and adopts appropriate risk transfer methods to mitigate its exposure
to the identified risks. Such methods may include purchasing insurance and reinsurance coverage.

Unexpected risks exposures are also covered by own funds, in accordance with the Solvency Il
requirements.

Cosmos policies on risk transfer including the use of reinsurance or other instruments are documented
in the Company's Reinsurance and Other Risk Mitigation Techniques Policy.

Once Cosmos has identified and quantified its risks, it can implement a strategy for mitigating them with
appropriate policies, procedures, systems, and controls. Within the established risk appelite and
tolerance, Cosmos would retain a certain portion of risk, transfer another portion (through insurance),
and then finance those risks it could not insure.

Risk Monitoring and Reporting

The RMF has the responsibility to ensure that all material risk exposures are monitored on an on-going
basis and that any risks that fall outside the approved risk appetite of the Company are identified and
appropriately escalated to the Risk Committee.

Specifically, the RMF monitors the following for each risk:

Actual exposure vs. Limit at an aggregate base;

Key Risk Indicators;

Risk data and model validation;

Appropriateness and assumptions of risk measurement methodologies;

Unusual or material events;

Early warning indicators (in the internal and external environment of the Company); and
Policy breaches

in addition, on an annual basis:

+ the Risk Register is formally reviewed by the Risk Management Function and any actions
deemed necessary following such review are brought to the attention of the Board; and

« the Risk Management Function runs stress and scenario tests and reports the results and
suggested courses of action to the Board.
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B.3.1.1 Significant Risk Exposures

The main risk exposures as at 31 December 2018 as measured through the Solvency |l standard
formula are shown in the table below:

Gross solvency capital
requirement

Market risk 2.589.236
Counterparty default risk 1,222.852

Life underwriting risk 4]

Health underwriting risk 85.850

Non-life underwriting risk 4.704.789
Operational risk 602.734

B.3.2 Material Risks not included in the calculation of the Solvency Capital
Requirement

There were no material risks other than those captured in the calculation of the SCR.

B.3.3 Prudent Person Principle

Cosmos manages its investments in a prudent manner and in accordance with “The Prudent Person
Principle”. As previously mentioned the company has set in place tolerance limits with regards to the
underlying risk of its asset portfolio which work to contro! the risk profile of the portfolio in relation to
diversification, liquidity, volatility and matching to the liabilities in lerms of nature currency and duration.

An asset liability study is conducted on a regular basis which provides an assessment of the adequacy
of the strategic asset allocation in relation to liabilities.

The performance and risk profile of the investment portfolio is monitored on a quarterly basis through a
set of predefined metrics and is discussed at the BoD.

B.3.4 Credit Assessments

Credit assessments are used for the company's main counterparties through its reinsurance program and its
asset portfolio. The ratings used are those of the main global rating agencies such as AM Best, Standard &
Poor's, Fitch and Moody's. The ratings are obtained by the asset managers and the reinsurers themselves
and are verified through ad hoc research through the internet.

Cosmos considers these external ratings as adequate for the purpose of the credit risk assessment of these
counterparties unless informalion emerges which is thought to compromise their credit worthiness and has
not yet been allowed for by the rating agencies.

B.4 Own Risk and Solvency Assessment (ORSA)
ORSA Process

in line with the Company’'s ORSA policy, ORSA can be defined as the processes and procedures
employed to identify, assess, monitor, manage and report the short and long term risks the Company
faces or may face and to determine the own funds necessary to ensure that the Company's overall
solvency needs are met at all times. The ORSA policy is the policy which governs the ORSA process.

Strategic decisions such as the introduction of new products, utilisation of additional distribution
channels etc. are assessed and evaluated in the light of their effect on the Company's risk situation and
risk-bearing capacity.

Cosmos follows the steps below to implement its ORSA:
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i. Identify and classify risks, including governance - The Company identifies the material risks
it faces at a particular point in time. This includes risks considered in the SCR formula, as well as
risks not included in the standard formula such as liquidity, strategic and business risks.

ii. Assessmentand measurement of risks - the Company collects data, quantifies and aggregates
risks using different approaches such as Value at Risk and stress testing. The assessment is
done using predefined risk metrics. This also includes an assessment of the Solvency Il standard
formula and whether it adequately reflects the underlying risk profile of the company.

iii. Capital Allocation — According to its risk profile, the Company determines the necessary risk
capital required at that point in time.

iv. Capital planning — The company projects its risk profile based on its business plan and prepares
a capital plan over the business planning horizon. The capital plan depends on its sirategic
objectives and financial projections and assumptions on future economic conditions.

v. Stress testing - The Company applies stress and scenario testing to the forward-looking capital
plan and develops actions that can be taken in unforeseen circumstances in the future. Stress
tests complement the use of the standard formula by assessing the financial effect of events or
sequence of events that lead to specific adverse scenarios. Thus, they can be used to understand
the Company's vulnerability to its various risk exposures and the level of financial strain that it
can withstand.

vi. Communicate and document the results — The Company presents the results of the process
to senior management and the BoD and prepares the ORSA report. The BoD reviews and
challenges the results of the ORSA through minuted discussions.

Governing the ORSA

The ultimate responsibility for the ORSA process lies with the BoD. The BoD defines the corporate
objectives and the risk strategies of the company which form significant inputs to the ORSA. The 80D
also defines the stress lesting program and also reviews, challenges and approves the ORSA Report.
The BoD also sets the ORSA policy and reviews it every year.

The function mostly responsible for carrying out the ORSA is the Risk Management Function. However,
the ORSA requires input from across the whole Company and hence the Risk Management Function
coordinates the ORSA process in conjunction with all the other functions as risk owners.

Significant input is required from the finance function for the preparation of the financial projections in
accordance with the company's business plan and from the Actuarial function in quantifying future risks
and assisting with the financial modelling of forecasted solvency assessments.

ORSA and decision making processes

ORSA is considered as a very valuable assessment in addressing the risks inherent with the company's
strategy and the BoD confirms that it is embedded in the decision-making processes of the company.
In particular, the ORSA allows the management to take into account ail the risks associated with the
Company’s business strategies and the required level of capital that the Company requires to commit,
to explore alternative options and assess their impact and decide on the optimal strategy and advice to
BoD accordingly.

Frequency of the ORSA

The Company currently intends to perform the ORSA annually. Furthermore, the assessment will be
performed immediately following any significant changes to the environment that the company
operates.

These changes include, but are not limited to:

» Significant changes to the financial and political environment in which the Company operates;
e Significant operational losses;
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¢ Material changes to the new business volumes;
* Planned changes lo the operating model of the company; and
= Significant changes in the Company’s risk profile.

Solvency needs and Risk Profile

in 2018, the Company undertook a detailed risk and solvency assessment as well as a forward-looking
assessment of capital requirements comprising of the year 2018-2020. These assessments encompass
all material risks that the Company faces or could expect to face over its planning period.

The assessment also addressed the adequacy of the standard formula and how it relates to the
underlying risk profile of the company. The assessment provided satisfactory evidence for the adequacy
of the standard formula and comfort that we can continue using this as a key risk metric. Furthermore,
it provided confidence thal lhe capital requirements address the material risk exposures and the
available own funds provide a satisfactory buffer in safeguarding business continuity beyond the 99.5%
confidence threshold.

Any risks not covered by capital are believed to be adequalely mitigated through the control measures
applied internally and no additional capital beyond the SCR was deemed necessary.

B.5 Internal controi system .

B.5.1 Description of the undertaking's internal control system

Internal control is a process effected by Cosmos's Board of Directors, management, and other personnel
and is designed to provide reasonable assurance regarding the achievement of objectives in the
following categories:

» Effectiveness and efficiency of operations
« Reliability of financial reporting
s Compliance with applicable laws and regulations

Every member of Cosmos has a role in the system of internal control. Internai control is people-
dependent and its strength depends on people's attitude toward internal control and their attention to it;

» The Board is responsible for setting the strategy, tone, cuiture and values of the Company

* Management, Risk Management, Compiiance and Actuarial function design policies and
procedures to ensure that an effective internal control system is established within the Company

e The Internal Audit function monitors the effectiveness of the internal control system

There are five interrelated components of effective internal control, which are discussed in the following
sections:

Control Environment
Risk Management
Control Aclivities
Reporting
Monitoring

& & & » °

Each of these are outlined below and described in detail in the company's Internal Contral Policy:

B.5.2 Compliance Policy and Compliance Function
The Compliance Function is fully outsourced to loannides and Demetriou LLC.

The Compliance Function ensures that compliance awareness is promoted internally and externally and
that compliance is an integral part of the corporate culture of the company.
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The role of the Compliance Function includes:

a) advising the Board of Directors on compliance with any legislation, regulations and any other
applicable laws, in so far as they apply to the company,

b) the assessment of possible impact with regards to changes in the legal environment on the
company,

c) the identification and assessment of any compliance/regulatory risks,

d) providing the Board of Directors with regular reports on the progress of the Compliance plan,
and any other matters which need to be brought to the attention of the Board of Directors .

B.6 Internal audit function

The Company’s Internal Audit Policy establishes and maintains an Internal Audit Function, the objectives
of which are:

¢ to independently examine and evaluate the function and effectiveness of the internal controls
and all other elements of the system of governance;

s to assess compliance with internal strategies, policies, processes and reporting procedures.

The Company outsourced its Internal Audit Function to Deloitte thus ensuring the independence and
objectivity from any functions which have operational responsibilities. The Internal Audit Function reports
to the Board through the Audit Commiitee.

The Internal Audit Function has an unrestricted right to obtain information relevant {o the discharge of
its responsibilities. This entails the prompt provision of all necessary information, the availability of all
essential documentation and the ability to look into all activities and processes of the Company. To this
effect, the Internal Audit Function has full, free and unrestricted access to all the personnel of the
Company who shall, in turn, ensure that the internal Audit Function obtains the necessary information
about, and has the necessary access to, the Company’s outsourced functions.

B.6.1 Internal Audit in 2018

During 2018 the Internal Audit covered areas of Underwriting, Compliance, Risk Management and
Financial Management.

B.7 Actuarial Function

The Actuarial Function is a critical function for Cosmos given the nature of its product suite and its
operations. It is subject to the fit and proper criteria and according to the relevant legislation it should
at all times be carried out by persons who are fit and proper to carry out the duties outlined below, in an
objective manner and free from any undue influences. The Actuarial Function of Cosmos is outsourced
to Deloitte Actuarial Services Limited, and is executed by a Fellow of the Institute of Actuaries who fulfils
all above criteria.

The Acluarial Function reporis 1o the BoD and is subject to the audit of the Internal Audit Function
regarding the adequacy and effectiveness of its procedures. The operating procedures of the function
are described in detail in the Actuarial Function Manual.

The role of the Actuarial Function is to establish and maintain appropriate procedures, processes and
systems sufficient to allow the Company to reasonably estimate its insurance obligations and exposures
and the related capital requirements, in line with applicable laws and recognised professional standards.
In this context, the Actuarial Function coordinates the assessment and validation of internal data to
determine the level of compliance with recognised standards for data quality and, if necessary,
recommends improvements.

Furthermare, the Actuarial Function is involved in the profit testing process of new praducts assessing
them for profitability, capital intensiveness, risk profile, system compatibility and marketability. It also
contributes all financial modelling in relation to risk management activities and the ORSA in particular.
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The aclivities of the Actuarial Function during 2018 were as follows:

» Carried out the caiculation of technical provisions on a quarterly basis in accordance with all
relevant regulatory requirements;
Submitted reports in relation to the above calculations to the BoD;

» Provided modelling assistance for the calculation of Solvency Capital Requirements on a
quarterly basis;

+ Assessment of data quality;
Expressed opinion on adequacy of Reinsurance Arrangemenis and participaled in the
discussions with the Reinsurers for the renewal of treaties;

+ Expressed opinion on the company’s underwriting policy;

« Worked closely with the management and addressed areas of its expenrtise in relation to the
company's ongoing operations;
Provided the modelling for carrying out the financial and solvency projections of the ORSA,;
Attended meetings of the BoD and actively participated in discussions around the company’s
restructuring plan and ils strategy going forward;

« Carried out investigations to the company’s experience in terms of claims, lapses, expenses
and new business volumes.

B.8 Outsourcing

Cosmos outsources the following key functions:

v W B _' for 'I Ir % . ~ o e LR 1.- r _'_'_'.-_*- .
Actuarial Function Delc;utte Gt Dimitris Dimitriou
Limited
Risk Management Function pel?lﬂe Actuarial Services Maria Michaelides
Limited
Compliance function loannides & Demetriou LLC Katerina Hadjichristofi
Internal audit Deloitte Limited Charalambos Pitsillos

Cosmos has opted lo outsource these functions given the high level of specialisation and the limited
availability of such skills in the domestic market. Furthermare, we have selected providers with significant
expertise in their areas who can introduce knowhow and skillset in a heneficial way for the company.
Outsourcing is also believed to be a cost efficient approach for the selected functions.

Additional benefils of outsourcing include the safeguarding the continuity of services since Cosmos does not
rely on one person but a firm with a contractual obligation to provide the requested services under all
circumstances.

It also saves on infrastructure and technology since the company does not need o invest in specialised
software and relevant IT solutions.

The selecled partners have over the years proven to be efficient in their dealings with the Company and
provide comfort to the BoD in the quality of their service and the value they add to Cosmos.

The Company acknowledges that outsourcing does not in any way relieve the Company of ultimate
responsibility for the outsourced funclions. In line with regulatery requirements, Cosmos has appointed one
member of senior management with the responsibility of oversight of these functions and these persons have
been approved by the Insurance Companies Control Service. Furthermore, the performance of providers is
regularly reviewed and monitored by the BoD.

B.8.1 Outsourcing Policy

The criteria for the selection of service providers and the process for their appointment is laid down in the
company's outsourcing policy which is approved by the BoD and reviewed once a year. In particular the
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Outsourcing Policy states that when choosing a service provider for any critical or important functions or
activities Cosmos ensures that:

» The potential service provider has the ability and capacity and any authorisation required by law
to deliver the required functions or activities satisfactorily, taking into account the undertaking's
objectives and needs;

+ The service provider has adopted all means to ensure that no explicit or potential conflict of
interests with Cosmaos impairs the needs of the outsourcing undertaking;

+ |t enters into a written agreement with the service provider which clearly allocates the respective
rights and obligations of the undertaking and the service provider;

e The general terms and conditions of the outsourcing agreement are authorised and understood
by the CEO. The outsourcing does not represent a breach of any data protection regulation or
any other laws; and

¢ The service provider is subject to provisions on the safety and confidentiality of information relating
to Cosmos or 1o its policyholders or beneficiaries.

In order to ensure against an undue increase in Operational Risk, when outsourcing critical or important
functions or activities the Company shall:

e Verify that the service provider has adequate financial resources to take on the additional tasks
Cosmos plans to transfer and to properly and reliably discharge its duties towards Cosmos and
that the staff of the service provider is chosen on the basis of criteria that give reasonable
assurance that they are sufficiently qualified and reliable, and

 Make sure the service provider has adequate contingency plans in place to deal with emergency
situations or business disruptions and has periodic testing of backup facilities where that is
necessary having regard to the function, service or aclivity outsourced.

Furthermore, the Policy lays down the minimum required contents of an outsourcing agreement safeguarding
the quality of service provided, protecting the interests of Cosmos, ensuring that conflicts of interest are
avoided and that the service provider cooperates with internal or extemnal auditors as well as the Insurance
Companies Control Service.

B.9 Adequacy of the system of governance

Assessment of the adequacy of the system of governance to the nature, scale and complexity of the risks
inherent in its business.

B.10  Any other information

Include in a separate section any other material information regarding the sysiem of governance of the
undertaking.
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C. Risk Profile

Quantifiable risks are assessed through the 99.5% value at risk as measured with the Solvency |
standard formula (SCR). The company aims to hold sufficient capital at all times to protect itself from
losses occurring due to such risks. Non-gquantifiable risks are measured through qualitative analysis
and a frequency/severily approach.

In addition to capital, the company manages all risks through its processes and procedures and its
internal control framework and by monitoring exposures and benchmarking those against its risk
appetite.

Gross Solvency Capital Requirement

s Marketrok w Caunter sarmy defauttrek = Lfe uncenunung nitk

Haalth ungenvnimg risk s Non-te gndensning risk s Operational nsk

The Company's risk profile is mainly driven by its exposure to the underwriting risk. Underwriting risk
forms around 51,05% of the total risk portfolio of Casmos. The second material risk exposure 28,21%
of Cosmos is the Market risk and is the result of the investment operations of the Company. The third
largest exposure 13,27% of undiversified SCR is the Counterparty default risk, which arises mainly from
recoverables from debtors and current accounts in Banks. The exposure to operational risk is relatively
small 6,54%. S

The risk profile of Cosmos as at 31 December 2018 was in line with its risk strategy.

c.1 Underwriting Risk

C.1.1  Overview of any material risk exposures anticipated over the business
planning period

Underwriting Risk is the risk of loss, or of adverse change in the value of insurance liabilities, due to
inadequate pricing and provisioning assumptions. Underwriling and Reserving Risk includes the
fluctuations in the timing, frequency and severity of insured events, with relation to the Company's
expectations at the time of underwriting. This risk can also refer to fluctuations in the timing and amount
of claims settlements.

The Company underwrites mainly annual policies (with the exception of Conlractors All Risks contract
term cover, Travel and Marine short term policies), and therefore has the ability to rate risks individually
and to impose conditions in accordance with the risk under consideration. The underwriting strategy is
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to diversify the type of insurance risk accepted and within each line of business lo obtain a sufficiently
large population of risk to reduce the variability of the expected outcome.

Being an insurance company specializing in non-life and health lines of business, the Company's largest
risk exposure is in Premium and Reserving Risk.

The mix of business written remains broadly similar to previous years, both in terms of lines of business
written, underwriting profile and geographical location. In 2019, the Company expects that its Motor
business which will be written will be affected by the initiatives which will be implemented to improve
motor loss ratio. As such, a decrease of underwriting risk of motor account is anticipated in 2019.

Over the business planning horizon, the Company is expecting steady growth to property and liability
classes which will proportionately increase the underwriting risk.

As part of its business planning exercise, Cosmos has considered its business objectives and strategy
and how they fit with its capital and risk strategies. The higher expected volumes of business of property
and liability classes over the business planning horizon will give rise to a moderately higher underwriting
risk exposure. On the other hand, they will also yield significant profits which will increase the capital
base of the Company and its overall solvency ratio.

C.1.2 Risk Assessment/Measurement

Cosmos measures its Underwriting risk primarily using the standard formula. The measurement
addresses three sources of risk: Premium risk, Reserve risk and Catastrophe risk.

The results of the risk assessment as described above are summarised below:
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Premium & Reserve risk 4,553,267 4.779.823
Lapse Risk 493,133 196.824
Catastrophe Risk 428,682 447.508

Cosmos also adopts other risk assessment tools such as stress and scenario testing (both on the current
position and over the business planning horizon), maintenance of a risk register, comparison of actual
exposure and risk tolerance limits and use of Key Risk Indicators.

These tools enable Cosmos to monitor the portfolio under normal circumstances, understand the
magnitude of loss in the event of severe or extreme scenarios and ensure that it holds adequate levels
of capital to protect its policyholders and other stakeholders. Using the assessment tools consistently (if
appropriate), enables the company to understand whether its risk is increasing and thus take action if
appropriate. The tools used have significantly improved over the past year and are expected to be further
developed and optimised over the next year.

C.1.3 Risk Concentration
Information on any material risk concentrations the undertaking is exposed to
No material risk concentrations have been identified. This is because of:

Cosmos well-diversified insurance portfolio: The portfolio enjoys high levels of diversification
with respect of geographical cover and between lines of business.

Low catastrophe risk: The catastrophe risk (assessed using the two scenarios prescribed by the
standard formula) is very low {€428.682)

Reinsurance: Cosmos manages its exposure to any one risk and to catastrophic events using
reinsurance. Thus, the loss to Cosmos is generally limited to its retention.
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Overview of any future risk concentrations anticipated over the business planning period and how they
will be managed

Cosmos plans to maintain its business diversification over the planning period and continue to closely
monitor its portfolioc to avoid unintended risk conceniration. Treaty {Proportional), facultative and
catastrophe reinsurance will continue to be used to manage the net retention and maintain risks within
the risk appetite limits approved by the Board.

C.1.4 Risk Mitigation
Information on the technigues currently used
C.1.4.1.1 Product design process

All new products, prior to their launch are thoroughly assessed through a profit testing analysis carried
out by the Actuarial Function. They test the underlying profitability of the products and its sensitivity, the
capital intensiveness and any inherent risks. Furthermore, market research and internal analyses help
assess the marketability and competitiveness of our products. T is also engaged in ensuring that
proposed products are compatible with the company's systems and IT infrastructure, Availability of
reinsurance is critical prior to the launch of any new product.

C.1.4.1.2 Reinsurance

Cosmos uses reinsurance to protect against claims volatility. A proportional reinsurance arrangement is
in place for all product lines except Motor line of business, whereas, the Company has a non-
proportional reinsurance. Any single policy where the sum insured is beyond the treaty limits is
reinsured on a facultative basis. A detailed analysis is undertaken on an annual basis to assess the
most appropriate reinsurance structure in accordance to the business, capital and risk strategies of the
company. The actuarial function also issues an opinion on the adequacy of reinsurance arrangements
annually. The credit rating and the financial condition of the key reinsurance counterparties are reviewed
on a quarterly basis, so that corrective action is taken in the event of a deterioration in their financial
quality.

The effectiveness of the current reinsurance structure as well as that of potential reinsurance
agreements considered are also assessed in the ORSA with respect to their impact on profitability and
solvency coverage ratio over the business planning horizon.

Use of reinsurance protection enable the company to manage and optimise its underwriting portfolio,
whilst protecting its balance sheet and maintaining its exposure to the risk limits set by the Board of
Directors. The steps taken to ensure that both the reinsurance structure and the reinsurance
counterparties are appropriate, have enabled Cosmos to reduce volatility in its financial resulits as well
as achieve significant risk mitigation,

C.1.4.1.3 Portfolio Monitoring
The senior management of the Company receives and reviews:

Regular reports on the gross written premium, risks written (Sum Assured), claims and reserves;
and

Regular detailed profitability analyses and reviews undertaken by the Actuarial Function

The management of the Company undertakes the reviews above to ensure that the company is
protecled against the risk of inadequate pricing. The frequency of the reviews, will enable the
management to take quick action to resolve any issues identified.

Solvency and Financial Condition Report- Page | 26



KPmG Limitoq

C.1.4.1.4 Clear delegation of underwriting and claims authorities

There is a clear delegation of underwriting and claims authorities within the company and peer review
requirements, with the most complex risks and claims requiring review and sign-off by the CEQ. This
ensures that the risks and claims are assessed by personnel of appropriate experience and expertise
and the premium charged reflects the characteristics of each risk and appropriate claim provisions are
put in place.

Clear delegation of underwriting and claims authorities and peer review ensures that the operaticnal
risks related with underwriting, claims and reserving; risk of insuring unintended exposures, risk of
fraudulent claims or claims overpayment and the risk of inadequate pricing or under-reserving are
reduced.

Description of any material risk mitigation techniques the undertaking is considering purchasing or
entering into over the business planning period and the rationale

The continued effectiveness of the risk mitigation techniques and controls described above is monitored
continuously by the Senior Management. In the event of any findings or shortcomings identified, quick
action is taken and the risk mitigation techniques are adjusted accordingly.

Cosmos will continue to use the risk mitigation techniques mentioned above, continuously aiming at
enhancing them to reduce risk. Cosmos does not plan to enter or purchase any additional risk mitigation
products over the planning period.

C.1.5 Risk Sensitivity

As part of the business and capital planning processes, the risk management function carries out stress
tests including the assessment of alternative scenarios {not necessarily with a negative impact) to feed
into the ORSA. This ensures that potential adverse scenarios are considered and negative outcomes
can be adequately mitigated either through controls implemented, through timely remedial aclions or
through the commitrment of additional capital.

c.2 Market risk

C.2.1 Overview of any material risk exposures anticipated over the business
planning period and how they are managed

The Company is exposed to market (Investment) risk through its asset portfolio and in particutar from
the level or volatility of market prices of financial instruments which have an impact upon the value of
the assets and liabilities of the Company.

Market risk reflects the risk arising from the level or volatility of market prices of financial instruments
which have an impact upon the value of the assets and liabilities of the Company.
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As at 31 December 2018, Cosmos’s investment assets include property, bond and money market mutual
funds, government bonds, bank deposit and cash. Investments are subject to credit risk (including
counterparty defaullt risk, spread risk and concentration risk) and liquidity risk which are dealt with in the
respective sections below. Market risk arises in the following forms both on the asset and on the liability
side as the value of technical provisions depends on market conditions:

Interest rate risk: the sensitivily of the values of assets, liabilities and financial instruments to
changes in the term structure of interest rates, or in the volalility of interest rates

Equity risk: the sensitivity of the values of assets, liabilities and financial instruments to changes in
the level or in the volalility of market prices of equities

Property risk: the sensitivily of the values of assets, liabilities and financial instruments fo changes
in the level or in the volatility of market prices of real esfale

Currency risk: the sensitivity of the values of assets, liabilities and financial instruments to changes
in the level or in the volatility of currency exchange rates

C.2.2 Risk Assessment/Measurement

Cosmos measures its market risk using the standard formuia, the adequacy of which was assessed
during the latest ORSA. The measurement is done separately for the sub-categories mentioned above.
Then the aggregate market risk measure allows for diversification between its components.

Cosmos also adopts other risk assessment tools such as stress and scenario testing {(both on the current
position and over the business planning horizon), maintenance of a risk register, comparison of actual
exposure and risk tolerance limits and use of Key Risk Indicators.

Over the business planning horizon, Cosmos expects its own funds to increase materially as business
is written on profitable terms. Inevitably, the higher capital base will introduce additional market risk.

With the support of the RMF, the Company assesses the impact of any material investment decisions
on its solvency coverage ratio.
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The primary sources of market risk are equity risk and property risk arising from exposure to such
investment securities. The overall current market risk exposure is considered to be high.

Equity Risk
The total equity portfolio of Cosmos as at 31.12.2018 was €1,015 and the overall contribution of equity

risk io market risk on 31.12.2018 was €121,401 due to the equity exposures identified through look-
throughs of investment funds,

Property Risk

The company has a significant portion of its asset portfolio invested in properties. This relates to the
company's head office as well as properties held for investment and for rental income. The composition
of the property portfolio is as follows:

_— S s e e gy e P e F P v R
R S (R e A o R B 0
Property (Head Office) 4.400.000 4.756.000 4,600,000 4,597,500
Investment Property 2.929.000 4.111.000 6,163,000 6,286,500
Total 7.329.000 8.867.000 10,763,000 10,884,000

The fair value of properties was determined by reference to independent professionally qualified valuers.
For certain 3 properties with significant value an assessment of the fair values was obtained by a second
independent professionally qualified valuer. The basis of valuation adopted by the independent qualified
valuer is the 'Open Market Value' which gives an opinion of the best price at which the sale of the
property would be completed unconditionally, for cash consideration, by a willing seller, assuming there
had been a reasonable period for the proper marketing of the property, and for the agreement of the
price and terms for the completion of the sale.
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C.2.3 Risk Concentration

Information on any material risk concentrations the undertaking is exposed to

Overall the investment portfolio of Cosmos is well diversified across and within different asset classes,
with respect to issuers/counterparties, industries, countries. Part of the Company’s investments are
held through collective investment vehicles which further enhance the level of diversification within the
portfolio.

Some concentration is present with regard to its holdings in property which are entirely placed in Cyprus
hence there is a lack of geographical diversification. The largest single holding is the Company's head
office building in Nicosia.

Overview of any future risk concentrations anticipated over the business planning period and
how they will be managed

The investment mix is not expected to change over the business planning period and hence Cosmos
anticipates the same level of market risk concentration.

C.2.4 Risk Mitigation
Information on the techniques currently used

Market risk is miligated through the investment policy adopted by Cosmos which safeguards limited
exposure to risky asset classes and minimum diversification limits.

The continued effectiveness of the risk mitigation techniques and controls is monitored by Senior
Management and additional oversight is provided by the Board of Directors.

C.2.5 Prudent Person Principle

The Solvency Il regulations require investment of assets in accordance to the “Prudent Person
Principle”. In light of this, the Company has aligned its investment policy and ALM strategy with this
principle.

Cosmos regularly reviews the financial condition of its investment counterparties and ensures that the
currency, nature and duration of assets is appropriate to the characteristics of its liabilities, avoiding
excessive due reliance on any one counterparty or asset class or geographical location. The company
has not invested in derivatives or other inadmissible financial instruments.

With regards to investments held through collective investment vehicles, before entering into these
investments, due diligence was performed on the underlying fund holdings and enquiries were made on
the availability of data on these holdings on a look through basis such that Cosmos was satisfied that it
was possible to properly identify, measure, monitor, manage, control and report on their underlying risk
and be able to perform the required solvency capital calculations.

C.2.6 Risk Sensitivity
Stress tests and scenario analyses

As part of the business and capital planning processes, the risk management function carries out stress
tests inciuding the assessment of alternative scenarios (not necessarily with a negative impact) to feed
into the ORSA.

C.3 Credit risk
C.3.1 Overview of any material risk exposures anticipated over the business
planning period and how they are managed

Credit risk refers to the risk of loss or of adverse change in the financial situation, resulting from
fluctuations in the credit standing of counterparties. Cosmos is exposed to credit risk rising from the
following exposures:
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Reinsurer's share
Cash at bank
Available for sale financial assets through P&L

Reinsurance recoverables

C.3.2 Risk Assessment/Measurement

Cosmos measures its credit risk using the standard formula, the adequacy of which was assessed
during the latest ORSA. With respect to exposures to banks, bond issuers, loan holders and reinsurers
the assessment depends highly on the credit rating of the counterparties which defines the probability
of default. On the other hand, for premium receivables the assessment is based on how long overdue
these are and the probability of default is determined based on that.

Cosmos also adopts other risk assessment tools such as stress and scenario testing (both on the current
position and over the business planning horizon), maintenance of a risk register, comparison of actual
exposure and risk tolerance limits and use of Key Risk Indicators.

The overall credit risk exposure is considered to be medium.

Credit risk is expected to reduce over the business planning horizon due to the implementation of the
Directive issued by the Superintended of Insurance in regards to premiums collection.

C.3.3 Risk Concentration

Information on any material risk concentrations the undertaking is exposed to

The 10 largest counterparty exposures are summarised in the table below:

Counterparty;{ | 1] i S iotal ;
Hire Risk Poal 745.326
EFG Bank 699.028
RCB 186.875
Societe Generale 167.549
Bank Of Cyprus 61.700
Hellenic Bank Public Company Lid 44.443
Cyprus Development Bank 7.685
Alpha Bank - Cyprus 1.848
Eurobank 91
use 57

Premium Debts are significant component of the company's balance sheet. An aging analysis of these
debtors as at 31/12/2018 is shown in the table below:
A —— [

LMl L T !

L Within' 3 monttis
DU # ALL

e

Client 2.657.820 1.485.925 1.171.895
Agents 93.309 93.309 -
TOTAL 2.751.129 1.579.234 1.171.895
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C.3.4 Risk Mitigation
Information on the techniques currently used

The Company mitigates its credit risk, through the credit risk policy, which prescribes minimum
creditworthiness requirements for its investment counterparties and reinsurers and by ensuring an
adequate level of diversification in its investment portfolio.

The credit rating and the financial condition of all key counterparties are reviewed at least quarterly and
management is ready to take action in the event of a deterioration in the credit quality.

Moreover, the terms and conditions of the reinsurance contracts stipulating exit terms in the event of
changes in the financial conditions of the counterparties.

Furthermore, the company has implemented a process for the timely collection of premiums as they fall
due thus mitigating the risk of accumulating overdue baiances. This has worked very effectively in
recent years and is continuously reinforced by the company.

Description of any material risk mitigation techniques the undertaking is considering
purchasing or entering into over the business planning period and the rationale

Cosmos uses the mitigation techniques mentioned above to ensure that the risk of defauit or non-
payment is within the risk appetite limits set by the Board. The vetting, regular monitoring of the financial
condition of the company and the tight terms and conditions allow the company to take action as early
as possible and protect the company's financial and liquidity position.

The continued effectiveness of the risk mitigation techniques and controls is monitored through the risk
register, which is a dynamic iist of the risks the company faces and their controls {amongst others). The
risk register is reviewed and updated continuously as new risks and/or failures in conlrols are identified.

Cosmas will continue to use the risk mitigation techniques mentioned above, continucusly aiming at
enhancing them to reduce risk. Cosmos does not plan to enter or purchase any additional risk mitigation
products over the planning period.

C.3.5 Risk Sensitivity

C.3.5.1 Description of relevant stress tests and scenario analysis including their
outcome, description of the methods used and the main assumptions
underlying those stress test and scenario analyses

As part of the business and capital planning processes, the risk management function carries out stress
tests including the assessment of alternative scenarios (not necessarily with a negative impact) to feed
into the ORSA,

c4 Liquidity risk
C.4.1 Overview of any material risk exposures anticipated over the business
planning period

Liquidity risk is defined as the risk that the Company is unable to realise investiments and other assets
(or realise them at excessive cost) in order to settle its financial obligations when they fall due.

The liquidity risk of the company is generally very low as:

A significant proportion of the assets is invested in short-terms products, including cash and
bank deposits.
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Most of the assets held (mutual funds and government bonds) are highly tradeable securities
which enables fast and low cost liquidation of assets.

The composition of the asset portfolio is not expected to change over the business planning horizon
in a way that would introduce liquidity risk.

C.4.2 Risk Assessment/Measurement

Cosmos liquidity requirements are assessed monthly in order to meet the Company's stated liquidity
objectives. A projection is performed each month from the accounts department to assess whether all
obligations due will be met by the expected cash inflows mainly from premiums due,.

C.4.3 Risk Concentration
Information on any material risk concentrations the undertaking is exposed to

Sources of cash inflows and cash outflows such as insurance receivables, claims, expenses etc.,
are diversified and to a large extent independent. This risk concentration within liquidity risk is
limited.

Overview of any future risk concentrations anticipated over the business planning period and
how they will be managed

The company does not anticipate a deterioration in its liquidity position or risk during the business
planning period.

C.4.4 Risk Mitigation
Techniques currently used

The company has developed investment guidelines (reviewed and approved by the Board) which,
among others, limit investment in illiquid assets and ensure appropriate number of counterparues and
levels of asset diversification are in place.

The Company adopts a prudent liquidity risk management approach by maintaining a sufficient
proportion of its assets in cash and marketable securities through the ability to close out market
positions. Senior management is updated on a regular basis on the cash position of the Company
illustrating, inter alia, actual cash balance net of operational commitments falling due in the short term
as well as investment commitments falling due in the medium and long term.

Cosmaos also minimizes liquidity risk by:

ensuring that the Accounting function designs and implements proper controls, documented in
the procedure manual, to ensure that inflows are actively managed, monitored and followed up;

ensuring that income generated from the investment portfolio is duly received by the Company;

catering for unexpected cash flows, since the quota for highly liquid assets provides a good
buffer over and above the maximum historic cash outflows;

considering the effect of any proposed new business on liquidity and liquidity risk at Board level;
closely monitoring the timing of claims payments and reinsurance recoveries.

Description of any material risk mitigation techniques the undertaking is considering purchasing or
entering into over the business planning period and the rationale

The company does not deem necessary to adopt any risk mitigation techniques given the low level of
its liquidity risk.

C.4.5 Expected profit included in future premiums

The Company does not have any expected profits included in future premiums.
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C.4.6 Risk Sensitivity
Given that liquidity is not a material risk for the Company, no specific risk sensitivity is performed.

CS5 Operational risk

C.5.1 Overview of any material risk exposures anticipated over the business
planning period

Operational risk refers to the risk of lass arising from inadequate or failed internal processes, people,
systems, or from external evenis. This risk encompasses all exposures faced by the Company’s
functions in the course of conducting the Company’s business, including but not limited to, accounting
and financial reporting, business continuity, claims management, information technology and data
processing, legal and regulatory compliance, outsourcing and reinsurance. The company has the
exposure to the following types of operational risk:

R e

Interruption of business activity due to system or
communication failures.

Business Disruption & Systems Failure

Disclosure of materially incorrect or untimely

Financial Integrity & Reporting information

Acts intended to defraud, misappropriate property

External Fraud .
or circumvent the law by an external party.

Acts intended lo defraud, misappropriate property

internal Fraud
or circumvent the law by an intemnal party.

Failure to execute or process transactions timely

Process Risks and accuralely with clients and other
counterparties.
Clients, Products and Business Practices Lack of productivity and poor customer service.

C.5.2 Risk Assessment/Measurement
Cosmos measures operational risk through the following:

a qualitative assessment of operational risks is performed at least once a year during which
potential sources of risk are identified, then a frequency severity assessment is performed both
before and after any risk mitigation/control actions taken thus measuring inherent and residual
risk.

Loss event collection - the company maintains a regisler of historical losses occurring due to
process related events in order to ensure mitigating actions are taken to avoid repetition of such
losses.

Furthermore the company commits capital as a buffer to absorb losses due to operational risks as
measured through the standard formula.

C.5.3 Risk Concentration

C.5.3.1 Material risk concentrations

Currently there are no material operational risk concentrations.
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C.5.3.2 Overview of any future risk concentrations anticipated over the business
planning period and how they will be managed

The operational risk profile of Cosmos is not expected to change over the business planning period.

C.5.4 Risk Mitigation
Information on the techniques currently used
The Company addresses its operationali risk through the following:

an Operational Risk Policy is in place to ensure that operational risks are properly identified,
recorded, addressed and controlled;

an Qutsourcing Policy is in place to minimise the operational risks that result from outsourcing;
an internal control system is in place;

a business continuity plan is in place to ensure continuity and regularity in the performance of
activities;

Regular Internal Audit;

Performance management and reviews to ensure employees are satisfied with their work and
perform to the best of their abilities;

Legal advice is sought at the earliest opportunity from specialised lawyers;

Peer review of material work and appropriate underwriting, claims and other authority limits in
place; and

Insurance against property damage that could cause business disruption.
Description of any material risk mitigation techniques the undertaking is considering purchasing

or entering into over the business planning period and the rationale

Cosmos will continue to use the risk mitigation techniques mentioned above, continuously aiming at
enhancing them to reduce risk. Cosmos does not plan to enter or purchase any additional operational
risk mitigation products over the planning period.

C.5.5 Risk Sensitivity
Description of relevant stress tests and scenario analysis including their outcome, description of
the methods used and the main assumptions underlying those stress test and scenario analyses

As part of the business and capital planning processes, the risk management function carries out stress
tests including the assessment of alternative scenarios (not necessarily with a negative impact) to feed
into the ORSA.

D. Valuation for solvency purposes

D.1 Assets
D.1.1 Value of assets

All assets and liabilities, listed in the Table below are valued in accordance with the Solvency I
Framework. Assets and liabilities are valued on the assumption that the Company will pursue the
business as a going concern. No changes in the valuation methods occurred during the year under
review.

The Company does not have any off-balance sheet assets or liabilities.
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Intangible Assets 0 109.973
Investmenls 16.031.000 16.018.288
Deferred Acquisition Cosls 0 2.071.747
Receivables 2.202.216 3.868.512
Reinsurance Assets 1.971.192 4.328.654
Property, Plant & Equipment 4.785.890 4.785.890
Other Assets {Deferred Tax Asset) 288.440 288.440
Total Assets 25.278.738 31.459.524

D.1.2 Description of bases, methods and main assumption used for valuation for solvency
purposes

Investments

The fair value of quoted financial assets is based on quoted market prices at the end of the reporting
period. If the market for a financial asset is not active (and for unlisted securities), the Company
establishes fair value by using valuation techniques. These include the use of recent arm's length
transactions, reference to other instruments that are substantially the same and discounted cash flow
analysis.

Deferred Tax Assets

Deferred tax assets are recognised for unused tax losses, unused tax credits and deductible temporary
differences to the extent that it is probable that taxable profit will be available against which these
deferred tax assets can be ulilised.

Reinsurance Recoverables

The benefits to which the Company is entitied under its reinsurance contracts held are recognised as
reinsurers’ share of technical provisions or receivables from reinsurers (unless netted off against
amounts payable lo reinsurers). These assets consist of short term balances due from reinsurers
(classified within receivables), as well as longer term receivables (classified as reinsurers’ share of
technical provisions) that are dependent on the expected claims and benefits arising under the related
reinsured insurance contracts.

Properties

investment properties are initially measured at cost including related transaction costs. Investment
properties are subsequently carried at fair value, representing open market value determined annually
i by external valuers. Fair value is based on active market prices, adjusied, if necessary, for any difference
H in the nature, location or condition of the specific asset. If this information is not available, the Company
uses alternative valuation methods such as recent prices on less active markets. The fair value of
investment properties reflects, among other things, rental income from current leases and assumptions
: about rental income from future leases in the light of current market conditions.

H D.1.3 Differences between IFRS and Solvency Il valuation

Differences exist for reinsurance recoverables, deferred tax assets and amounts receivable from
policyholders described in detail below:

Reinsurance recoverables

Reinsurance recoverables represent the difference between Gross and Net provisions. On a Solvency
H valuation these are valued on a best estimate basis.
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Internally developed software

The internally developed software is recognized in the financial statements of the Company in
accordance with requirements of IAS38. This intangible is not recognized in Sl Balance Sheet because
the Company cannot demonstrate the existence of a market value deriving from an active market.

Amounts receivable from policyholders

The differences in the Insurance Receivables between the IFRS and Sll Balance sheet relates to the
different valuation basis of future premium instalments under IFRS and SI. Under Sll basis all future
premium instalments of inforce policies have to be recognised within the Technical Provisions of the
Company. Under IFRS future instalments are recognised as insurance receivables. The net impact of
this classification in the total Own funds of the Company is Nil.

Deferred acquisition costs

There is no concept of deferred acquisition costs in Solvency Il. As a result, DAC is not recognized in
Sll Balance Sheet.

D.2 Technical provisions

The valuation of technical provisions was calculated in accordance with the Solvency Il best estimate
valuation principles. The results are summarised in the table below. These results make allowance for
discounting, claims handling expenses and the adjustment for the expected counterparty default in the
reinsurance recoverable.

R R : Lo R
Medical expense 200,979 54.861 182.556 140.226 4.214
Income protection 2.830 1.569 6.938 5.244 117
Workers' compensation 0 0 0 0 ¢
Motor vehicle lability 9.088.189 428.280 1.753.865 0 531.163
Other motor 251.776 0 697.743 0 75.093
Marine and transport 40.006 31.180 5.833 4.042 2.728
Fire and other prop. damage 745.118 556.227 120.1H1 204.073 19.259
General fiability 1.023.708 331.590 38.795 48.562 39.986
Credit and Suretyship 0 0 0 0 0
Legal expenses 0 0 0 0 0
Assistance 0 0 0 0 0
Miscellaneous 6.095 4.599 17 0 419
Total 11.358.702 1.408.307 2.805.938 402.147 672.979

D.2.1 Claims Provision

The provision for claims outstanding relates to claim events that have already occurred, regardless of
whether the claims arising from those events have been reported or not. The components of the claims
provision under IFRS are the Case by Case Estimates (OSLR), the Incurred But Not Reported (IBNR),
the Incurred But Not Enough Reported (IBNeR) and the reserve for Claims Handling Expenses. Under
Solvency i, the reserves are discounted to allow for the time value of money.
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Several methods have been applied to calculate this reserve namely the Chain Ladder on Paid and
Incurred claims, the Loss Ratio method and the Bornhuetter Ferguson method. The methods applied,
capture both the IBNR and IBNeR reserves. The |IBNeR was determined by sublracling the IBNR
calculation from the total reserve.

When triangulation methods are used, there are a number of issues to consider that may invalidate the
underlying assumption that the fulure claims development is likely to be in line with the past claims
development (i.e. Distortions caused by “Large Losses”, Changes in claims handling procedures,
Changes in Claims reporting processes, One-off Claims Reviews, Changes in Reserving Policy,
Changes in Legislation etc.)

Therefore acluarial judgment was used during the reserving process rather than the mechanical
applicalion of a triangulation method to the data. In particular, considerable care should be taken in
applying the method that prevents unusual and one-off aspects in the data which have a significant
impact on the results.

In general, the development factors were chosen based on the average and weighted average of the
development factors of the 10 previous accident years but aiso taking into account any trends of either
deterioration or improvement during the last 3-4 accident years.

The impact in the development faclors of Motor Business, caused by the one-off Claims Review was
also considered when selecting the development factors.

D.2.2 Premium Provision

The calcuiation of the premium provision relates to all potential future claim payments arising from future
events, post the valuation date, that have not yet expired and to all administrative expenses associated
with these policies.

The premium provision is determined on a prospective basis taking into account the expected cash-in
and cash-out flows and the time value of money. The expected cash flows were determined by applying
an appropriate prospective combined ratio and payment pattern to the unearned premium reserve.

On the basis of the data analysis, this methodology and its underlying model and assumptions are
deemed to be realistic for each line of business. The conditions rendering this method valid are met,
namely:

= |t can be expected that the combined ratio, explained below, remains stable over the run-off
period of the premium provision;

« A reliable estimate of the combined ratio can be made;

s The unearned premium provision is an adequate exposure measure for estimating future claims
during the unexpired risk period.

The Combined Ratio is defined as the sum of the expense ratio, the claims ratio and the reinsurance
cost ratio. This enables the claims forecast and the expense forecast to be modelled separately. For
the calculation of the premium provision, the Company has included all expense items except for the
acquisition expenses which have been allocated to each Solvency Il line of business.

D.2.3 Risk Margin

The risk margin is equivalent to the amount that would be paid to another insurance or reinsurance
company to take over the Company's insurance obligations. The risk margin is calculated by
determining the cost of providing an amount of eligible own funds equal to the SCR necessary to support
the Company's reinsurance obligations over the lifetime thereof. This rate, called the Cost-of-Capital, is
prescribed by EIOPA and currently stands at 6%.
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D.2.4 Reinsurance Recoverables

Reinsurance Recoverables represent the difference between Gross and Net provisions. Due to the
nature of the Reinsurance arrangements {non-proportional reinsurance), for the Claim Provision the
reinsurance recoverable was determined as the reinsurers’ share of current outstanding case by case
reserve. For the Premium Provision, we have assumed zero reinsurance recoverable. Reduction of
reinsurance recoverables to allow for expected losses due to a counterparty default is also applied.
The Company does not use any special purpose vehicles.

D.2.5 Level of Uncertainty

The variability of reserve estimates was quantified using the Mack Method, a statistical technique, based
on the historical development of paid claims. Using the volatility of the development factors over the
previous years, an estimate for the standard deviation of the total Claims Provision for each line of
business has been produced. The standard deviation of the total Claims Provision was set equal to the
sum of the estimated standard errors for each line of business. It has been assumed that the total Claims
Provision follows a lognormal distribution and the confidence interval range lies between the 5th and the
95th percentile.

D.2.6 Differences between IFRS and Solvency Il valuation

The main valuation principles of Solvency Il leading to differences from reserves shown in the Financial
Statements are:

+ Removal of any implicit or explicit margin for prudence;

¢ Allowance for time value of maney through the discounting of future cash flows;

e Allowance is possible for negative IBNeR where it is expected that there wili be a favourable
development of case-by-case reserves;

* In the calculation of the Premium Provision under Solvency Il, an insurer may take credit for profits
embedded in unexpired policies. Under IFRS this is disallowed and any profits embedded in the
UPR may not be recognised until the expiry of these contracts. An Additional Unexpired Risk
Reserve (AURR) is mandatory only where it is positive but not when it is negative;

*» The UPR/URR only allows for policies inforce at the valuation date. The Premium Provision needs
to include all policies that the (re)insurer is obligated to, at the valuation date, including policies that
have not yet incepted;

e Forthe URR calculation to allow for reasonably foreseeable events only;

* There is no concept of Deferred Acquisition Costs (DAC) in Solvency I;

e There is no concept of risk margin under the current IFRS valuation;

e In addition to differences streaming from requirements to value in line with gross liabilities, there
are also differences in requirements specific to the valuation of reinsurance. These include the
requirement to allow for expected non-payment due to default or dispute.
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The differences are summarised as follows in €:

*ﬂ: R e R RS *;1 T
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Medical 146.1 18 42 ,330 4.214 192.662 150.165 111.490
expense
Income 1.261 1.694 117 3.073 315 4,396
protection
Workers' - - - - - -
compensation
Motor vehicle
liability 8.659.909 1.753.865 531.163 10.944.937 7.335.758 2.596.745
Other motor

251.776 697.743 75.093 1.024.612 595.574  1.033.067
Marine, 8.826 1.791 2.728 13.345 7.879 2.478
aviation&
transport
Fire & other 188.691 -83.882 19.259 124.268 246.640 199.496
prop. damage
General 692.118 -9.767 39.986 722.337 610437 73.520
liability
Credit and - - - - - -
Suratyship
Legal - - - - - -
expenses
Assistance - 0 0 0 - -
Miscellanecus 1.496 17 418 1.831 2.148 -
Total 9.950.395 2.403.791 672,979 13.027.165 8.948.917 4.021.192

D.2.7 Other Iinformation
Cosmos has not used any of the following:
The volatility adjustment referred {o in Article 77d of Directive 2009/138/EC;

The transitional risk-free interest rate-term structure referred to Article 308c¢ of Directive
2009/138/EC; and

- The transitional deduction referred to in Article 308d of Directive 2009/138/EC.

D.3 Valuation of other liabilities

There are no other liabilities in the company’s balance sheet.

D.4 Any other information

Disclosure of any other material information regarding the valuation of assets and liabilities for solvency
pUrposes.
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E. Capital Management

E.1 Own Funds
E.1.1  Objectives, policies and processes employed for managing its own funds

The objective of capital management is to maintain, at all times, sufficient own funds to cover the SCR
and MCR with an appropriate buffer. These should be of sufficient quality to meet the eligibility
requirements in accordance with the Solvency Il framework. The Company holds regular meetings of
senior management and BoD, which are at least quarterly, in which the ratio of eligible own funds over
SCR and MCR are reviewed. As part of own funds management, the Company prepares annual
solvency projections and reviews the structure of own funds and future requirements. The business
plan, which forms the base of the ORSA, contains a three-year projection of funding requirements and
this helps focus actions for future funding.

E.1.2 Information on the structure, amount and quality of own funds at the end of

the reporting period
The following table shows the structure of own funds as at 31 December 2018:
Ordinary share capital 1.129.671
Share premium account refated to ordinary share capital 2.907.588
. 4.029.752

0y

E.1.3 Eligible amount of own funds to cover SCR & MCR

The composition of Own Funds as at 31.12.2018 and the classification into tiers is shown below:

Eliglble Own Funds €000 """ NS | 0 T R | 1 Y7 [P (S S | Y
Ordinary share capital (net of own shares) 1.129.671 1.129.671
Other reserves 8.700.583 8.561.307
Preference shares - -
Deferred tax assets o e
Reconciliation reserve -1.702.242 -1.702.242
Adjustments to assets -6.192.765 -6.192.765
Adjustments to technical provisions 3.718.797 3.718.797
Other own funds not specified above 771.725 771.725
TOTALELIGIBLEIOWN FUNDSTENENSS NS |8 0 g roslo ik [ 81108 Uit S A ]

All of the above own funds items are eligible to cover the SCR.

E.1.4  Material terms and conditions of the main items of own funds held by the
undertaking

As shown above, own funds are mostly composed of Tier 1 ordinary share capital and retained profits
and this is not expected to change over the projection horizon. Consequently, these own funds items
have no malurity or call dates and therefore their duration expands beyond the duration of liabilities

E.1.5 IFRS Equity vs Own Funds

The following summary table shows the comparisons and movement in the IFRS and Solvency Il
valuation of assets, liabilities and Own Funds.
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T=rE—r : T B m‘s,ﬂmw Y

A 7 : aF g T~ = |
Total Assets 31.445.483 25.278.738 6.166.745
Total Liabilitics 21.754.505 17.150.726 4.603.779
Total Own Funds 9.690.978 8.128.012 1.562.966

The movement in the valuation of assets and liabilities arises from the differences in the valuation of
IFRS and Solvency !l standards, below:

Deferred Acquisition Cost (DAC) is not included under Solvency i1;

Differences in gross technical provisions and reinsurance recoverables (as explained in the
previous section);

Recalculation of the deferred tax asset to allow for the tax associated with the different profits
recognised in the Solvency Il balance sheet.; and

Internally developed intangible asset.

E.1.6 Whether there is any intention to repay or redeem any own-fund item

There is no intention to repay or redeem any own-fund item.

E.1.7 Plans to raise additional own funds

The Company aims to further improve its SCR by further reducing its risk profile and retention of profits
which will be generated in the planning horizon.

E.1.8 Amounts of SCR and MCR
As at 31 December 2018 the SCR of Cosmos was calculated at €7.237.109 and the MCR at €3.700.000.

E.1.9 Breakdown of SCR by risk modules
The fallowing table shows the SCR split by risk modules:

S R AR AT R G LR M B Ll R O |
Market risk 2.599.236
Counterparty default risk 1.122.852
Life Underwriting risks -
Health underwriting risk 85.850
Non-Life underwriting risk 4.,704.799
Sum of risk components 8.512.737
Diversification effecls -1.978.363
Diversified risk 6.634.374
Intangible asset risk 0
Basic SCR 6.634.375
Operational risk 602.734
Adjustments 0
SCR 1.237.100
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E.1.10 Simplifications
No simplifications have been used for any of the modules or sub-modules of the SCR.
E.1.11 Undertaking-specific parameters

Cosmos has not used undertaking-specific parameters for any of the parameters of the standard
formula.

E.1.12 Information on the inputs used to calculate the MCR
The inputs used in the calculation of the MCR are presented in the table below:

AT MM ]
RIL | R TP SRR ¥R T S A ST R S R T

Lingar MCR 2.384.317

SCR 7.237.109
MCR cap 3.256.699
MCR floor 1.809.277
Combined MCR 2.384.317
Absolute floor of the MCR 3.700.000
MCR 3.700.000

E.2 Non-compliance with the MCR and non-compliance with the SCR

E.2.1 Non-compliance with the MCR & SCR

During 2016 following the write-off of certain assets the company encountered difficulties in meeting the
Solvency Capital Requirements under Solvency |l. In accordance to the provisions of the law, the
Company initiated a recapitalisation plan.

The Company has successfully completed in 2017 the phase A of the re-capitalisation plan which
included the transfer of two properties with total market value of €2.030.000 from the parent Company
in exchange of 5.139.240 ordinary shares of the Company. In addition, the parent Company and
Andreas Tyllis contributed in 2017 €900.000 in the form of capital contribution. The Company has
successfully completed in 2018 the phase B of the re-capitalisation plan which included the issue of
23.124.240 rights to Company's shareholders. The Company received €767.966 from the exercise of
rights by its existing shareholders, as well as, from the acquisition of shares derived from unexercised
rights by interested investors. Following the successful completion of its recapitalisation plan the
Company received a property with a market value of €2.030.000 and cash €1.667.966.

The Solvency Coverage Ratio of Cosmos as at 31/12/2018 was 112,31%. The management will
continue pursuing initiatives which will further reduce the risk profile of the Company, as well as, improve
the profitability which will further improve the Solvency Coverage Ratio of Cosmos.

E.2.2 Any reasonably foreseeable risk of non-compliance with the MCR or SCR

In addition to the re-capitalisation plan of the Company, the management of the Company undertakes
measures o reduce the risk profile of the Company to further reduce the Solvency Capital
Requirements. Such measures include the disposal of investments which generate high capital
requirements and investing available cash at bank to money market funds.

E.2.3 Plans to ensure compliance with SCR and MCR is maintained

Cosmos will closely monitor actual experience compared to what was assumed in the ORSA projections.
Should any material deviation occur, an investigation will take place to identify the underlying source
and take corrective actions. Moreover, ORSA projections will continue to be performed every year so
as to ensure each and every year that the business strategy of the Company will be in line with its
targeted solvency ratio. Despite being sufficiently capitalised (based on the above projections), a
medium-term capital management plan has been developed which includes realistic plans as to how to
raise additional capital if and when required. '
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KPMG Limited

Chartered Accountants

14 Esperidon Street, 1087 Nicosia, Cyprus
P.O. Box 21121, 1502 Nicosia, Cyprus

T: +357 22 209000, F: +357 22 678200

Independent Auditor's Report

To: The Board of Directors of Cosmos Insurance Company Public
Limited

Report on the Audit of the relevant elements of the Solvency and
Financial Condition Report

Opinion

We have audited the following Soivency Il Quantitative Reporting Templates
{("QRTs") contained in Annex | to Commission Implementing Regulation {EU)
No 2015/2452 of 2 December 2015, of Cosmos Insurance Company Public
Limited {the “"Company"), prepared as at 31 December 2018:
e 5.02.01.02 - Balance sheet
* S5.17.01.02 - Non-Life Technical Provisions
* S5.23.01.01 - Own funds
* $5.25.01.21 - Solvency Capital Requirement - for undertakings on
Standard Formula
¢ 5.28.01.01 - Minimum Capital Requirement - Only life or only non-ife
insurance or reinsurance activity

The above QRTs are collectively referred to for the remainder of this report as
"the relevant QRTs of the Solvency and Financial Condition Report”.

In our opinion, the information in the relevant QRTs of the Solvency and
Financial Condition Report as at 31 December 2018 is prepared, in all material
respects, in accordance with the insurance and Reinsurance Services and
other Related Issues Law of 2016 as amended from time to time, the
Commission Delegated Regulation {EU} 2015/35, the Commission Delegated
Regulation {EU) 2016/467, the relevant EU Commission's Implementing
Regulations and the relevant Orders of the Superintendent of Insurance
(coliectively “the Framework™).
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Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing {(ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for
the Audit of the relevant QRTs of the Solvency and Financial Condition Report section of our
report. We are independent of the Company in accordance with the International Ethics Standards
Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with
the ethical requirements that are relevant to our audit of the relevant QRTs of the Solvency and
Financial Condition Report in Cyprus, and we have fulfilled our other ethical responsibilities in
accordance with these requirements and the IESBA Code. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter

We draw attention to the 'Valuation for solvency purposes’ and ‘Capital Management’ sections
of the Solvency and Financial Condition Report, which describe the basis of preparation. The
Solvency and Financial Condition Report is prepared in compliance with the Framework, and
therefore in accordance with a special purpose financial reporting framework. As a result, the
Solvency and Financial Condition Report may not be suitable for another purpose. Our opinion is
not modified in respect of this matter.

Material uncertainty in relation to the going concern

We draw attention to note 2 of the consolidated and separate financial statements, where it is
noted that as at 31 December 2018, the Group and the Company incurred a loss of £657.874 and
€650.365 respectively, the current liabilities exceed the current assets by €1.140.665 and
€1.135.655 respectively and its Solvency Capital Ratio was calculated at 112.31%. These
conditions indicate the existence of a material uncertainty in relation to the Company’s ability to
continue as a going concern. Our opinion is not modified in respect of this matter.

Other information

The Board of Directors is responsible for the Other information. The Other information comprises
certain narrative sections and certain QRTs of the Solvency and Financial Condition Report as
listed below:

Narrative sections:

Business and performance
Valuation for solvency purposes
¢ (Capital management

QRTs {contained in Annex | to Commission Implementing Regulation (EU) No 2015/2452 of 2
December 2015):

S.05.01.02 - Premiums, claims and expenses by line of business
5.05.02.01 - Premiums, claims and expenses by country
¢ $.19.01.21 - Non-Life insurance claims
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Our opinion on the relevant QRTs of the Solvency and Financial Condition Report does not cover
the Other information listed above and we do not express any form of assurance conclusion
thergon.

In connection with our audit of the Solvency and Financial Condition Report, our responsibility is
to read the Other information and, in doing so, consider whether the Other information is
materially inconsistent with the relevant elements of the Solvency and Financial Condition Report,
or our knowledge obtained in the audit, or otherwise appears to be materially misstated. If, based
on the work we have performed, we conclude that there is a material misstatement of this Other
information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of the Board of Directors for the Solvency and Financial Condition Report

The Board of Directors is responsible for the preparation of the Solvency and Financial Condition
Report in accordance with the Framework.

The Board of Directors is also responsible for such internal control as the Board of Directors
determines is necessary to enable the preparation of a Solvency and Financial Condition Report
that is free from material misstatement, whether due to fraud or error.

In preparing the Solvency and Financial Condition Report, the Board of Directors 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
Board of Directors either intends to liquidate the Company or to cease operations, or has no
realistic alternative but to do so.

The Board of Directors is responsible for overseeing the Company's financial reporting process.

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

Our objectives are to obtain reasonabie assurance about whether the relevant QRTs of the
Solvency and Financial Condition Report are free from material misstatement, whether due to
fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is
a high level of assurance, but it is not a guarantee that an audit conducted in accordance with
ISAs 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 the Solvency and
Financial Condition Report.

As part of an audit in accordance with [SAs, we exercise professional judament and maintain
professional skepticism throughout the audit. We also:

* lIdentify and assess the risks of material misstatement of the relevant QRTs of the
Solvency and Financial Condition Report, 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, is representations, or the
override of internal control.
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Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control.

Evaluate the appropriateness of the basis of preparation used and the reasonableness of
accounting estimates and related disclosures made by the Board of Directors.

Conciude on the appropriateness of the Board of Directors’ use of the going concern basis
of accounting and, based on the audit evidence obtained, whather 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
Solvency and Financial Condition Report 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.

We communicate with the Board of Directors 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 Matters

Our report is intended solely for the Board of Directors of the Company and should not be used
by any other parties. We do not, in giving this opinion, accept or assume responsibility for any
other purpose or to any other person to whose knowledge this report may come to.

v fwe Ll ed
KPMG Limited

Certified Public Accountants and Registered Auditors

Nicosia, 24 April 2019
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