961.011

Liechtenstein Law Gazette
Year 1997 No. 41 published on 24 January 1997

Ordinance
of 17 December 1996

on the Law on Supervision of
Insurance Undertakings
(Insurance Supervision Ordinance, ISO)

Pursuant to article 4 paragraph 2, article 15 paragraph 2, article 16
paragraph 2, article 17 paragraph 2, article 20 paragraph 2, article 39
paragraph 1, article 40 paragraph 4, article 41 paragraph 3, article 48
paragraph 2, and article 67 of the Law of 6 December 1995 on Supervision of
Insurance Undertakings (Insurance Supervision Act; ISA), Liechtenstein Law
Gazette LGBI. 1996 No. 23, the Government hereby issues the following
Ordinance:

I. Scope of application of insurance supervision

Article1
Provision of direct insurance subject to supervision

1) Direct insurance is provided in the Principality of Liechtenstein if risks
situated in Liechtenstein are covered or if risks situated in another State are
covered from Liechtenstein.?

2) In individua cases, the supervisory authority shall decide on
mandatory insurance supervision.

1 LR 961.01
2 Article 1, paragraph 1 amended by LGBI. 2003 No. 95.



Article 2t
Reinsurance

1) With respect to undertakings that solely offer reinsurance, articles 6 to
10, 17, paragraph 4, 18a, 263, 28a to 28n, 47a to 47g and 57 to 72d shall

apply.

2) Reinsurance undertakings already in possession of a license which
intend to expand their activities to classes of reinsurance other than those
aready licensed must submit a new license application for the new classes.

Article 32
Co-insurance

Insurance undertakings whose head office is in another Contracting Party
to the EEA Agreement shall not be subject to insurance supervision, to the
extent that they participate by way of co-insurance in insurance contracts
concluded in Liechtenstein that cover large risks according to Annex 3 of the
Insurance Supervision Act, with the exception of liability for damage arising
from nuclear energy or pharmaceuticals.

Article4
Tontines and capital redemption operations

1) Tontines and capital redemption operations shall only fall within the
scope of application of insurance supervision legislation if they are offered
by insurance undertakings that have received a license for another class of
life insurance; in this case, they shall be considered equivalent to life
insurance.

2) "Tontines" shall encompass the formation of associations in which
participants unite to jointly capitalize their contributions and to distribute the
accumulated assets among the survivors or the legal successors of the
deceased.

L Article 2 amended by LGBI. 2009 No. 333.
2 Article 3 amended by LGBI. 1999 No. 250.



3) "Capital redemption operations shall mean operations based on a
mathematical procedure according to which certain commitments are
assumed, the duration and amount of which are precisely specified, in return
for one-time or regularly recurring payments fixed in advance.

Article5
Assistance to tourists
Insurance undertakings meeting the following conditions shall not be
subject to insurance supervision:

a) the insurance does not engage in any insurance activities other than
assistance to tourists;

b) this activity is geographicaly limited and consists solely of benefits in
kind;

¢) the annual amount of income from this field of activity does not exceed
200,000 euros.?

I1. Assumption of business activities

Article 6
License application

1) The license application and the accompanying materias must be
submitted in German. The supervisory authority may alow certified
trandations.

2) In describing the purpose and organization of the undertaking, the
provisions on the impermissibility of activities alien to insurance must be
observed.

3) The information concerning the solvency of the undertaking must in
particular refer to the requirements and conditions laid down in detail in
articles 12 to 28n.%

2 Article 5(c) amended by LGBI. 2009 No. 333.
3 Article 6, paragraph 3 amended by LGBI. 2009 No. 333.



4) The annual account statement must be reviewed by a recognized audit
office.

5) Contracts or other agreements concerning outsourcing of functions
must be submitted in their entirety.

Article 74
Professional qualifications and personal integrity of governing bodies

1) To assess the professional qualifications of the members of the board
of supervision or board of directors and of the general management, it shall
be required that at least one member of the genera management and one
member of the board of supervision or board of directors have sufficient
theoretical and practical knowledge of insurance matters as well as
management experience. This shall be regularly assumed if three years of
management activity in an insurance undertaking of comparable size and type
of business can be demonstrated. If the undertaking is to engage solely in
self-insurance as reinsurance, then the supervisory authority may grant
exemptions from these requirements.

2) Persond integrity shall be assumed if:

a) the persons referred to in paragraph 1 have not been entered into the
Liechtenstein criminal register or a foreign criminal register on the
grounds of a punishable act against third-party assets within the meaning
of the Criminal Code;

b) bankruptcy has never been initiated against these persons or if no
unsatisfied creditor rights exists arising from a bankruptcy more than ten
years previous;

¢) theintended persons have a good reputation as businesspeople;

3) Where the insurance undertaking makes use of external advisors for its
work, these advisors must meet the requirements set out in paragraphs 1 and
2.

4 Article 7 amended by LGBI. 2009 No. 333.



Article 8
Responsible actuary®

1) The responsible actuary is responsible for the actuarial matters of the
insurance undertaking. He must have professional qualifications and personal
integrity within the meaning of article 7, paragraph 2. Professional suitability
requires sufficient knowledge in actuarial mathematics and professional
experience, where professional experience shall regularly be assumed if the
actuary can demonstrate at least three years of work as an actuary.®

2) Prior to his appointment, the name of the prospective actuary must be
given to the supervisory authority, along with the facts relevant to assessing
his personal integrity and professional suitability as set out in paragraph 1. If
reasonable doubts exist with respect to the requirements for an appointment,
then the supervisory authority may demand that a different person be
appointed. If the insurance undertaking does not comply with this demand or
if reasonable doubts arise with respect to the requirements for an
appointment of the second person as well, then the supervisory authority may
appoint the responsible actuary itself.”

3) If circumstances become known after the appointment that would have
stood in the way of an appointment, or if the responsible actuary does not
properly fulfill the responsibilities entrusted to him, then the supervisory
authority may demand that another responsible actuary be appointed.
Paragraph 2, sentence 3 shall apply mutatis mutandis.

4) The supervisory authority must be notified immediately if the
responsible actuary leaves his position.

5) The responsible actuary may be appointed by way of an employment
contract or within the framework of outsourcing of functions.®

6) The general management of an insurance undertaking shall be required
to provide the responsible actuary with al requisite information and to
submit the actuaria certification referred to in article 36¢(b) of the Insurance
Supervision Act to the supervisory authority.®

5 Article 8 heading amended by LGBI. 2009 No. 333.

6 Article 8, paragraph 1 amended by LGBI. 2009 No. 333.
7 Article 8, paragraph 2 amended by LGBI. 2009 No. 333.
8 Article 8, paragraph 5 amended by LGBI. 2009 No. 333.
9 Article 8, paragraph 6 inserted by LGBI. 2009 No. 333.



Article 910
Repealed

Article 10%
Outsourcing of functions

1) Outsourcing of functions shall be permissible only if:

a) the provisions concerning bookkeeping, confidentiality and data
protection are complied with;

b) the books are kept in Liechtenstein; and;

¢) auditing and the right to obtain information as well as the inspection
powers of the supervisory authority are not hindered or limited in any

way,

2) To the extent relevant to the evaluation of the business activities of an
insurance undertaking, third persons shal aso be required to provide
information and records with respect to contracts or other arrangements
concerning the outsourcing of functions.

Article 11

Granting and scope of license

1) The license shall be granted separately for each class of insurance or
jointly for several classes of insurance.

2) Each license for a class of insurance shall refer to the entire class,
unless, according to its business plan, an insurance undertaking intends to
cover only part of the risks of this class of insurance.

3) The license may also be granted jointly for several classes of insurance
with a collective designation as set out in Annex 1 of the Insurance
Supervision Act.

4) The license granted for one or more classes of insurance shall also
encompass the coverage of ancillary risks from other classes, if the
conditions set out in Annex 1 are fulfilled.

10 Article 9 repealed by LGBI. 2009 No. 333.
11 Article 10 amended by LGBI. 2009 No. 333.



II1. Capital resources of insurance undertakings

A. Capital requirements for non-life insurance

Article 12
Solvency margin

1) Insurance undertakings must demonstrate own funds free of any
foreseeable liabilities at least in the amount of the solvency margin. Own
funds shall only be allowable for covering the solvency margin to the extent
that they exceed the intangible assets accounted for in the balance sheet.

2) The following own funds shall be allowable for covering the solvency
margin:
a) the paid-up capita;
b) the reserves, with the exception of the reserve for own shares or units;
any loss brought forward or net loss must be deducted;
¢) any profit brought forward after deduction of dividendsto be paid,;
d) the equalization reserve, subject to article 38, paragraph 3.1

3) In cases of doubt, the supervisory authority shall decide on the
allowability of own funds according to paragraph 2.3

3a) The following capital items shall be deducted from the available
solvency margin:
a) participations of the insurance undertaking in insurance undertakings,
reinsurance undertakings of a third State, insurance holding companies,
or banks, financial institutions or investment firms;

b) subordinated claims, cumulative preferential share capital, or securities
with no specified maturity date with respect to undertakings referred to in
subparagraph (a).14

4) Capital that has been paid-up on the basis of subordinated debt may be

alowed up to a most 25% of the solvency margin and at most 25% of the
total allowable own fundsiif:

12 Article 12, paragraph 2 amended by LGBI. 2005 No. 92
13 Article 12, paragraph 3 amended by LGBI. 2005 No. 92.
14 Article 12, paragraph 3ainserted by LGBI. 2009 No. 333.



0)

d)

it only hasto be paid after satisfaction of all non-subordinated creditorsin
the event of bankruptcy or liquidation of the insurance undertaking;

it has been made available to the insurance undertaking for at least five
years, the last of which has not yet begun, or with a five-year period of
notice;

it can only become due before the agreed repayment deadline in the event
the insurance undertaking is dissolved; and

the underlying contract cannot be amended without the approval of the
supervisory authority.

5) Additiondly, the following may be alowed as own funds upon

application of the insurance undertaking and with the approval of the
supervisory authority, provided that supporting materials are presented:

a)

b)

0)

hidden net reserves arising out of the valuation of the assets, in so far as
such hidden net reserves are not of an exceptional nature;

one half of the unpaid part of the subscribed capital, as soon as the paid-
up part reaches 25% of the subscribed capital, up to at most 50% of the
solvency margin and at most 50% of the total alowable own funds;

in the case of cooperatives, haf of the difference between the highest
possible further margins to which members of the cooperative can be
obligated in the current business year and the actually demanded further
margins up to at most 50% of the solvency margin and at most 50% of
thetotal allowable own funds.¢

6) The own funds according to paragraphs 2 and 4, and with the approval

of the supervisory authority also the own funds according to paragraph 5(a)
shall be allowable for covering the guarantee fund.'’

15 Article 12, paragraph 4 amended by LGBI. 2005 No. 92.
16 Article 12, paragraph 5 inserted by LGBI. 2005 No. 92.
17 Article 12, paragraph 6 inserted by LGBI. 2005 No. 92.



Article 13
Calculation of the solvency margin

1) The solvency margin shall either be calculated on the basis of the annual
premium income (premium basis) or on the basis of the average claims burden
over the last three business years (clams basis). The higher of the two
calculation results shall apply.

2) In the case of an insurance undertaking that essentialy only covers
credit, storm, hail, or frost risks, the average clams burden shall be
calculated over the last seven business years.

3) If the calculated solvency margin is lower than in the preceding year,
then the solvency margin must be at least as high as the result of multiplying
the solvency margin of the previous year with the quotient between the gross
amount of the provision for claims outstanding at the end of the last business
year and the gross amount of this provision at the beginning of the last
business year; this quotient may at most amount to 1.0.8

Article 14
Premium basis®®

1) Gross premiums written in the last business year shall be used to
calculate the premium basis. If gross premiums earned are higher, then they
shall be used as the starting amount. In determining the starting amount, the
premiums for risks belonging to one of the insurance classes 11 to 13 shall be
increased by 50%.%°

2) 18% of the first 57.5 million euros of this starting amount and 16% of
the amount in excess of 57.5 million euros shall be calculated and added
together.?

3) The premium basis shall result from multiplying the sum calculated in
this way by the quotient resulting for each insurance undertaking over the last
three business years from the ratio between the claims incurred, net of
reinsurance, and the gross amount of the claims incurred; this quotient must
be at least 0.5. Upon justified application by the insurance undertaking and

18 Article 13, paragraph 3 inserted by LGBI. 2005 No. 92.
19 Article 14 heading amended by LGBI. 2005 No. 92.

20 Article 14, paragraph 1 amended by LGBI. 2005 No. 92.
21 Article 14, paragraph 2 amended by LGBI. 2009 No. 333.
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with the consent of the supervisory authority, amounts claimable from special
purpose vehicles may be deducted as reinsurance.?

Article 15
Claims basis®

1) The gross amounts of claims incurred during the time period referred
to in article 13, paragraph 1, sentence 1 and paragraph 2 shall be used to
caculate the claims basis. In determining the starting amount, the gross
amounts of claims incurred for risks belonging to one of the insurance
classes 11 to 13 shall be increased by 50%.%*

2) 26% of the first 40.3 million euros of the resulting annual average and
23% of the amount in excess of 40.3 million euros shall be calculated and
added together.®

3) The claims basis shall result from multiplying the sum calculated in
this way by the quotient resulting for each insurance undertaking over the last
three business years from the ratio between the claims incurred, net of
reinsurance, and the gross amount of the claims incurred; this quotient must
be at least 0.5. Upon justified application by the insurance undertaking and
with the consent of the supervisory authority, amounts recoverable from
special purpose vehicles may be deducted as reinsurance.®

Article 16
Health insurance

The percentages according to article 14, paragraph 2 and article 15,
paragraph 2 shall be reduced to one third for health insurance policies
provided aong the lines of life insurance if

a) the premiums paid are calculated on the basis of sickness tables according
to the mathematical method applied in insurance,

22 Article 14, paragraph 3 amended by LGBI. 2009 No. 333.
23 Article 15 heading amended by LGBI. 2005 No. 92

24 Article 15, paragraph 1 amended by LGBI. 2005 No. 92.
25 Article 15, paragraph 2 amended by LGBI. 2009 No. 333.
26 Article 15, paragraph 3 amended by LGBI. 2009 No. 333.
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b) aprovision isset up for increasing age,
c) an appropriate safety margin is charged,;

d) the insurance undertaking may cancel the contract before the end of the
third year of insurance at the latest, and

€) the contract provides for the possibility of increasing premiums or
reducing premiums even for current contracts.

Article 17
Guarantee fund
1) One third of the solvency margin shall constitute the guarantee fund.

2) The minimum guarantee fund must amount to 2.3 million euros. If the
insurance undertaking covers all or some of the risks included in classes 10
to 15, then the minimum guarantee fund must amount to 3.5 million euros.?”

3) The amounts referred to in paragraph 2 must be adjusted periodically
to the European consumer price index determined by Eurostat. The
supervisory authority shall publish the currently valid amounts.?®

4) Where an insurance undertaking also provides reinsurance, it must
form a minimum guarantee fund in accordance with article 28m for all its
activities if one of the following preconditions is met:

a) the reinsurance premiums received exceed 10% of the total premium
income of the undertaking;

b) the reinsurance premiums received exceed 50 million euros;

¢) the technical provisions arising from the active reinsurance business of
the undertaking exceed 10% of its total technical provisions.?®

5) Repealed

27 Article 17, paragraph 2 amended by LGBI. 2009 No. 333.
28 Article 17, paragraph 3 amended by LGBI. 2009 No. 333.
2 Article 17, paragraph 4 amended by LGBI. 2009 No. 333.
4 Article 17, paragraph 5 repealed by LGBI. 2005 No. 92.



12

Article 18
Organization fund

1) Upon assumption of business activities by an insurance undertaking,
the organization fund shall, as a rule, amount to between 20% and 50% of
the minimum capital according to article 14 of the Insurance Supervision
Act.

2) The organization fund must be established with assets realizable on short
notice.

3) At the earliest three years after its establishment or reestablishment and
only with the written approval of the supervisory authority may the organization
fund be used for purposes other than those specified in the Act.

4) If alossisindicated in the annual account statement, then the supervisory
authority may demand that the organization fund be increased or reestablished.

Article 18a%
Non-life reinsurance

1) Where an insurance undertaking provides active non-life reinsurance,
it shall observe articles 47a to 47d for this purpose, to the extent the
preconditions set out in article 17, paragraph 4 are met.

2) If the preconditions set out in article 17, paragraph 4 are met, the assets
that an insurance undertaking uses to cover its technical provisionsfor its active
reinsurance business must be kept and managed in an accounting series separate
from its direct insurance business, without the possibility of transfer. In such a
case, articles 29 et seqqg. do not apply, to the extent active reinsurance business
is concerned.

3) The supervisory authority shall verify the separation required by
paragraph 2.

30 Article 18ainserted by LGBI. 2009 No. 333
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B. Capital requirements for life insurance

Article 19
Solvency margin

1) Insurance undertakings must demonstrate own funds free of any
foreseeable liabilities at least in the amount of the solvency margin. Own
funds shall only be allowable for covering the solvency margin to the extent
that they exceed the intangible assets accounted for in the balance sheet.

2) The following own funds shall be allowable for covering the solvency
margin:

a) the paid-up capita;

b) the reserves, with the exception of the reserve for own shares or units;
any loss brought forward or net loss must be deducted;

¢) any profit brought forward after deduction of dividendsto be paid,;

d) provisions for future participation in profit, to the extent they have not
aready been assigned to the policyholders;

€) any fund for future appropriations.3

3) In cases of doubt, the supervisory authority shal decide on the
allowability of own funds according to paragraph 2.3

3a) The following capital items shall be deducted from the available
solvency margin:

a) participations of the insurance undertaking in insurance undertakings,
reinsurance undertakings of a third State, reinsurance holding companies,
or banks, financial institutions or investment firms;

b) subordinated claims, cumulative preferential share capital, or securities
with no specified maturity date with respect to undertakings referred to in
subparagraph (a).3

3L Article 19, paragraph 2 amended by LGBI. 2005 No. 92.
32 Article 19, paragraph 3 amended by LGBI. 2005 No. 92.
33 Article 19, paragraph 3ainserted by LGBI. 2009 No. 333.
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4) Capital that has been paid-up on the basis of subordinated debt may be
alowed up to at most 25% of the solvency margin and at most 25% of the
total alowable own fundsif:

a) itonly hasto be paid after satisfaction of all non-subordinated creditorsin
the event of bankruptcy or liquidation of the insurance undertaking;

b) it has been made available to the insurance undertaking for at least five
years, the last of which has not yet begun, or with a five-year period of
notice;

¢) it can only become due before the agreed repayment deadline in the event
the insurance undertaking is dissolved; and

d) the underlying contract cannot be amended without the approval of the
supervisory authority.®*

5) Additiondly, the following may be alowed as own funds upon
application of the insurance undertaking and with the approval of the
supervisory authority, provided that supporting materials are presented:

a) hidden net reserves arising out of the valuation of the assets, in so far as
such hidden net reserves are not of an exceptional nature;3

b) one half of the unpaid part of the subscribed capital, as soon as the paid-
up part reaches 25% of the subscribed capital, up to at most 50% of the
solvency margin and at most 50% of the total allowable own funds;*

¢) if the life insurance provision has not been zillmerized or has been
zillmerized with less than the acquisition cost rate calculated into the
premiums, the difference between the life insurance provision and the life
insurance provision zillmerized with the acquisition cost rate calculated
into the premiums; this difference may not, however, exceed 3.5% of the
difference between the insurance sum and the life insurance provision for
all contracts for which zillmerizing is possible;®

d) Repealed®

34 Article 19, paragraph 4 amended by LGBI. 2005 No. 92.

35 Article 19 introductory sentence amended by LGBI. 2005 No. 92.
36 Article 19, paragraph 5(a) anended by LGBI. 2005 No. 92.

37 Article 19, paragraph 5(b) amended by LGBI. 2005 No. 92.

38 Article 19, paragraph 5(c) amended by LGBI. 2005 No. 92.

39 Article 19, paragraph 5(d) repealed by LGBI. 2009 No. 333.
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6) The own funds according to paragraphs 2 and 4, and with the approval
of the supervisory authority also the own funds according to paragraph 5(a),
are adlowable for covering the guarantee fund.®

Article 20

Calculation of the solvency margin for insurance classes (without
supplementary insurances) and 2

1) The solvency margin shall correspond to the sum of the first result
(paragraph 2) and the second result (paragraph 3).

2) The first result shall be calculated by taking 4% of the gross amount of
the mathematical provisions, multiplied by the quotient of the mathematical
provisions minus the reinsurers amount by the gross amount of the
mathematical provisions for the last business year; this quotient must be at
least 0.85.

3) The second result shall be calculated as follows:

a) Each capital at risk minus the reinsurers amount shall, for the last
business year, be divided by the gross amount of that capital at risk. The
resulting quotient shall be deemed the reinsurance factor. This factor must
be a least 0.5. The entire capita payable on death minus the
mathematical provisions of the principal risk shall be considered the
capital at risk. Contracts with negative capital at risk shall not be taken
into account, also not for the following calculations.

b) The capital at risk of insurance policies payable on death with atotal term
of up to three years shall be multiplied in sequence by a rate of 0.1% and
the reinsurance factor according to subparagraph (a).

¢) The capital at risk of insurance policies payable on death with a total term
of over three years to five years shall be multiplied in sequence by arate
of 0.15% and the reinsurance factor according to subparagraph (a).

d) In the case of other insurance policies, the capital at risk shal be
multiplied in sequence by a rate of 0.3% and the reinsurance factor
according to subparagraph (a).

€) The second result shall be the sum of the amounts calculated according to
subparagraphs (b), (c), and (d).

3 Article 19, paragraph 6 amended by LGBI. 2005 No. 92.
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Article 21

Calculation of the solvency margin for insurance class 3 (without
supplementary insurances)

1) The solvency margin shall correspond to the sum of the first result

(paragraph 2) and the second result (paragraph 3).

a

b)

0)

d)

2) Thefirst result shall be calculated as follows:*°

4% of the gross amount of the mathematical provisions for insurances for
which the insurance undertaking bears an investment risk, multiplied by
the quotient of the mathematical provisions minus the reinsurers amount
by the gross amount of the mathematical provisions for these insurances
for the last business year; this quotient must be at least 0.85. Upon
justified application by the insurance undertaking and with the consent of
the supervisory authority, amounts recoverable from special purpose
vehicles may be deducted as reinsurance.**

1% of the gross amount of the mathematical provisions for insurances for
which the insurance undertaking does not bear any investment risk and
for which the allocations for covering the administrative costs are
contractually fixed for over five years, multiplied by the quotient of the
mathematical provisions minus the reinsurers amount by the gross
amount of the mathematical provisions for these insurances for the last
business year; this quotient must be at least 0.85.%

In the case of insurances for which the insurance undertaking does not
bear any insurance risk and for which the alocations for covering the
administrative costs are not contractually fixed for over five years, the net
administrative expenses attributable to them in the last business year shall
be determined; 25% of this amount shall be taken.*?

The first result shall be the sum of the amounts calculated according to
subparagraphs (a) to (c).*

3) The second result shall be calculated by taking 0.3% of the capital at

risk, to the extent the insurance undertaking assumes a mortality risk,
multiplied by the quotient of the capital at risk minus the reinsurers’ amount
by the gross amount of the capital at risk for the last business year; this
quotient must be at least 0.5. Article 20, paragraph 3(a), sentence 4 shall

40 Article 21, paragraph 2 introductory sentence amended by LGBI. 2005 No. 92.
4L Article 21, paragraph 2(a) anended by LGBI. 2009 No. 333.

42 Article 21, paragraph 2(b) amended by LGBI. 2005 No. 92.

43 Article 21, paragraph 2(c) amended by LGBI. 2005 No. 92.

44 Article 21, paragraph 2(d) amended by LGBI. 2005 No. 92.
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apply mutatis mutandis. Upon justified application by the insurance
undertaking and with the consent of the supervisory authority, amounts
recoverable from special purpose vehicles may be deducted as reinsurance.®

Article 224
Calculation of the solvency margin for supplementary insurances

The solvency margin for the supplementary insurances of insurance
classes 1 and 3 shall be calculated in accordance with articles 13 to 15.

Article 23
Calculation of the solvency margin for insurance class 4

The solvency margin for heath insurance shal be calculated in
accordance with article 16.

Article 24
Calculation of the solvency margin for insurance class 5

In the case of tontines, the solvency margin shall correspond to 1% of the
assets of the associations.

Article 25
Calculation of the solvency margin for insurance class 6

In the case of capital redemption operations, the solvency margin shall
correspond to 4% of the gross amount of the mathematical provisions for
these operations, multiplied by the quotient of the mathematical provisions
minus the reinsurers amount by the gross amount of the mathematical
provisions for these operations for the last business year; this quotient must
be at least 0.85.

45 Article 21, paragraph 3 amended by LGBI. 2009 No. 333.
46 Article 22 amended by LGBI. 2005 No. 92.



18

Article 26
Calculation of the solvency margin for the entire business

The solvency margin for the entire business of an insurance undertaking
shall be calculated by adding the solvency margins for the individual classes
of insurance and for the supplementary insurances.

Article 26a
Life reinsurance

1) Where an insurance undertaking provides active life reinsurance, it
shall observe articles 28ato 28| and 47ato 47d for this purpose, if one of the
following preconditions is met:

a) the reinsurance premiums received exceed 10% of the total premium
income of the undertaking;

b) the reinsurance premiums received exceed 50 million euros;

¢) the technical provisions arising from the active reinsurance business of
the undertaking exceed 10% of its total technical provisions.

2) If the preconditions set out in paragraph 1 are met, the assets that an
insurance undertaking uses to cover its technical provisions for its active
reinsurance business must be kept and managed in an accounting series separate
from its direct insurance business, without the possibility of transfer. In such a
case, articles 39 et seqq. do not apply, to the extent active reinsurance business
is concerned.

3) The supervisory authority shal verify the separation required by
paragraph 2.

47 Article 26ainserted by LGBI. 2009 No. 333.



19

Article 27
Guarantee fund
1) Onethird of the solvency margin shall congtitute the guarantee fund.
2) The minimum guarantee fund must amount to 3.5 million euros.*

3) The amount referred to in paragraph 2 must be adjusted periodically to
the European consumer price index determined by Eurostat. The supervisory
authority shall publish the currently valid amounts.?

Article 28
Organization fund

1) Upon assumption of business activities by an insurance undertaking,
the organization fund shall, as a rule, amount to between 20% and 50% of
the minimum capital according to article 14 of the Insurance Supervision
Act.

2) The organization fund must be established with assets realizable on short
notice.

3) At the earliest three years after its establishment or reestablishment and
only with the written approval of the supervisory authority may the organization
fund be used for purposes other than those specified in the Act.

4) If alossisindicated in the annual account statement, then the supervisory
authority may demand that the organization fund be increased or reestablished.

1 Article 27, paragraph 2 amended by LGBI. 2009 No. 333.
2 Article 27, paragraph 3 inserted by LGBI. 2009 No. 333.
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C. Capital requirements for reinsurance?

Article 28&*
Solvency margin

1) Reinsurance undertakings must provide evidence of own funds free of
any foreseeable liahilities at least in the amount of the solvency margin
(available solvency margin). Own funds shall be allowable to cover the
solvency margin only to the extent that they exceed the intangible investment
items reported in the balance sheet.

2) The following own funds shall be alowable to cover the solvency
margin:

a) the paid-up capital;

b) statutory and free reserves which neither correspond to underwriting
liabilities nor are classified as equalization reserves;

c¢) the profit or loss brought forward after deduction of the dividends to be
paid.

3) The available solvency margin shall be reduced by the amount of own
shares directly held by the reinsurance undertaking.

4) For those reinsurance undertakings which discount or reduce their non-
life technical provisions for claims outstanding, the available solvency
margin shall be reduced by the difference between the undiscounted technical
provisions or technical provisions before deductions as disclosed in the notes
on the accounts, and the discounted or technical provisions after deductions.
This adjustment shall be made for all risks listed in Annex 1 of the Insurance
Supervision Act, except for risks in the classes of accident and sickness
(classes 1 and 2). No adjustment need be made in respect of the discounting
of annuitiesincluded in technical provisions.

8 Title preceding article 28ainserted by LGBI. 2009 No. 333.
49 Article 28ainserted by LGBI. 2009 No. 333.
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Article 28b%°
Deduction of capital items

In addition to the deductions in article 28a, the available solvency margin
shall be reduced by the following capital items:

a) participations of the reinsurance undertaking in insurance undertakings,
reinsurance undertakings of a third State, insurance holding companies,
or banks, financial institutions, or investment firms;

b) subordinated claims of the reinsurance undertaking with respect to
undertakings referred to in subparagraph (a).

Article 28¢5
Additional assets to be taken into account for the available solvency margin

1) The avalable solvency margin may aso consist of cumulative
preferential share capital and subordinated loan capital up to 50% of the
available solvency margin or the required solvency margin, whichever is the
smaller, no more than 25% of which shall consist of subordinated loans with
a fixed maturity, or fixed-term cumulative preferential share capital, provided
that, in the event of the bankruptcy or liquidation of the reinsurance
undertaking, binding agreements exist under which the subordinated loan
capital or preferential share capital ranks after the claims of all other creditors
and is not to be repaid until al other debts outstanding at the time have been
settled.

2) Subordinated loan capital shall also fulfill the following conditions:;
a) Only fully paid-up funds may be taken into account.

b) For loans with a fixed maturity, the original maturity shall be at least five
years. No later than one year before the repayment date the reinsurance
undertaking shall submit to the supervisory authority for its approva a
plan showing how the available solvency margin will be kept at or
brought to the required level at maturity, unless the extent to which the
loan may rank as a component of the available solvency margin is
gradually reduced during at least the last five years before the repayment
date. The supervisory authority may authorize the early repayment of such
loans provided that application is made by the issuing reinsurance

50 Article 28b inserted by LGBI. 2009 No. 333.
51 Article 28c inserted by LGBI. 2009 No. 333.
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0)

d)

e

undertaking and that its available solvency margin will not fall below the
required level.

Loans the maturity of which is not fixed shall be repayable only subject to
five years notice unless the loans are no longer considered as a
component of the available solvency margin or unless the prior consent of
the supervisory authority is specificaly required for early repayment. In
the latter event the reinsurance undertaking shall notify the supervisory
authority at least six months before the date of the proposed repayment,
specifying the available solvency margin and the required solvency
margin both before and after that repayment. The supervisory authority
shall authorize repayment only if the reinsurance undertaking's available
solvency margin will not fall below the required level.

The loan agreement shall not include any clause providing that in
specified circumstances, other than the winding-up of the reinsurance
undertaking, the debt will become repayable before the agreed repayment
dates.

The underlying loan agreement may not be amended without the consent
of the supervisory authority.

3) The available solvency margin may also consist of securities with no

specified maturity date and other instruments, including cumulative
preferential shares other than those referred to in paragraph 1, up to 50% of
the available solvency margin or the required solvency margin, whichever is
the smaller, for the total of such securities and the subordinated loan capital
referred to in paragraphs 1 and 2 provided that they fulfill the following:

a)
b)

0)

They may not be repaid on the initiative of the bearer or without the prior
consent of the supervisory authority.

The contract of issue shall enable the reinsurance undertaking to defer the
payment of interest on the loan.

The lender's claims on the reinsurance undertaking shall rank entirely
after those of all non-subordinated creditors.
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d) The documents governing the issue of the securities shall provide for the
loss-absorption capacity of the debt and unpaid interest, while enabling
the reinsurance undertaking to continue its business.

€) Only fully paid-up amounts may be taken into account.

Article 28d>
Assets to be taken into account upon application

Upon application by the reinsurance undertaking, with supporting
evidence, the following may be allowed as own funds for the available
solvency margin with the agreement of the supervisory authority:

a) any hidden net reserves arising out of the valuation of the assets, in so far
as such reserves are not of an exceptional nature;

b) one half of the unpaid part of the subscribed capital, once the paid-up part
amounts to 25% of the subscribed capital, up to 50% of the available
solvency margin or the required solvency margin, whichever is the
smaller;

¢) in the case of cooperative societies and European Cooperative Societies,
the half of the difference between the maximum additional contributions
to which the members may be obligated for the current business year, and
the actually demanded additional contributions, up to 50% of the
available solvency margin or the required solvency margin, whichever is
the smaller.

Article 28¢€>
Additional assets to be taken into account in life reinsurance

1) With respect to reinsurance activities in life insurance, the available
solvency margin may, upon application, with supporting evidence, by the
reinsurance undertaking with the agreement of the supervisory authority, aso
include as alowable own funds the difference between the life insurance
provision and the life insurance provision zillmerized with the acquisition
cost rate calculated into the premiums, provided that the life insurance
provision has not been zillmerized or has been zillmerized with a rate lower
than the acquisition cost rate cal culated into the premiums.

52 Article 28d inserted by LGBI. 2009 No. 333.
53 Article 28e inserted by LGBI. 2009 No. 333.
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2) The difference calculated according to paragraph 1 may not, however,
exceed 3.5% of the difference between the insurance sum and the life
insurance provision for al life insurance contracts for which zillmerizing is
possible; the difference shall be reduced by the amount of any undepreciated
acquisition costs entered as an asset.

Article 28f%
Required solvency margin for non-life reinsurance activities

1) The required solvency margin shall either be calculated on the basis of
the annual premium income (premium basis) or on the basis of the average
claims burden over the last three business years (claims basis). The higher of
the two calculation results shdl apply, subject to article 28m.

2) In the case of areinsurance undertaking which essentially underwrites
only one or more of the risks of credit, storm, hail or frost, the last seven
financial years shall be taken as the reference period for the average burden
of claims.

3) If the calculated solvency margin is lower than the required solvency
margin in the preceding year, then the solvency margin must be at least as
high as the result of multiplying the required solvency margin of the previous
year with the quotient between the amount of technical provisions for claims
outstanding at the end of the last business year and the amount of this
provision at the beginning of the last business year; this quotient may at most
amount to 1.0. When calculating the technical provisions, retrocession shall
not be taken into account.

54 Article 28f inserted by LGBI. 2009 No. 333.
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Article 28¢%
Premium basis

1) Gross premiums written in the last business year shal be used to
calculate the premium basis. If gross premiums earned are higher, then they
shall be used as the starting amount.

2) In determining the starting amount, the premiums for risks belonging
to one of the insurance classes 11 to 13 shall be increased by 50%. For other
insurance classes, the supervisory authority may order an increase of up to
50% to take account of the specificities of these activities or contracts.

3) From the result calculated according to paragraphs 1 and 2, there shall
then be deducted the total amount of premiums cancelled in the last business
year, as well as the total amount of taxes and fees pertaining to the premiums
entering into the aggregate.

4) 18% of the first 50 million euros of this starting amount and 16% of
the amount in excess of 50 million euros shall be calculated and added
together.

3) The premium basis shall result from multiplying the sum calculated in
this way by the quotient resulting for each reinsurance undertaking over the
last three business years from the ratio between the net amount of the claims
incurred and the gross amount of the claims incurred; this quotient must be at
least 0.5. Amounts recoverable under retrocession shall be deducted for the
multiplication. Upon justified application by the insurance undertaking and
with the consent of the supervisory authority, amounts recoverable from
special purpose vehicles may be deducted as reinsurance.

6) With the approval of the supervisory authority, statistical methods may
be used to alocate the premiums.

55 Article 28g inserted by LGBI. 2009 No. 333.
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Article 28h%®
Claims basis

1) The claims basis shall be calculated using the gross amounts of claims
incurred, provisions, and recoveries; the reference period shall be determined
according to article 28f, paragraphs 1 and 2.

2) In determining the starting amount, the premiums for risks belonging
to one of the insurance classes 11 to 13 shall be increased by 50%. For other
insurance classes, the supervisory authority may order an increase of up to
50% to take account of the specificities of these activities or contracts.

3) The claims borne by retrocessionaires shall not be deducted from the
gross amounts of claimsincurred.

4) To the gross amounts of the claimsincurred shall be added the amount
of provisions for claims outstanding established at the end of the last
business year. From that sum there shall be deducted the amount of
recoveries effected during the reference period specified in paragraph 1.

5) From the sum then remaining, there shall be deducted the amount of
provisions for claims outstanding established at the commencement of the
second financia year preceding the last financial year for which there are
accounts. If the reference period specified in paragraph 1 equals seven years,
the amount of provisions for claims outstanding established at the
commencement of the sixth financial year preceding the last financial year
for which there are accounts shall be deducted.

6) 26% of the first 35 million euros of one third, or one seventh,
according to the reference period specified in paragraph 1, of the amount
remaining according to paragraph 5, and 23% of the amount exceeding 35
million euros shall be calculated and added together.

7) The claims basis shall result from multiplying the sum calculated in
this way by the quotient resulting for each reinsurance undertaking over the
last three business years from the ratio between the net amount of the claims
incurred and the gross amount of the claims incurred; this quotient must be at
least 0.5. Amounts recoverable under retrocession shall be deducted for the
multiplication. Upon justified application by the insurance undertaking and
with the consent of the supervisory authority, amounts recoverable from
specia purpose vehicles may be deducted as retrocession.

56 Article 28h inserted by LGBI. 2009 No. 333.
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8) With the approval of the supervisory authority, statistical methods may
be used to alocate claimsincurred, provisions and recoveries.

Article 28i%
Reinsurance of health insurance

The fractions according to article 28g, paragraph 4 and article 28h,
paragraph 6 shall each be reduced to a third in the case of reinsurance of
health insurance practiced on a similar technical basis to that of life
insurance, if:

a) the premiums paid are calculated on the basis of sickness tables according
to the mathematical method applied in insurance;

b) aprovision isset up for increasing age;

¢) an additional premium is collected in order to set up a safety margin of an
appropriate amount;

d) the insurance undertaking may cancel the contract before the end of the
third year of insurance at the latest;

€) the contract provides for the possibility of increasing premiums or
reducing payments even for current contracts.

Article 28k58

Required solvency margin for life insurance activities

The required solvency margin for life reinsurance activities shall be
determined in accordance with articles 28f to 28i.

57 Article 28i inserted by LGBI. 2009 No. 333.
58 Article 28k inserted by LGBI. 2009 No. 333.



28

Article 281%°

Required solvency margin for a reinsurance undertaking that simultaneously
offers non-life and life reinsurance

1) A reinsurance undertaking conducting both non-life and life
reinsurance business shall have an available solvency margin to cover the
total sum of required solvency margins in respect of both non-life and life
reinsurance activities.

2) If the available solvency margin does not reach the level required in
paragraph 1, the supervisory authority shall apply the measures provided for
in articles 37 to 37b of the Insurance Supervision Act.

Article 28m®°
Guarantee fund

1) One third of the required solvency margin shal constitute the
guarantee fund. This fund shall consist of the own funds listed in articles 28a
to 28c and, with the agreement of the supervisory authority, in article 28d(a).

2) The minimum guarantee fund must amount to 3.2 million euros. In the
case of captive reinsurance undertakings, the supervisory authority may
permit a reduction of the minimum guarantee fund to an amount of at least
1.1 million euros.

3) The amounts referred to in paragraph 2 must be adjusted periodically
to the European consumer price index determined by Eurostat. The
supervisory authority shall publish the currently valid amounts.

Article 28nSt
Organization fund

1) Upon assumption of business activities by an insurance undertaking,
the organization fund shall, as a rule, amount to between 20% and 50% of
the minimum capital according to article 14 of the Insurance Supervision
Act.

59 Article 28l inserted by LGBI. 2009 No. 333.
60 Article 28m inserted by LGBI. 2009 No. 333.
61 Article 28m inserted by LGBI. 2009 No. 333.
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2) The organization fund must be established with assets realizable on short
notice.

3) At the earliest three years after its establishment or reestablishment and
only with the written approval of the supervisory authority may the organization
fund be used for purposes other than those specified in the Act.

4) If alossisindicated in the annual account statement, then the supervisory
authority may demand that the organization fund be increased or reestablished.

IV. Technical provisions

A. Non-life insurance

Article 29
Formation and valuation of technical provisions

1) Insurance undertakings must form technical provisions. These
provisions must ensure that the insurance undertakings are able to fulfill al
of the commitments arising from their insurance contracts within the scope of
what can reasonably be foreseen.

2) The formation and valuation of the technical provisions shal be
determined in detail according to the provisions contained in Annex 4.

Article 30
Cover and matching

1) Every insurance undertaking shall be required to cover the technical
provisions for al its business activities with matching assets according to
Annex 2.

2) With respect to business activities within the scope of the EEA
Agreement, the assets prescribed by paragraph 1 must be situated in one or
more Contracting Parties to the EEA Agreement. In justified cases, the
supervisory authority may grant exemptions from this locational requirement.



30

Article 31
Principles of capital investment and notification requirement

1) In the case of assets covering technical provisions, the type of the
insurance activities engaged in and the structure of the undertaking must be
taken into account in such a way that as much security and profitability as
possible is achieved while maintaining liquidity of the insurance undertaking
at all times and an appropriate mix and diversification of assets.

2) The insurance undertakings shall report to the supervisory authority on
31 March, 30 June, 30 September, and 31 December of each year on the
amount of the technical provisions and the assets serving to cover them.®?

Article 32
Valuation of technical provisions during the fiscal year

The supervisory authority may at any time order a valuation of the
technical provisions, in particular if the event of unusual expansion of
business activities.

Article 33
Permissible assets

Of the values listed on the asset side in Annex 4, section 2, the following
shall be permissible for covering technical provisions:

a) Investments (B) with the exception of other financial investments (B 11
7); securities not traded on a regulated market, but only to the extent that
they can be sold on short notice;

b) Debtors arising out of direct insurance operations (D |) and debtors
arising out of reinsurance operations (D II) as well as claims against
specia purpose vehicles; but not those with due dates three months or
more ago; 53

62 Article 31, paragraph 2 amended by LGBI. 2003 No. 95.
63 Article 33(b) anended by LGBI. 2009 No. 333.
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Cash at bank and in hand, post cheque balances, cheques (E I1);
Accrued interest and rent (F I);

Investments in derivative financial instruments in connection with assets
covering the technical provisions shall be permissible, in so far as they
contribute to a reduction of investment risks or facilitate efficient
portfolio management. These instruments shall be valued on a prudent
basis and may be included in the valuation of the underlying assets.®

Article 34
Limits

1) The following limits shall apply to the assets permissible for covering

technical provisions:

a)

b)

©)

d)

e

f)

30% for land and buildings (Annex 4, 3(a)) and holdings in rea estate
companies (companies, the business purpose of which is solely to buy,
sell, rent out, and lease its own real estate), but at most 10% for a single
piece of rea estate; several legally separate pieces of rea estate shall be
considered together if they constitute an economic unit;

40% for holdings, investment fund units, and other variable-interest
securities;

subject to subparagraph (d), 5% for investments according to
subparagraph (b) and other securities and loans of all types that concern
the same undertaking or the same debtor; this limit shall be increased to
10% if a total of not more than 40% of the technical provisions are
affected by the increase;

5% for non-secured loans to debtors other than banks, insurance
undertakings, and securities firms whose head office is in a Contracting
Party to the EEA Agreement, but at most 1% for such loans to a single
debtor;

10% for securities that are not traded on a regulated market;
3% for cash balances.

64 Article 33(e) inserted by LGBI. 2009 No. 333.
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2) In the case of paragraph 1(c), the upper limit per undertaking shall be
40% if the loans are issued by a bank whose head office is in a Contracting
Party to the EEA Agreement that is subject to special State supervision by
law. In particular, the sums resulting from the issue of the loans must be
invested in assets which guarantee that demands arising from the loans are
covered over the course of the entire term of the loans and which are used
preferentially to repay the capital and to pay the proportionate interest in the
event the issuer defaults.

Article 35
Exceptions

1) The supervisory authority may also permit other assets to cover the
technical provisions than those set out in article 33, provided that they are
equivalent with respect to risk, earnings, and liquidity.

2) The supervisory authority may fix lower limits than those set out in
article 34 if the security of claims of the insured persons so requires.

3) The supervisory authority may make its decisions contingent upon
requirements and conditions; in this regard, it shal in particular take into
account the expertise and organization of an insurance undertaking.

Article 36
Custody of the assets

In individual cases, the supervisory authority may require an insurance
undertaking to provide for separate custody of the assets designated to cover
the technical provisions.

Article 37
Valuation of the assets

1) The alowability of the assets for covering the technical provisions
shall, subject to paragraphs 2 and 3, be based on their valuation for purposes
of the annual account statement (article 64, Annex 4).
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2) Debts arising through the purchase of assets shall be deducted when
valuing the assets.

3) When valuing debt claims, counterclaims that may be offset shall be
deducted.

Article 38
Equalization reserve for credit insurance

1) Insurance undertakings offering credit insurance (insurance class 14)
must form an equalization reserve for the purpose of offsetting any technical
deficit or above-average claimsratio arising in that class in any business year

2) The egualization reserve shall be calculated according to one of the
four equivalent methods contained in Annex 3.

3) The equalization reserve shall not be counted toward the solvency
margin up to the amount of the sum calculated in accordance with one of the
methods referred to in paragraph 2.

4) Insurance undertakings need not form an equalization reserve if the
gross premiums written arising from credit insurance

a) constitute less than 4% of the total gross premiums written and
b) amount to less than 4 million francs.

B. Life insurance

Article 39
Formation and valuation of technical provisions

1) Insurance undertakings must form technical provisions. These
provisions must ensure that the insurance undertakings are able to fulfill al
of the commitments arising from their insurance contracts within the scope of
what can reasonably be foreseen.
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2) The formation and valuation of the technical provisions shal be
determined in detail according to the provisions contained in Annex 4.

Article 40
Cover and matching

1) Every insurance undertaking shall be required to cover the technical
provisions for al its business activities with matching assets according to
Annex 2.

2) With respect to business activities within the scope of the EEA
Agreement, the assets prescribed by paragraph 1 must be situated in one or
more Contracting Parties to the EEA Agreement. In justified cases, the
supervisory authority may grant exemptions from this locational requirement.

Article41
Principles of investment and notification requirement

1) In the case of assets covering technical provisions, the type of the
insurance activities engaged in and the structure of the undertaking must be
taken into account in such a way that as much security and profitability as
possible is achieved while maintaining liquidity of the insurance undertaking
at all times and an appropriate mix and diversification of assets.

2) The insurance undertakings shall report to the supervisory authority on
31 March, 30 June, 30 September, and 31 December of each year on the
amount of the technical provisions and the assets serving to cover them.!

Article 42
Valuation of technical provisions during the fiscal year

The supervisory authority may at any time order a valuation of the
technical provisions, in particular if the event of unusual expansion of
business activities.

1 Article 41, paragraph 2 amended by LGBI. 2003 No. 95.
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Article 43
Permissible assets

1) Of the values listed on the asset side in Annex 4, section 2, the
following shall be permissible for covering technical provisions (Annex 4,
section 2, D on the liability side)

a) Investments (B) with the exception of other financial investments (B 11
7); securities not traded on a regulated market, but only to the extent that
they can be sold on short notice;

b) Debtors arising out of direct insurance operations (D I) and debtors
arising out of reinsurance operations (D 1) as well as claims against
specia purpose vehicles; but not those with due dates three months or
more ago;%®

¢) Cash at bank and in hand, post cheque balances, cheques (E I1);
d) Accruedinterest and rent (F1);

e) Investmentsin derivative financia instruments in connection with assets
covering the technical provisions shall be permissible, in so far as they
contribute to a reduction of investment risks or facilitate efficient
portfolio management. These instruments shall be valued on a prudent
basis and may be included in the valuation of the underlying assets.%

2) With respect to technical provisions for life insurance policies where
the investment risk is borne by the policyholders (Annex 4, section 2, E on
the liability side), the following shall apply:

a) If the benefits arising from a contract are directly linked to the value of
units of an investment fund or another specia fund, then the technica
provisions for these benefits must, to the extent possible, be covered by the
respective units or, if no units are formed, by the respective assets.

b) If the benefits arising from a contract are directly linked to a share index
or a reference value other than those enumerated in subparagraph (a), then
the technical provisions for these benefits must, to the extent possible, be
covered either by the units that represent the reference value or, if no units
are formed, by assets with appropriate security and realizability that
correspond as precisely as possible to those values on which the special
reference value relies.

65 Article 43, paragraph 1(b) amended by LGBI. 2009 No. 333.
66 Article 43, paragraph 1(€) inserted by LGBI. 2009 No. 333.
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Article 44
Limits
1) Article 34 shal apply with respect to the limits to the assets
permissible for covering technical provisions.

2) Paragraph 1 shall not apply to the extent that article 43, paragraph 2 is
to be applied.

Article 45
Exceptions

1) The supervisory authority may also permit other assets to cover the
technical provisions than those set out in article 43, provided that they are
equivalent with respect to risk, earnings, and liquidity.

2) The supervisory authority may fix lower limits than those set out in
article 44 if the security of claims of the insured persons so requires.

3) The supervisory authority may make its decisions contingent upon
requirements and conditions; in this regard, it shal in particular take into
account the expertise and organization of an insurance undertaking.

Article 46
Custody of the assets

In individual cases, the supervisory authority may require an insurance
undertaking to provide for separate custody of the assets designated to cover
the technical provisions.
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Article 47
Valuation of the assets

1) The alowability of the assets for covering the technical provisions
shall, subject to paragraphs 2 and 3, be based on their valuation for purposes
of the annual account statement (article 64, Annex 4).

2) Debts arising through the purchase of assets shall be deducted when
valuing the assets.

3) When valuing debt claims, counterclaims that may be offset shall be
deducted.

C. Reinsurance?’

Article 4768
Formation and valuation of technical provisions

1) Reinsurance undertakings must form technical provisions. These
provisions must ensure that the reinsurance undertakings are able to fulfill al
of the commitments arising from their insurance contracts within the scope of
what can reasonably be foreseen.

2) The formation and valuation of the technical provisions shal be
determined in detail according to the provisions contained in Annex 4.

Article 47b%°
Cover

Covering technical provisions with claims against insurance undertakings
whose head office is situated outside the Contracting Parties to the EEA
Agreement shall only be permissible if these undertakings are subject to
supervision in their home State that is equivalent to that in the Principality of
Liechtenstein and if they do not have an establishment in Liechtenstein.

67 Title preceding article 47ainserted by LGBI. 2009 No. 333.
68 Article 47ainserted by LGBI. 2009 No. 333,
69 Article 47b inserted by LGBI. 2009 No. 333.
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Article 47¢™

Principles of investment

Reinsurance undertakings shall invest the assets covering the technical

provisions in accordance with the following rules:

a)

b)

d)

The assets shall take account of the type of business carried out by a
reinsurance undertaking, in particular the nature, amount and duration of
the expected claims payments, in such away as to secure the sufficiency,
liquidity, security, quality, profitability and matching of its investments.

The reinsurance undertaking shall ensure that the assets are diversified
and adequately spread and allow the undertaking to respond adequately to
changing economic circumstances, in particular developments in the
financial markets and real estate markets or major catastrophic events.
The undertaking shall assess the impact of irregular market circumstances
on its assets and shall diversify the assets in such away as to reduce such
impact.

Investment in assets which are not admitted to trading on a regulated
financial market shall only be permissiblein so far as they can be realized
on short notice.

Investment in derivative instruments shall be possible insofar as they
contribute to a reduction of investment risks or facilitate efficient
portfolio management. They shall be valued on a prudent basis, taking
into account the underlying assets, and included in the valuation of the
institution's assets. The institution shall also avoid excessive risk
exposure to a single counterparty and to other derivative operations.

70 Article 47c inserted by LGBI. 2009 No. 333.
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The assets shall be properly diversified in such a way as to avoid
excessive reliance on any one particular asset, issuer or group of
undertakings and accumulations of risk in the portfolio as a whole.
Investments in assets issued by the same issuer or by issuers belonging to
the same group shal not expose the undertaking to excessive risk
concentration.

Article 47d7*
Limits

The supervisory authority may order the following limits for the assets

permissible for covering technical provisions, provided that they are justified
from the perspective of prudent investing:

a)

b)

0)

Investments of gross technical provisions in currencies other than those in
which technical provisions are set shall be limited to 30%.

Investments of gross technical provisions in shares and other negotiable
securities treated as shares, bonds and debt securities which are not
admitted to trading on aregulated market shall be limited to 30%.

Investments of gross technical provisions in shares and other negotiable
securities treated as shares, bonds, debt securities and other money and
capital market instruments from the same undertaking shall be limited to
5%, and to 10% from undertakings which are members of the same

group.
Article 47¢"2

General equalization reserve

1) Reinsurance undertakings and captives must form a generd

equalization reserve based on the total activities of the undertaking.

1 Article 47d inserted by LGBI. 2009 No. 333.
72 Article 47e inserted by LGBI. 2009 No. 333.
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2) The equalization reserve shall be calculated according to the rules set
out in Annex 4.

3) An equalization reserve for credit insurance in accordance with article
47f shall be alowable in the formation of this equalization reserve.

Article 47f7
Equalization reserve for credit insurance

1) Reinsurance undertakings reinsuring risks belonging to credit
insurance (insurance class 14) must form an equalization reserve for the
purpose of offsetting any technical deficit or above-average claims ratio
arising in that class in any business year.

2) The egualization reserve shall be calculated according to one of the
four equivalent methods contained in Annex 3.

3) Reinsurance undertakings need not form an equalization reserve if the
gross premiums written arising from credit insurance

a) constitute less than 4% of the total gross premiums written and
b) amount to less than 2.5 million euros.

Article 47g™
Amounts recoverable from a special purpose vehicle

1) Amounts recoverable from a specia purpose vehicle may be used as
assets to cover technical provisionsif approved in advance by the supervisory
authority.

2) If approval in accordance with paragraph 1 has been granted, the
principles and rules set out in articles 47ato 47f shall be observed.

73 Article 47f inserted by LGBI. 2009 No. 333,
74 Article 47g inserted by LGBI. 2009 No. 333.
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V. Domestic activities of foreign insurance undertakings

A. Insurance undertakings whose head office is in a Contracting

Party to the EEA Agreement

Article 48™
Motor vehicle liability insurance

If an insurance undertaking intends to offer the class of insurance of

motor vehicle liability, then article 18c of the Insurance Supervision Act shall
apply mutatis mutandis.

in

Article 49
Representative for processing claims

1) The domestic representative of the insurance undertaking to be appointed
the case of cross-border provision of motor vehicle liability insurance shall

be responsible for the following:

a)
b)

0)

d)

collecting all necessary information concerning claims;

representing the insurance undertaking vis-a-vis injured persons asserting
compensation claims; in this regard, the representative must be granted
the necessary competences, including the power to pay corresponding
amounts of money;’®

representing the insurance undertaking, including the right of
substitution, before domestic courts and authorities with respect to the
claims of claimants;

representing the insurance undertaking before domestic courts and
authorities with respect to the existence and validity of an insurance
policy for motor vehicle liability.

2) The appointment of such a representative shall not constitute the

opening of a branch or agency of the insurance undertaking. Moreover, the
representative may not engage in any insurance activities for the insurance
undertaking or broker any insurance contracts.

75 Article 48 amended by LGBI. 2009 No. 333.
76 Article 49, paragraph 2 amended by LGBI. 2009 No. 66.
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B. Third-State insurance undertakings'

Article 50
License application

Articles 6 to 10 shall apply to the license application and the

accompanying materials accordingly.

a)

b)

d)
€)

Article 51
Special supporting materials

The following shall be submitted together with the license application:

a scheme of operations and the information and documents required with
respect to the domestic branch or agency, including the articles of
association of the insurance undertaking and a certified extract from the
public or commercial registry of the head-office State;?

a certification by the competent supervisory authority of the head-office
State that the insurance undertaking may in its own name acquire rights,
enter into obligations, and sue and be sued in court in its head-office
State, as well as which classes of insurance the insurance undertaking is
authorized to offer and which types of risk it actually covers;®

the balance sheet and the profit and loss statement for each of the three
last business years; if the insurance undertaking has not been in existence
for three years, then it must only submit these materials for the already
concluded business years,

evidence and records concerning the necessary capital resources;

a certification on the entry of the branch or agency and the general agent
in the domestic public registry in accordance with the provisions of the
Law on Persons and Companies (PGR).

1 Title preceding article 50 amended by LGBI. 2003 No. 95.
2 Article 51(a) amended by LGBI. 2003 No. 95.
3 Article 51(b) amended by LGBI. 2003 No. 95.
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Article 52
Granting of license

Article 11 shall apply mutatis mutandis to the granting and the scope of the
license.

Article 53
Capital resources

1) Third-State insurance undertakings must form own funds at least in the
amount of a solvency margin calculated according to their scope of business
in the Principality of Liechtenstein.””

2) One third of the solvency margin shall constitute the guarantee fund.
The minimum guarantee fund must amount to: "8

a) for non-life insurance, half of the minimum guarantee fund according to
article 17, paragraph 2;7°

b) for lifeinsurance, 1.75 million euros.®

3) The surety provided pursuant to article 54 shall be counted toward the
minimum guarantee fund.&

4) The assets corresponding to the solvency margin and the organization
fund must be situated in Liechtenstein in the amount of the guarantee fund
and the remainder in one or more Contracting Parties to the EEA
Agreement.8

5) The provisions of this Ordinance concerning the capital requirements
for domestic insurance undertakings shall apply mutatis mutandis.

77 Article 53, paragraph 1 amended by LGBI. 2003 No. 95.

78 Article 53, paragraph 2 introductory sentence amended by LGBI. 2005 No. 92.
7 Article 53, paragraph 2(a) anended by LGBI. 2005 No. 92.

80 Article 53, paragraph 2(b) amended by LGBI. 2009 No. 333.

81 Article 53, paragraph 3 amended by LGBI. 2005 No. 92.

82 Article 53, paragraph 4 amended by LGBI. 2005 No. 92



Article 54
Surety

1) Upon the assumption of business activities, third-State insurance
undertakings must deposit a surety in Liechtenstein corresponding to one
quarter of the minimum amount prescribed by article 53, paragraph 2.1

2) The surety must be deposited at a Liechtenstein bank in bonds of this
bank. These assets shall remain blocked, and they may not be disposed of
without approval by the supervisory authority.

Article 552
Technical provisions

1) Third-State insurance undertakings must form technical provisions in
Liechtenstein for their entire domestic business; articles 29 to 47 shall be
applied mutatis mutandis.

2) Third-State insurance undertakings may only dispose of assets
earmarked for covering technical provisions for life insurance with the
approval of the supervisory authority.

Article 56°
Location of assets for covering technical provisions

Third-State insurance undertakings must keep the assets earmarked for
covering the technical provisions for domestic business in Liechtenstein,
unless they are demands for payment vis-a-vis reinsurers.

L Article 54, paragraph 1 amended by LGBI. 2005 No. 92.
2 Article 55 amended by LGBI. 2003 No. 95.
3 Article 56 amended by LGBI. 2005 No. 92
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VI. Supervision of the business activities of insurance
undertakings

A. Supervision in general

Article 57
Principle

1) The supervisory authority shall supervise the entire business activity of
the insurance undertakings. In this regard, the supervisory authority shall
require insurance undertakings to comply with appropriate interna review
procedures. These procedures must cover the information provided for the
purpose of supplementary supervision in accordance with article 7 of the
Insurance Supervision Act.®

2) Foreign insurance undertakings shall be supervised in accordance with
insurance supervision legislation with respect to their domestic activities.

3) Domestic branches of insurance undertakings whose head office is in
another Contracting Party to the EEA Agreement may be audited on site by
the competent authority of the home State or by persons mandated by this
authority with respect to the information necessary for financial supervision,
as soon as the domestic supervisory authority has been informed in writing.
The domestic supervisory authority may participate in this audit.®*

Article 578
Risk management and internal control procedure

To meet the requirements set out in article 36b of the Insurance
Supervision Act, insurance undertakings must ensure the following in
particular:

a) adeguate capital adequacy mechanisms for determining and quantifying
all significant risk items and for backing these risks with own funds;

83 Article 57, paragraph 1 amended by LGBI. 2003 No. 95.
84 Article 57, paragraph 3 inserted by LGBI. 1999 No. 250.
85 Article 57ainserted by LGBI. 2009 No. 333.
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b) proper reporting and accounting practices for determining, quantifying,
monitoring and controlling risks and risk concentration;

c) recruitment and consultation of personnel with proven expertise to
manage the tasks arising from the risk management and control
procedure.

Article 57b%
Documentation of risk management

The document of risk management must encompass the following points
in particular:

a) explanation of the organization of risk management throughout the
undertaking as well as the associated competences and responsibilities;

b) demands on risk management;
¢) risk policy including risk tolerance;

d) procedure for identifying significant risks as well as explanation of the
method, instruments and processes for measuring, monitoring and
steering them;

€) explanation of the limit systems employed for risk exposures and of the
control mechanisms;

f) interna directives on risk management and the associated processes;
g) explanation of adequate IT processes.

Article 58
Notification of the identity of shareholders and partners

At least once a year, domestic insurance undertakings shall notify the
supervisory authority of the identity of shareholders or partners with
qualifying holdings and of the amount of the holdings.

86 Article 57b inserted by LGBI. 2009 No. 333.
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Article 59¢7
Qualifying holdings in insurance undertakings

1) Any natura or legal person or such persons acting in concert
(hereinafter referred to as the proposed acquirer) who intends or intend to
acquire, increase or sell, directly or indirectly, a quaifying holding in an
insurance undertaking as a result of which the proportion of voting rights or
of the capital held would reach or exceed or fall below 20%, 33% or 50% or
so that the insurance undertaking would become its subsidiary or cease to be
its subsidiary shall notify this to the supervisory authority.

2) The notification according to paragraph 1 must be in writing,
indicating the size of the intended holding or reduction of holding as well as
the information referred to in article 61, paragraph 1.

3) Within a most two working days, the supervisory authority shall
acknowledge in writing to the proposed acquirer that it has received the
notification and the records required by article 61, paragraph 1. It shall at the
same time inform the proposed acquirer of the assessment period referred to
in paragraph 4.

4) Within 60 working days as from the date of the written
acknowledgement of receipt, the supervisory authority shall assess the
acquisition or the increase of the holding (assessment period).

5) The supervisory authority may, no later than on the 50th working day
of the assessment period, demand additional information and records
necessary for the assessment in writing and with explicit specification of the
information and records needed. For the period between the date of request
for information and the receipt of a response thereto by the proposed
acquirer, but for at most 20 working days, the assessment period shall be
interrupted. It shall be at the discretion of the supervisory authority whether
to demand additional information or records, but this shall not result in an
additional interruption of the assessment period.

6) The supervisory authority may extend the interruption of the
assessment period to 30 working days if the proposed acquirer:

a) issituated in athird State or is supervised by a competent authority of a
third State; or

87 Article 59 amended by LGBI. 2009 No. 333.
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b) is a natura or legal person who is not subject to supervision under the
Banking Act, the Law on Investment Undertakings, the Asset
Management Act, or the Insurance Supervision Act.

7) In the case that the supervisory authority opposes the acquisition or the
increase, it shall, within two working days of conclusion of the assessment,
and not exceeding the assessment period, inform the proposed acquirer in
writing and provide reasons. If an acquisition or increase is not opposed
within the assessment period, it shall be deemed approved.

8) If the supervisory authority is notified of two or more intentions to
acquire or increase qualifying holdings in the same insurance undertaking,
the supervisory authority shall in any event treat these intentions of the
persons transmitting the notification in a non-discriminatory manner.

Article 60°
Holdings by insurance undertakings in other insurance undertakings

Insurance undertekings whose head office is in the Principality of
Liechtenstein shal inform the supervisory authority of the acquisition and
relinquishment of holdings in other insurance undertakings pursuant to which
one of the thresholds referred to in article 59 is crossed in either direction or the
other insurance undertaking becomes a subsidiary or isno longer a subsidiary or
controlling influenceis exercised or no longer exercised over it.

Article 61%
Competences of the supervisory authority

1) In order to ensure the sound and prudent management of the insurance
undertaking, the supervisory authority shall appraise the suitability of the
proposed acquirer and the financial soundness of the proposed acquisition or
increase against the following criteria:

a) thepersona integrity of the proposed acquirer;

3 Article 60 amended by LGBI. 2003 No. 95.
88 Article 61 amended by LGBI. 2009 No. 333.
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b) the personal integrity and experience of any person who will direct the
insurance undertaking as aresult of the proposed acquisition or increase;

¢) thefinancia soundness of the proposed acquirer, in particular in relation to
the business pursued and envisaged in the insurance undertaking in which
the holding isto be acquired;

d) thefact whether:

1. theinsurance undertaking will be able to comply and continue to comply
with the relevant supervisory requirements; and

2. the group of which it will become a part pursuant to the acquisition or
increase is structured in such a way that effective supervision, a
reasonable allocation of competences, and an effective exchange of
information between the supervisory authority and any other competent
authorities are or will be possible;

€) whether there are reasonable grounds to suspect that, in connection with the
proposed acquisition, money laundering or terrorist financing is being or has
been committed or attempted, or that the decided acquisition could increase
the risk thereof.

2) The supervisory authority may oppose the acquisition or increase if
there are reasonable grounds for doing so on the basis of the criteria set out in
paragraph 1 or if the information or records provided are incomplete.

3) The supervisory authority may order that holdings already carried out be
reversed if the persons with such holdings or intending to acquire such holdings
do not meet the demands expected in the interest of sound and prudent
management of an insurance undertaking or fail to meet the notification
obligation in accordance with article 59.

Article 6188
International cooperation in the assessment of a holding

1) The supervisory authority shall work together with the other competent
authorities of Contracting Parties to the EEA Agreement when assessing a
holding in accordance with article 38a of the Insurance Supervision Act.

89 Article 61ainserted by LGBI. 2009 No. 333.
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2) Cooperation shall in particular include the exchange of al information
relevant to the assessment of the acquisition or increase of a holding.

Article 61b%
Consultation of other authorities

If the proposed acquirer is an insurance undertaking licensed in another
Contracting Party to the EEA Agreement, alicensed bank or investment firm,
the parent undertaking of such an undertaking or a natural or legal person
controlling such an undertaking, and if the undertaking in which the
proposed acquirer intends to participate would thereby become its subsidiary
undertaking or be controlled by it, then the assessment of the acquisition
shall require prior consultation in accordance with article 23a of the
Insurance Supervision Act.

Article 621
Holdings in undertakings alien to insurance

1) Qualifying holdings by insurance undertakings in undertakings aien to
insurance, including changes to such holdings, shall be notified to the
supervisory authority in advance of the time such a holding is acquired.

2) The supervisory authority may bar or reverse the holding or make it
contingent upon requirements and conditions, if the insurance undertaking
should appear endangered by the holding.

9 Article 61b inserted by LGBI. 2009 No. 333.
1 Article 62 amended by LGBI. 2003 No. 95.
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Article 63%
Information concerning the financial soundness of an undertaking

If the supervisory authority has reason to believe that the activities of an
insurance undertaking whose head office is situated in another Contracting
Party to the EEA Agreement could undermine the financia soundness of the
undertaking, it shall notify the competent authorities of the home State of the
undertaking.

B. Accounting, reporting, and audits®?

Article 64%
Accounting and reporting

1) The provisions set out in Annex 4 and the requirements of the PGR,
supplemented by the guidelines issued by the supervisory authority, shall
apply to the compilation of the business report and the consolidated business
report as well as reporting to the supervisory authority.

2) The annual account statement and the consolidated annual account
statement shall be published in printed form and made available to anyone
upon request. Self-insurances (captives) shall be exempt from the publication
requirement.

Article 65
Notification of foreign business

1) Together with the business report, each domestic insurance
undertaking must notify the supervisory authority of the gross premiums
written, broken down by each Contracting Party to the EEA Agreement and
each class of insurance, for business conducted through establishments and
separately for business conducted through cross-border provision of services.

9L Article 63 amended by LGBI. 2009 No. 333.
9 Title preceding article 64 amended by LGBI. 2003 No. 95.
93 Article 64 amended by LGBI. 2003 No. 95.
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2) In the case of non-life insurance, additional notification must be
provided of claims payments and commissions, without deduction of
reinsurance, broken down by each Contracting Party to the EEA Agreement
and each class of insurance, as well as the frequency and average claims
payments made in the insurance class of motor vehicle liability, excluding the
liability of the carrier.%

3) The supervisory authority shall in turn communicate this information
to the competent authorities of the Contracting Parties to the EEA
Agreement, upon their request.

4) The information pursuant to paragraphs 1 and 2 shall aso be
communicated with respect to business conducted in third States.%

Article 66%
Accounting and reporting by third-State insurance undertakings

1) Third-state insurance undertakings shall keep separate account
statements and submit separate reports in accordance with article 64 with
respect to domestic business activities. The separate business report (annual
account statement and annual report) shall be published.

2) Upon request, each policyholder shal be provided with the annua
account statement and the annual report of the main establishment of the third-
State insurance undertaking in German.

3) All accounts and reports compiled in the head-office State of the third-
State insurance undertaking, namely the annual account statement, the annual
report, the report to the supervisory authority of the head-office State, and
statements and reports of the audit office, shall be submitted to the supervisory
authority; these documents shall be submitted in their origina language and in
German.

9 Article 65, paragraph 2 amended by LGBI. 1999 No. 250.
% Article 65, paragraph 4 inserted by LGBI. 1999 No. 250.
9 Article 66 anended by LGBI. 2003 No. 95.
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Article 67%
External revision

The legally prescribed external revision may also be conducted by the
audit office pursuant to the PGR, provided that this audit office fulfills the
special conditions laid out in the following articles.

Article 68
Recognition of audit offices

1) A license issued by the supervisory authority shall be required to work
as an insurance audit office; such a license shall be granted if the
preconditions described in this Ordinance are fulfilled.%

2) The supervisory authority shall withdraw the license from the audit
office if the preconditions for exercising audit activities are no longer
fulfilled or if the audit office seriously breaches its duties.*®

Article 69
Preconditions for licensing
A license shall only beissued to trust and audit companies if

a) they are limited companies with paid-up share capital of at least 200,000
francs,

b) the organization of their business guarantees the appropriate, expert, and
permanent fulfillment of the audit responsibilities, and

¢) the senior auditors enjoy a good reputation as business people and have
proven knowledge of insurance auditing.

97 Article 67 amended by LGBI. 2005 No. 92.
9 Article 68, paragraph 1 amended by LGBI. 2004 No. 302.
9 Article 68, paragraph 2 amended by LGBI. 2004 No. 302.
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Article 70
Independence

1) The audit office may neither accept administrative or accounting

assignments from the insurance undertaking to be audited nor may it assume
other responsibilities that are incompatible with its audit mandate.

2) The fees received for an audit mandate may on average not exceed

10% of the total annual fee revenue of the audit office. An audit mandate for
an insurance group shall be considered a single audit mandate.

b)

0)

d)

Article 71
Special duties of the audit office

1) The audit offices shall be required to:

notify the supervisory authority of every change to the articles of
association of the company and to the rules as well as every change to the
composition of its organs and of the senior auditors reported to the
supervisory authority;*

entrust the management of insurance audits only to auditors who have
been reported to the supervisory authority and who fulfill the required
preconditions;?

report the head of the mandate and the senior auditor to the supervisory
authority prior to begin of the audit;

submit their business report to the supervisory authority each year.

2) The supervisory authority may demand information concerning the

reasons for demission of members of the genera management and of the
senior auditors reported to the supervisory authority.3

L Article 71, paragraph 1(a) anended by LGBI. 2004 No. 302.
2 Article 71, paragraph 1(b) amended by LGBI. 2004 No. 302.
3 Article 71, paragraph 2 amended by LGBI. 2004 No. 302.
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Article 72
Audit report

1) The audit report shall clearly show whether the provisions governing
the business activities of insurance undertakings have been complied with
and whether the preconditions for granting their license are permanently and
continuoudly fulfilled.

2) The audit office must independently evaluate the business report, the
reporting to the supervisory authority and, if such areport has been compiled,
the consolidated business report; for this purpose, the insurance undertaking
must make the requisite materials available. Reports from internal audits
shall also be taken into account.®

3) The audit office must explain whether the business report and the
reporting to the supervisory authority have been compiled in accordance with
the requirements, and whether it has received al the necessary information
and materias from the insurance undertaking. This shall aso apply to the
consolidated business report, if such a report has been compiled; if no such
report has been compiled, then the audit office must explain whether a
consolidated business report should have been compiled.!

4) The audit report shall be signed by the senior auditor and by the audit
office.

C. Supplementary supervision of insurance undertakings
belonging to a group of undertakings'”

Article 72a
Scope of application; agreements with foreign supervisory authorities*®

1) The provisions of this section shall apply to insurance undertakings
that are subject to supplementary supervision pursuant to article 7. If this
depends on whether a controlling influence is being exercised, then the
supervisory authority shall decide.***

100 Article 72, paragraph 2 amended by LGBI. 2003 No. 95.
101 Article 72, paragraph 3 amended by LGBI. 2003 No. 95.
102 Tit|e preceding article 72a amended by LGBI. 2005 No. 92.
103 Article 72a, heading inserted by LGBI. 2003 No. 95.

104 Article 72a, paragraph 1 amended by LGBI. 2005 No. 9.
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2) If a least two insurance undertakings subject to supplementary
supervision belong to the same group of undertakings and fulfill the
preconditions described in article 7, paragraph 2, sentence 1 of the Insurance
Supervision Act, then article 72c shal only apply to one of these
undertakings, namely the undertaking that is at the higher or highest level
within the group of undertakings; the supervisory authority shall decide
among several undertakings at the same level. It shall reject the exemption if
it does not regard the distribution of the alowable own funds among the
respective undertakings to be appropriate.1®

3) An insurance undertaking subject to supplementary supervision shall
also be exempt from application of article 72c if it is included in own-funds
monitoring within the scope of article 72c in another Contracting Party to the
EEA Agreement and the supervisory authority has agreed with the competent
supervisory authority of this State that the latter shall monitor the own funds
of the group. Paragraph 2, sentence 2 shall apply mutatis mutandis.*%

4) Agreements pursuant to paragraph 3 may also be concluded if an
insurance undertaking subject to supplementary supervision and one or more
other insurance undertakings whose head office is in another Contracting
Party or in severa other Contracting Parties to the EEA Agreement have the
same insurance holding company, the same reinsurance undertaking, the
same third-State insurance undertaking, or the same other undertaking that is
not an insurance undertaking whose head office is in a Contracting Party to
the EEA Agreement as a parent undertaking or an undertaking that exercises
a controlling influence on them. The supervisory authorities shall decide
whether a controlling influence is being exercised.”

5) Even if no agreement is concluded pursuant to paragraph 4, the
supervisory authorities shall ensure that the monitoring of the own funds of
the group is uniform, if severa insurance undertakings with head offices in
different Contracting Parties to the EEA Agreement have the same insurance
holding company, the same reinsurance undertaking, or the same third-State
insurance undertaking as a parent undertaking or as an undertaking that
exercises a controlling influence on them. Paragraph 4, sentence 2 shall apply
mutatis mutandis.*%®

105 Article 72a, paragraph 2 inserted by LGBI. 2003 No. 95.
108 Article 72a, paragraph 3 inserted by LGBI. 2003 No. 95.
107 Article 72a, paragraph 4 inserted by LGBI. 2003 No. 95.
108 Article 72a, paragraph 5 inserted by LGBI. 2003 No. 95.
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Article 72b

Supervision of intra-group transactions'®
1) Intra-group transactions shall comprise transactions between the
insurance undertaking subject to supplementary supervision and

a) every undertaking irrespective of head-office State in which it holds a
participation or, directly or indirectly, at least 20% of the capital or voting
rights, that is its subsidiary or a subsidiary of one of its subsidiaries, or
over which it or one of its subsidiaries exercises a controlling influence;

b) every undertaking irrespective of head-office State that holds a
participation in it or, directly or indirectly, at least 20% of its capital or
voting rights, that is its parent undertaking, or that exercises a controlling
influence over it;

c) every undertaking irrespective of head-office State except for the
insurance undertaking subject to supplementary supervision itself with
which an undertaking described in subparagraph (b) is related in one of
the ways described in subparagraph (a);

d) every natura person holding a participation or, directly or indirectly, at
least 20% of the capital or voting rights in an insurance undertaking
subject to supplementary supervision or one of the undertakings
described in subparagraphs (a) to (c).**°

2) The supervisory authority shall decide whether a controlling influence
is being exercised within the meaning of paragraph 1.1

3) In its report to the supervisory authority, the insurance undertaking
subject to supplementary supervision shall also report on the most important
transactions falling within the scope of paragraph 1, namely loans, guarantees
and off-balance-sheet transactions, capital subscriptions and payments,
including participation capital and subordinated debt, investments,
reinsurance operations, and agreements to share costs.*?

4) When monitoring and evaluating intra-group transactions and when
reporting on such transactions, insurance undertakings shall observe the legal
and official requirements concerning risk management and internal control
procedures.*t3

109 Article 72b heading inserted by LGBI. 2003 No. 95.

110 Article 72b, paragraph 1 inserted by LGBI. 2003 No. 95.
11 Article 72b, paragraph 2 inserted by LGBI. 2003 No. 95.
12 Article 72b, paragraph 3 inserted by LGBI. 2003 No. 95.
113 Article 72b, paragraph 4 inserted by LGBI. 2009 No. 333.
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Article 72¢

Monitoring of the own funds of a group**

1) If the conditions described in article 7, paragraph 2 of the Insurance
Supervision Act are met, then the insurance undertaking subject to
supplementary supervision shall, in accordance with article 72a and without
prejudice to the provisions in Chapter Ill, determine the group solvency
margin and the allowable own funds of the group and include them in its
report to the supervisory authority. The group shall be deemed to encompass
the insurance undertaking subject to supplementary supervision and the circle
of undertakings described in article 72b, paragraph 1(a) to (c), to the extent
that they are insurance undertakings, reinsurance undertakings, or insurance
holding companies.1*>

2) To the extent that the undertakings referred to in paragraph 1, sentence
2 are included in a consolidated annual account statement, the group
solvency margin and the alowable own funds of the group shal be
determined on the basis of this annual account statement. For the rest, the
following shall be calculated:

a) the group solvency margin, by adding the solvency margin of the
superordinate undertaking and the proportion of the solvency margin of
the subordinate undertaking corresponding to the capital shares of the
superordinate undertaking in the subordinate undertaking;

b) the alowable own funds of the group, by adding the allowable own funds
of the superordinate undertaking and the proportion of the allowable own
funds of the subordinate undertaking corresponding to the capital shares
of the superordinate undertaking in the subordinate undertaking and
subtracting the book value of the capita shares in the subordinate
undertaking held by the superordinate undertaking.6

2a) If the capital shares in the subordinate undertaking referred to in
paragraph 2 are held indirectly in whole or in part, then the proportion of the
solvency margin of the subordinate undertaking corresponding to these
indirectly held capital shares, the proportion of the alowable own funds of
this undertaking corresponding to them, and their book value determined
taking into account the relevant successive interests shall be included in the
calculations. 'Y’

114 Article 72c, heading inserted by LGBI. 2003 No. 95.

15 Article 72c, paragraph 1 amended by LGBI. 2005 No. 92
116 Article 72c, paragraph 2 amended by LGBI. 2005 No. 92.
117 Article 72¢, paragraph 2ainserted by LGBI. 2005 No. 92.
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3) The provisions of Chapter IlI, taking into account the following
paragraphs, shall apply mutatis mutandis to the determination of the group
solvency margin and the allowable own funds of the group.®

4) Third-State insurance undertakings shall be treated like domestic
insurance undertakings. Reinsurance undertakings shall be treated like
domestic insurance undertakings irrespective of their head-office State; if
greater difficulties should arise in the application of articles 20 to 26, then the
supervisory authority may alow the solvency margin for life insurance to be
calculated in accordance with article 14. Insurance holding companies that
are not insurance undertakings or reinsurance undertakings shall, irrespective
of their head-office State and their position as controlling company or
intermediate company, be treated like domestic insurance undertakings; their
solvency margin shall be set at zero.™®

5) Unless this does not aready result from the application of paragraphs 2
and 2a, the allowable own funds of the group shall be reduced by the book
value of the assets of undertakings in the group that represent the financing
of allowable own funds of another undertaking in the group. Allowable own
funds of undertakings in the group resulting from reciproca financing with
another undertaking in the group shall not be counted as part of the allowable
own funds of the group; reciprocal financing obtains in particular if an
undertaking holds capital shares in another undertaking or grants loans to
another undertaking that in turn holds, directly or indirectly, capital sharesin
the former undertaking, including participation capital and subordinated debt.
Subscribed capital shares of undertakings in the group that have not yet been
paid-up and that constitute a potential liability for another undertaking in the
group shall not be taken into consideration.'

6) Without prejudice to paragraph 5, alowable own funds for a
subordinate undertaking pursuant to article 12, paragraph 5(b) or article 19,
paragraph 2(d) and (€) or paragraph 5(b) and (d) shall only be allowable for
the group to the extent that they do not in their entirety exceed the solvency
margin of the respective subordinate undertaking. The supervisory authority
may include other alowable own funds for the subordinate undertaking in
this restriction, if it does not regard them as suitable for covering the
solvency margin of the superordinate undertaking.'?*

118 Article 72c, paragraph 3 amended by LGBI. 2005 No. 92.
119 Article 72c, paragraph 4 inserted by LGBI. 2003 No. 95.

120 Article 72c, paragraph 5 amended by LGBI. 2005 No. 92.
121 Article 72¢, paragraph 6 amended by LGBI. 2005 No. 92.
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7) If, for whatever reasons, the necessary information concerning a
subordinate undertaking is not available to the supervisory authority, then the
alowable own funds of the group shall be reduced by the book value of the
capital shares in this undertaking held by the superordinate undertaking. In
this case, hidden reserves existing with respect to these capital shares may
not be taken into account as allowable own funds.'??

8) When comparing the group solvency margin and the allowable own
funds of the group, own-funds deficits of subordinate undertakings shall,
notwithstanding paragraph 2, always be taken into account in their full
amount, unless the supervisory authority allows them to be taken into
account merely proportionately because the liability of the superordinate
undertaking is limited to its capital share.!?

Article 72d'24
Common provisions

1) The supervisory authority may exempt an undertaking belonging to the
circle of undertakings described in article 72b, paragraph 1(a) to (c) from
inclusion under supplementary supervision if the inclusion would only be of
negligible interest with respect to the objectives of supplementary
supervision or if it would be inappropriate or misleading.

2) If an insurance undertaking subject to supplementary supervision does
not or does not completely fulfill its reporting obligations pursuant to article
72b, paragraph 3 and article 72c, paragraph 1, sentence 1 despite warning,
then the supervisory authority may turn directly to the other affected
undertakings for purposes of obtaining this information. It may only conduct
on-site verification of this information at these undertakings in Liechtenstein
or with the approval of the competent foreign supervisory authority; for this
purpose, it may avail itself of an auditor or other expert.

122 Article 72c, paragraph 7 inserted by LGBI. 2003 No. 95.
123 Article 72c, paragraph 8 inserted by LGBI. 2003 No. 95.
124 Article 72d inserted by LGBI. 2003 No. 95.
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3) If the head office of at least one of the insurance undertakings
belonging to the circle of undertakings described in article 72b, paragraph
1(a) to (c¢) is in another Contracting Party to the EEA Agreement, then the
supervisory authority shall, without being reguested, communicate to the
respective competent foreign supervisory authority the information
concerning supplementary supervision that it deems to be significant for this
supervisory authority. The supervisory authority shall grant requests by
supervisory authorities of other Contracting Parties to the EEA Agreement
for transfer of information that enables or facilitates supplementary
supervision. This shall also apply to requests by these authorities concerning
the verification of important such information. The supervisory authority may
conduct such verifications itself or allow the requesting authority or an
auditor or other expert to conduct it. If the supervisory authority does not
conduct such a verification itself, it may participate therein.

4) If the circle of undertakings described in article 72b, paragraph 1(a) to
(c) encompasses at least one financial services undertaking whose head office
is in one of the Contracting Parties to the EEA Agreement that is not an
insurance undertaking, then the supervisory authority shall work closely
together with the supervisory authorities responsible for this undertaking and
make al information available to them that is suitable to facilitate their work.

5) If the information pursuant to article 72b, paragraph 3 and article 72c,
paragraph 1, sentence 1 shows that the own funds of the insurance
undertaking subject to supplementary supervision are insufficient or are in
danger of becoming insufficient, then the supervisory authority shall take
appropriate measures vis-a-vis this insurance undertaking. This shall apply in
particular if the allowable own funds of this insurance undertaking and the
undertakings subordinate to it determined in accordance with article 72c fall
below the solvency margin of this insurance undertaking and the
undertakings subordinate to it determined in accordance with article 72c.

Article 72e'%
Repealed

125 Article 72e repealed by LGBI. 2009 No. 333.
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Article 72f1
Repealed

IX. Transitional and final provisions

Article 73
Allowability of sureties

Sureties aready paid shall be counted toward the surety to be deposited
pursuant to article 54.

Article 74
Repeal of existing law

The Ordinance of 15 September 1970 on the Sureties to be Paid by
Insurance Undertakings, LGBI. 1970 No. 27, is hereby repealed.

Article 75
Entry into force
This Ordinance shall enter into force on the day of its publication.

The Government
signed Dr. Mario Frick
Prime Minister

1 Article 72f repealed by LGBI. 2009 No. 333.
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Annex 1

Coverage of ancillary risks in non-life insurance (article 11,
paragraph 4)

1. An undertaking obtaining a license for a principal risk belonging to one
class or a group of classes may aso insure risks included in another class
without alicense being necessary for them if they:

a) areconnected with the principal risk,
b) concern the object which is covered against the principal risk, and
c) arecovered by the contract insuring the principal risk.

2. The risks included in classes 14, 15, and 17 may not, however, be
regarded as risks ancillary to other classes.

3. However, therisk included in class 17 (legal expenses insurance) may be
regarded as arisk ancillary to class 18, if the conditions set out in point 1
are fulfilled and the principal risk only concerns the assistance granted to
persons getting into difficulties while traveling or while away from their
residence or permanent abode.

4. Lega expenses insurance may aso be regarded as an ancillary risk under
the conditions set out in point 1 if it relates to dispute or demands that
arise from the use of ships at sea or are connected to such use.

5. Except for the cases referred to in points 1 to 4, a risk belonging to a
particular insurance class may not be taken over by another insurance
class.
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Annex 2

Matching assets in non-life insurance and life insurance

(article 30, paragraph 1 and article 40, paragraph 1)

1. The currency in which the commitments of an insurance contract are
expressed shall be determined by the following rules:

a)

b)

<)

If the coverage provided by a contract is expressed in terms of a
particular currency, then the commitments of the insurance
undertaking shall be considered expressed in this currency.
If the coverage provided by a contract is not expressed in any
currency, then the obligations of the insurance undertaking shall be
considered satisfiable in the currency of the country in which the risk
is situated. However, the insurance undertaking may, in cases that
justify such a choice, choose the currency in which the premium is
expressed. This may be the case if it is aready probable at the time
the contract is concluded that a claim will be processed not in the
currency of the country in which the risk is situated, but rather in the
currency in which the premium is expressed.
The currency that an insurance undertaking considers, based on
experience, to be the most probable for satisfaction, or, if no such
experience exists, the currency of the country in which the
undertaking is established, may be used as the basisin the case of the
following risks, unless specia circumstances countervail:
ad) in the case of contracts covering risks classified under the
insurance branches 4, 5, 6, 7, 11, 12, 13 (only manufacturer
liability);
bb) in the case of contracts covering risks classified under other
insurance classes for which, depending on the type of the risks,
the coverage must be in another currency than the currency that
would result from application of the af orementioned procedure.
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If an insurance undertaking is notified of a claim and if the claim is
to be processed in a particular currency different from the currency
resulting from application of the above rules, then the commitments
of the insurance undertaking shal be deemed expressed in this
currency, especidly if the currency in which the compensation to be
paid by the insurance undertaking has been determined pursuant to a
judicial decision or an agreement between the insurance undertaking
and the policyholder.

If a claim is determined in a currency known to the insurance
undertaking in advance that, however, does not result from
application of the abovementioned rules, then the insurance
undertakings may consider their commitments to be expressed in this
currency.

2. Technica provisions need not be invested in assets of the same currency
in which the commitments exist if

a)

b)

the currency is not a currency of a Contracting Party to the EEA

Agreement and the respective currency is not suitable for investment,

especialy if it is subject to transfer restrictions, or

in applying the rules applicable according to point 1, assets would

have to be kept in a particular currency, and these assets do not

amount to more than 7% of the assets existing in other currencies.

The resulting amount may not, however, exceed the following sums:

- for Greek drachmae, Irish pounds, and Portuguese escudos until
31 December 1998, two million ECU;

- for Belgian francs, Luxembourg francs, or Spanish pesetas until
31 December 1996, two million ECU.

3. The insurance undertakings may keep non-matching assets for covering
an amount of at most 20% of their commitment in a particular currency.
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Annex 2a%

Calculation of the general equalization reserve for
reinsurance undertakings and captives (article 47¢)

The equalization reserve for reinsurance undertakings and captives shall

be calculated as follows:

1

2.

The equalization reserve may not exceed a maximum required amount
and may not fall below a minimum required amount.

The maximum required amount shall be composed of the sum of the
individual required amounts that are calculated in accordance with points
3to 5for every individual risk or every group of risks.

The maximum required amount may not exceed the sum of the net
premiums written over the last five business years multiplied by the factor
17.5.

The minimum required amount shall be 30% of the maximum required
amount. If it is not generated by any technical surplus, then the minimum
required amount shall be calculated by taking into account other resources
of the undertaking on the order of the supervisory authority.

The supervisory authority shall lay down the procedures to be observed
when calculating the required amounts.

126 Annex 2ainserted by LGBI. 2009 No. 333.
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Annex 3127

Methods of calculating the equalization reserve for credit
insurance (article 38, paragraph 2 and article 47f,
paragraph 2)

Method No. 1

The equalization reserve shall in each financia year receive 75% of any
technical surplus arising on credit insurance business, subject to a limit of
12% of net premiums or contributions until the reserve has reached 150% of
the highest annual amount of net premiums or contributions received during
the previous five financial years.

Method No. 2

1. The equalization reserve shall be 134% of the average of the premiums
written and received for own account during the previous five business
years.

2. The reserve shall in each business year receive 75% of any technical
surplus arising in credit insurance until the reserve is at least equal to the
minimum calculated in accordance with point 1.

Method No. 3

The equalization reserve shall be calculated as follows:;

1. All calculations shall relate to income and expenditure for the insurer's
own account.

2. An amount in respect of any claims shortfall for each business year shall

be placed to the equalization reserve until it has reached, or is restored to,
the required amount. There shall be deemed to be a claims shortfall if the
clams ratio for a business year is lower than the average claims ratio for
the reference period. The amount in respect of the claims shortfall shall
be arrived at by multiplying the difference between the two ratios by the
earned premiums for the business year.

127 Annex 3 amended by LGBI. 2009 No. 333.
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The required amount shall be equal to six times the standard deviation of
the claims ratio in the reference period from the average claims ratio,
multiplied by the earned premiums for the business year.

Where claims for any business year are in excess, an amount in respect
thereof shall be taken from the equalization reserve. Claims shall be
deemed to be in excess if the claims ratio for the financia year is higher
than the average claims ratio over the reference period. The amount in
respect of the excess claims shall be arrived at by multiplying the
difference between the two ratios by the earned premiums for the
financial year.

Irrespective of claims experience, 3.5% of the required amount of the
equalization reserve shall be first placed to that reserve each financia
year until its required amount has been reached or restored.

The length of the reference period shall be not less than 15 years and not
more than 30 years. Upon notification to the supervisory authority, no
equalization reserve need be formed if no underwriting loss has been
noted during the reference period.

The required amount of the equalization reserve and the amount to be
taken from it may be reduced if the average claims ratio for the reference
period in conjunction with the expenses ratio shows that the premiums
include a safety margin.

Method No. 4
The equalization reserve shall be calculated as follows:

1

2.

All calculations shall relate to income and expenditure for the insurer's
own account.

An amount in respect of any claims shortfall for each business year shall
be placed to the equalization reserve until it has reached the maximum
required amount. There shall be deemed to be a claims shortfall if the
clams ratio for a business year is lower than the average claims ratio for
the reference period. The amount in respect of the claims shortfall shall
be arrived at by multiplying the difference between the two ratios by the
earned premiums for the financial year.

The maximum required amount shall be equal to six times the standard
deviation of the claims ratio in the reference period from the average
claims ratio, multiplied by the earned premiums for the business year.
Where claims for any business year are in excess, an amount in respect
thereof shall be taken from the equalization reserve until it has reached
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the minimum amount required. Claims shall be deemed to be in excess if
the claims ratio for the financial year is higher than the average claims
ratio. The amount in respect of the excess claims shall be arrived at by
multiplying the difference between the two ratios by the earned premiums
for the business year.

. The minimum required amount shall be equal to three times the standard
deviation of the claims ratio in the reference period from the average
claims ratio multiplied by the earned premiums for the business year.

. The length of the reference period shall be not less than 15 years and not
more than 30 years. Upon notification to the supervisory authority, no
equalization reserve need be formed if no underwriting loss has been
noted during the reference period.

. Both required amounts of the egualization reserve and the amount to be
placed to it or the amount to be taken from it may be reduced if the
average claims ratio for the reference period in conjunction with the
expenses ratio show that the premiums include a safety margin and that
safety margin is more than one-and-a-half times the standard deviation of
the claims ratio in the reference period. In such a case the amounts in
guestion shall be multiplied by the quotient or one-and-a-half times the
standard deviation and the safety margin.



70

Annex 4!

Accounting
(articles 13, 29, 37, 39, 47, 47a and 64)

Relationship between external form and economic content of reinsurance
contracts

a)

b)

Reinsurance contracts may in no case be treated like co-insurance
contracts.

Premium and claims portfolios invoiced shall not be taken into
account to the extent that no actual portfolio changes have taken
place; reinsurance contracts shall to this extent be treated as
continuously existing contracts.

Layout of the balance sheet
The balance sheet shall be compiled in account form. The following items
shall be entered in this regard:

Assets

. Intangible investment values

Formation expenses
Goodwill
Expenses for the acquisition of insurance portfolios

IV. Other immaterial investment values
Investments

Land and buildings

Investments in affiliated undertakings and participating interests
1. Sharesin affiliated undertakings

2. Debt securitiesissued by, and loans to, affiliated undertakings

1 Annex 4 amended by LGBI. 2003 No. 95 and LGBI. 2009 No. 333.



71

Participating interests

Debt securitiesissued by, and loans to, undertakings with which
an insurance undertaking is linked by virtue of a participating
interest

I11. Other financial investments

1

7.

o g s~ wN

Shares and other variable-yield securities and unitsin unit trusts
Debt securities and other fixed-income securities

Participation in investment pools

Loans guaranteed by mortgages

Other loans

Deposits with banks

Other financial investments

V. Deposits with ceding undertakings

C. Investments for the benefit of life insurance policyholders who bear the
investment risk

D. Other debtors
I. Debtors arising out of direct insurance operations

1

policyholders

a) affiliated undertakings

b) undertakings linked by virtue of a participating interest
c) other policyholders

insurance mediators

a) affiliated undertakings

b) undertakings linked by virtue of a participating interest
c) other insurance mediators
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1. Debtors arising out of reinsurance operations
1. dffiliated undertakings
2. undertakings linked by virtue of a participating interest
3. other debtors

I11. Other debtors
1. affiliated undertakings
2. undertakings linked by virtue of a participating interest
3. other debtors

IV. Subscribed capital called but not paid

Other assets

I. Tangible assets (except land and buildings) and stocks

1. Cash at bank and in hand, post cheque balances, chegues

[11. Own shares or units— with an indication of their nominal value or
their accounting par value (for no-par-value shares)

IV. Other assets

Prepayments and accrued income

I.  Accrued interest and rent

1. Accrued disagio amounts

I11. Other prepayments and accrued income

Liabilities

. Capital and reserves

|. Capital caled
1. subscribed capital
2. reduced by: capital not called
3. capital caled, of which paid
1. Organization fund
I11. Capital reserves
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IV. Retained earnings
1. Legad reserve
Reserve for own shares or units
Reserve required by articles of association
Equalization reserve
. Other reserves
V. Profit or loss brought forward
V1. Profit or loss for the business year
Subordinated liabilities
Fund for future appropriations

G RN

. Technical provisions

I. Provision for unearned premiums

1. grossamount

2. reduced by:  reinsurers amount
Il. Lifeinsurance provision

1. grossamount

2. reduced by:  reinsurers amount
I11. Claims outstanding

1. grossamount

2. reduced by:  reinsurers amount
IV. Provision for bonuses and rebates

1. grossamount

2. reduced by:  reinsurers amount
V. Equalization provision
V1. Other technical provisions

1. grossamount

2. reduced by:  reinsurers amount
Technical provisions for life insurance policies where the investment risk
is borne by the policyholders

1. grossamount

2. reduced by:  reinsurers amount
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Provisions for other risks and charges

I. Provisionsfor pensions and similar obligations
I. Provisions for taxation

I11. Other provisions

. Deposits received from reinsurers
. Other creditors

I. Creditors arising out of direct insurance operations
1. affiliated undertakings
2. undertakings linked by virtue of a participating interest
3. other creditors
Il. Creditors arising out of reinsurance operations
1. dffiliated undertakings
2. undertakings linked by virtue of a participating interest
3. other debtors
I11. Debenture loans
1. affiliated undertakings, of which convertible
2. undertakings linked by virtue of a participating interest, of which
convertible
3. other debtors, of which convertible
IV. Amounts owed to banks
1. affiliated undertakings
2. undertakings linked by virtue of a participating interest
3. other debtors
V. Other creditors
1. tax
2. social security
3. affiliated undertakings
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4. undertakings linked by virtue of a participating interest
5. other creditors

|.  Accruas and deferred income

3. Accounting provisions relating to investments

a)

b)

<)

d)

€)

f)

9

h)

The item "Land and buildings" shall comprise land, rights to land,
rights to land equivalents, and buildings, including buildings on third-
party land, buildings under construction, and payments made toward
land, rights to land, rights to land equivalents, and buildings.

The item "Debt securities and fixed-income securities' shall only
comprise negotiable securities.

Securities bearing interest the rate of which variesin line with specific
factors, for example the interest rate on the inter-bank market or on
the Euromarket, shall also be regarded as debt securities and other
fixed-income securities.

The item "Participation in investment pools' shall comprise shares
held by an undertaking in joint investments constituted by several
undertakings, the management of which has been entrusted to one of
those undertakings.

Loans guaranteed by mortgage shall be disclosed as such even where
they are also secured by insurance policies.

Loans to policyholders for which the policy is the main security shall
be included under " Other loans".

The item "Deposits with banks' shall only comprise sums the
withdrawal of which is subject to a time restriction. Sums deposited
with no such restriction shall be disclosed under "Cash at bank and in
hand, post cheque balances, cheques' even if they bear interest.
Securities deposited with ceding undertakings or third parties which
remain the property of the reinsurer shall be entered in the latter's
accounts as an investment, under the appropriate item.
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4. Deposits

a)

b)

Deposits shall be disclosed in the amount of the guarantees deposited
with ceding undertakings or third parties or retained by ceding
undertakings. Any expected permanent depreciations of value shall be
disclosed, in order to assess the deposits at the lower value they
should be assigned at the close of the business year.

Deposits may not be combined with other amounts owed or set off
against amounts owed to the ceding insurer.

5. Special valuation provisions for particular investments

a)

b)

The following provisions shall apply to the valuation of debt securities
and other fixed-income securities that do not belong to the
investments for the benefit of life insurance policyholders who bear
the investment risk: Where the purchase price exceeds the amount
repayable at maturity, the amount of the difference shall be written
off. It is permissible, however, for the amount of the difference to be
written off in installments over the entire period remaining until
repayment; in this case, the difference must be disclosed separately in
the balance sheet or in the notes on the accounts. Where such
securities are sold before maturity and the proceeds are used to
purchase other such securities, then the difference between the
proceeds of sale and their book value may be spread uniformly over
the period remaining until the maturity of the sold securities. These
provisions shall not affect the obligation to show any expected
permanent depreciations of value, in order to fix the securities at the
lower value they should be assigned at the close of the business year.
Investments for the benefit of life insurance policyholders who bear
the investment risk shall be assessed at the current value according to
point 6 or 7.

6. Current value for land and buildings

a)

In the case of land and buildings, the market value at the close of the
business year according to b) and c), if applicable reduced according
to d) and €), shall be assessed as the current value.
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Market value shall mean the price at which the land and buildings
could be sold under private contract between a willing seller and an
arm's length buyer on the date of valuation, it being assumed that the
property is publicly exposed to the market, that market conditions
permit orderly disposal, and that a normal period, having regard to the
nature of the property, is available for the negotiation of the sale.

The market value shall be determined through separate valuations of
each land and buildings item, carried out at least every five years
according to methods generally recognized or recognized by the
insurance supervisory authority. Subject to d) and €), the determined
estimate shall be maintained until the next determination of market
vaue.

Where the value of any land and buildings item has diminished since
the preceding valuation under b) and c), an appropriate write-off shall
be made. If no further depreciation requires any further write-off, then
the corrected value shall be maintained until the next determination of
market value under b) and c), subject to €).

Where on the date on which the annual account statement or the
consolidated annual account statement is drawn up, land and buildings
have been sold or are to be sold within the short term, the value
arrived at in accordance with b) to d) shall be reduced by the actual or
estimated realization costs.

Where it is impossible to determine the market value of a land and
buildings item, the value arrived at on the basis of the principle of
purchase price or production cost shall be deemed to be the current
vaue.

. Current value for other investments

a)

b)

In the case of investments other than land and buildings, the likely
realizable value, taking into account the principle of prudence, shall
be assessed as the current value, subject to b) to d). This shall not
apply to shares in affiliated undertakings and participating interests to
which the equity method applies.

Where investments are officially listed on an official stock exchange,
the current value shall be the value on the balance-sheet date or, when
the balance-sheet date is not a stock-exchange trading day, on the last
stock-exchange trading day before that date.
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¢) Where a market exists for investments other than those referred to in
b), the current value shall be the average price at which such
investments were traded on the balance-sheet date or, when the
balance-sheet date is not a trading day, on the last trading day before
that date.

d) Where on the date on which the annua account statement or the
consolidated annual account statement is drawn up, investments such
as referred to in b) or ) have been sold or are to be sold within the
short term, the value according to b) or c) shall be reduced by the
actua or estimated realization costs.

8. Accrual and deferral

a) The item "Accrued interest and rent" shall comprise those items that
represent interest and rent that have been earned up to the balance-
sheet date but that will only become receivable after this date.

b) For non-life insurance, the deferral of costs of acquiring insurance
policies shall only be permissible in the form of a reduction of the
provision for unearned premiums.

¢) For lifeinsurance, the deferral of costs of acquiring insurance policies
shall only be permissible in the form of zillmerizing the life insurance
provision.

9. Accounting rules relating to mixed items between own capital and

borrowed capital

a) Whereit has been contractually agreed that, in the event of liquidation
or bankruptcy, liabilities, whether or not represented by certificates,
are to be repaid only after the claims of all other creditors have been
met, the liabilities in question shall be disclosed under the item
"Subordinated liabilities".

b) Theitem "Fund for future appropriations' shall comprise amounts the
distribution of which between the policyholders and the owners had
not yet been determined by the balance-sheet date.

10. Accounting rules relating to technical provisions

a) The item "Technical provisions for life insurance policies where the
investment risk is borne by the policyholders" shall comprise technical
provisions to cover liabilities relating to investment in the context of
life insurance policies the value or the return on which is determined
by reference to an index or by reference to investments for which the
policyholder bears the risk. If additional technical provisions are
formed for such life insurance policies to cover death risks, operating
expenses, benefits payable at the maturity date, or other risks, then
they shall be disclosed under the item "Life insurance provisions".
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b)

<)
d)

€)

0)
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The item "Technical provisions for life insurance policies where the
investment risk is borne by the policyholders' shall also comprise
technical provisions for obligations vis-a-vis the members of atontine.
Aging reserves for health insurance policies shall be disclosed under
theitem "Life insurance provision".

The item "Life insurance provision" shall aso comprise bonuses
aready declared.

The item "Provision for bonuses and rebates’ shall comprise bonuses
and other amounts intended for future distribution to policyholders or
contract beneficiaries that have not yet been credited to individual
policyholders but also do not belong to the item "Fund for future
appropriations’.

The item "Equalization provision™ shall comprise amounts set aside in
compliance with legal or administrative requirements to equalize
fluctuations in loss ratios in future years or to provide for specia
risks.

Provisions for unexpired risks arising from the insurance portfolio
shall be disclosed under the item "Other technical provisions'.

Valuation of technical provisions in general

a)

b)

The amount of technical provisions must be such that an undertaking
can meet any liabilities arising out of insurance contracts as far as can
reasonably be foreseen.

If policies accepted for reinsurance are included in the profit and loss
account or the consolidated profit and loss account with delay, then
the technical provisions determined for a cut-off date prior to the
balance-sheet date shall be increased to the extent necessary for the
fulfillment of the requirement described in a) with respect to the
affected reinsurance contracts.



80

<)

The reinsurers’ amounts shall comprise the actual or estimated values
that, under contractual reinsurance arrangements, are deducted from
the gross amounts of technical provisions. As regards the provision
for unearned premiums, however, the reinsurers amounts shall be
valued according to point 12, if the resulting amounts are lower than
according to the provisions of the reinsurance contract in question;
this shall not apply if, at the time the annual account statement or the
consolidated annua account statement is compiled, the rescission of
the reinsurance contract has already been determined by the balance-
sheet date.

12. Valuation of the provision for unearned premiums

a)

b)

<)

The provision for unearned premiums shall comprise the share of
premiums written falling within the period after the balance-sheet
date.

The provision for unearned premiums shall in principle be computed
separately for each insurance contract. The use of statistical methods
shall be permissible, and in particular proportional and flat-rate
methods, where they may be expected to give approximately the same
results asindividual calculations.

In classes of insurance where the assumption of atemporal correlation
between risk experience and premium is not appropriate, calculation
methods shall be applied that take account of the differing pattern of
risk over time.

13. Valuation of the life insurance provision

a)

b)

<)

The life insurance provision shall comprise the actuarially estimated
value of an insurance undertaking's liabilities including bonuses
already declared and after deducting the actuarial value of future
premiums.

The computation shall be made annually by an actuary or other
specidist in this field on the basis of recognized actuarial methods.
The interest rates used may not exceed the maximum interest rates
determined by the supervisory authority.

The life insurance provision shall in principle be computed separately
for each life insurance contract. Statistical or mathematical methods
may be used where they may be expected to give approximately the
same results as individual calculations.
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d) The aging reserve for health insurance contracts may be determined

with statistical or mathematical methods where they may be expected
to give approximately the same results as individual calculations.

14. Valuation of the provision for claims outstanding in the case of non-life
insurance

a)

b)

A provision shall in principle be computed separately for each case on
the basis of the costs still expected to be paid after the balance-sheet
date, including claims settlement costs of al kinds. The use of
statistical methods shall be permissible if they result in an adequate
provision having regard to the nature of the risks. In the case of co-
insurance, the provision must proportionately correspond at least to
the amount determined by the leading insurance undertaking.

A separate provision shall allow for claims incurred but not reported
by the balance-sheet date, the amount of which shall be determined
having regard to past experience as to the number of claims incurred
before the balance-sheet date but reported afterward and as to the
magnitude of expenditures associated with these claims.

Where benefits resulting from a claim must be paid in the form of
annuities, the amounts to be set aside for that purpose shal be
calculated by recognized actuarial methods.

Discounting or deductions shall not be permissible.

Recoverable amounts arising out of the acquisition of the rights of
policyholders with respect to third parties or of the legal ownership of
insured property shall be deducted from the provision for claims
outstanding; they shall be estimated on a prudent basis.

15. Valuation of the provision for claims outstanding in the case of life
insurance

a)

A provision shal in principle be computed separately for each case.
Claims incurred but not reported by the balance-sheet date shall be
included in the computation on the basis of estimates.

1 Annex 4, point 14(a) amended by LGBI. 1999 No. 250.
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b) The amount of the provision shal be calculated for each case

according to the sums due to the beneficiaries, plus the costs of
settling claims; amounts aready paid by the balance-sheet date shall
be deducted.

16. Valuation of the provision for unexpired risks arising from the insurance
portfolio
A provision for unexpired risks arising from the insurance portfolio shall
be formed in the amount of the positive differences for own account that
result for delimitable partial insurance portfolios or for the entire
insurance portfolio from the following comparison with respect to risks to
be borne after the balance-sheet date on the basis of contracts concluded
prior to this date: expenses likely to arise for claims, premium refunds,
and insurance operations reduced by unearned premiums and any future
premiums receivable.

17. Deposits received

a)

b)

In the balance sheet of an undertaking ceding reinsurance, this item
shall comprise amounts deposited by or withheld from other insurance
undertakings under reinsurance contracts. Where an undertaking
ceding reinsurance has received as a deposit securities that have been
transferred to its ownership, thisitem shall comprise the amount owed
by the ceding undertaking by virtue of the deposit.

Deposits received may not be merged with other amounts owed to or
by the other undertakings in question.

18. General provisions for the profit and loss account

a)

The profit and loss account shall be compiled in report form. The
items enumerated in point 19 shall be disclosed. Non-life insurance
accepted for reinsurance shall be included in the technical account for
non-life insurance, and life insurance accepted for reinsurance shall be
included in the technical account for life insurance. Insurance
undertakings that do not conclude life insurance policies themselves
but only accept life insurance for reinsurance may include these
transactions in the technical account for non-life insurance.
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b) In the case of co-insurance, the profit and loss account shall only
include the insurance undertaking's portions of the total amounts of
the income and charges.

¢) Reinsurance acceptances may be included in the profit and loss
account with up to one year delay. Other than the exceptional case of
a change to the time period by which the inclusion of such
transactions is delayed, the income and charges for twelve months
shall aways be included in the profit and loss account.

19. Layout of the profit and loss account
I.  Technical account for non-life insurance
1. Earned premiums, net of reinsurance
a) Gross premiums written
b) Outward reinsurance premiums
¢) Changein the gross provision for unearned premiums
d) Change in the provision for unearned premiums, reinsurers
share
2. Allocated investment return (transferred from the non-technical
account, item 6)
3. Other technical income, net of reinsurance
4. Claimsincurred, net of reinsurance
a) Claimspad
ad) gross amount
bb) reinsurers share
b) Changein the provision for claims
aa) gross amount
bb) reinsurers' share
5. Changes in other technical provisions, net of reinsurance, not
shown under other headings
6. Bonuses and rebates, net of reinsurance
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8.
9.
10.

Net operating expenses

a) Acquisition costs

b) Administrative expenses

¢) Reinsurance commissions and profit participation
Other technical charges, net of reinsurance

Change in the equalization provision

Balance on the technical account for non-life insurance

II. Technical account for life insurance

1

share

gk w

Earned premiums, net of reinsurance

a) Gross premiums written

b) Outward reinsurance premiums

¢) Changein the gross provision for unearned premiums

d) Change in the provision for unearned premiums, reinsurers

Investment income

a) Current income from participating interests, with a separate
indication of that derived from affiliated undertakings

b) Current income from land and buildings

c) Current income from other investments, with a separate
indication of that derived from affiliated undertakings

d) Valuere-adjustments on investments

€) Gainson the redization of investments

Unrealized gains on investments

Other technical income, net of reinsurance

Claims incurred, net of reinsurance

a) Claimspaid
ad) gross amount
bb) reinsurers' share
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b) Changein the provision for claims
ad) gross amount
bb) reinsurers' share
6. Change in other technical provisions, net of reinsurance, not
shown under other headings
a) Changein lifeinsurance provision
ad) gross amount
bb) reinsurers share
b) Changein other technical provisions
7. Bonuses and rebates, net of reinsurance
8. Net operating expenses
a) Acquisition costs
b) Administrative expenses
¢) Reinsurance commissions and profit participation
9. Investment charges
a) Investment management charges and interest charges
b) Vaue adjustments on investments
¢) Losseson the redization of investments
10. Unresalized losses on investments
11. Other technical charges, net of reinsurance
12. Allocated investment return transferred to the non-technical
account (item 4)
13. Allocations to or withdrawals from the fund for future
appropriations
14. Balance on the technical account for life insurance
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I11. Non-technical account

1
2.
3.

Balance on the technical account for non-life insurance

Balance on the technical account for life insurance

Investment income

a) Current income from participating interests, with a separate
indication of that derived from affiliated undertakings

b) Current income from land and buildings

c) Current income from other investments, with a separate
indication of that derived from affiliated undertakings

d) Valuere-adjustments on investments

€) Gains on therealization of investments

Allocated investment return transferred from the life insurance

technical account (item 12)

Investment charges

a) Investment management charges and interest charges

b) Vaue adjustments on investments

¢) Losseson the redization of investments

Allocated investment return (transferred to the non-life insurance

technical account, item 2)

Other income from ordinary activities

Other charges from ordinary activities

Profit or loss on ordinary activities

. Extraordinary income

. Extraordinary charges

. Extraordinary profit or loss
. Taxes on income and profit
. Other taxes

. Annual profit/annual loss
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20. Gross premiums written

a):

a)

b)

d)

The item "Gross premiums written" shall comprise al premiums

due during the business year regardless of the fact that such

amounts may relate in whole or in part to periods after the balance-
sheet date.

These premiums shall also include:

ad) premiums yet to be written, where the premium calculation
can be done only at the end of the business year

bb) single premiums, including annuity premiums; the inclusion
of single premiums resulting from bonus and rebate
provisions shall be permissible;

cc) additional premiums in the case of half-yearly, quarterly, or
monthly payments from policyholders for expenses borne by
the insurance undertaking;

dd) reinsurance premiums due from ceding and retroceding
insurance undertakings, including portfolio entries that are
paid upon conclusion or change of insurance contracts
accepted for reinsurance.

The following shall be deducted from the premiums referred to in

ad) portfolio withdrawals credited to ceding and retroceding
insurance undertakings that are paid upon changing or
terminating insurance business accepted for reinsurance;

bb) cancellations of premiums charged to the business year.

Taxes of charges levied with premiums or on premiums may not

be included in the item " Gross premiums written".
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21. Outward reinsurance premiums

a)

b)

<)

The item "Outward reinsurance premiums' shall comprise al
premiums paid or payable in the business year in respect of
outward reinsurance contracts entered into by an insurance
undertaking.

These premiums shall also include portfolio entries payable on the
conclusion or amendment of outward reinsurance contracts.
Portfolio withdrawals payable upon changing or terminating
outward reinsurance contracts shall be deducted from the
premiumsreferred to in a).

22. Claims incurred

a)

b)

The item groups "Claims incurred, net of reinsurance’ shal
comprise the payments made in the business year for claims
including annuity payments and surrender payments as well as
external and internal claims management expenses. Entries and
withdrawals of loss provisions shall be taken into account in the
same way as for portfolio entries and withdrawal s as governed by
points 20 and 21. Sums recoverable on the basis of subrogation
and salvage within the meaning of point 14(€) that the insurance
undertaking has received in the business year shall be deducted
from the gross amount of the payments for claims.

The item groups "Change in the provision for claims' shall
comprise the difference between the provision for claims at the
end of the business year and the provision for claims at the
beginning of the business year, taking into account the difference
between the amount owed on the basis of subrogation and salvage
within the meaning of point 14(e) at the end of the business year
and the beginning of the business year. The calculation of the
difference shall also take into account the provisions for claims
incurred but not yet reported in the business year and for non-life
insurance benefits to be paid in the form of annuities.
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23. Bonuses and rebates

a)

b)

The items "Bonuses and rebates" shall comprise the payments for
bonuses and rebates made to policyholders and other beneficiaries
in the business year and provisions for this purpose at the end of
the business year, minus the provisions for this purpose at the
beginning of the business year, always net of reinsurers shares.
Payments within the meaning of the preceding sentence shall also
encompass the corresponding increase of other technical
provisions and offsetting of future premiums.

Bonuses shall comprise premium rebates resulting from surplus or
profit on business as a whole or a section of business; rebates shall
comprise premium rebates resulting from the experience of
individual contracts.

24. Operating costs

a)

b)

c)

Direct costs attributable to the conclusion of individua insurance
contracts and other expenses arising from the conclusion of
insurance contracts shall be disclosed in the items "Acquisition
costs’. These shall include acquisition commissions, renewal
commissions, and advertising expenses.

Staff costs, depreciation provisions in respect of office furniture
and equipment, and other office expenses shall be divided among
the items "Claims incurred, net of reinsurance”, "Acquisition
costs’, "Administrative expenses’, "Investment management
charges and interest charges’, and "Other charges from ordinary
activities', to the extent that they arise from ordinary activities. In
this regard, the items "Acquisition costs" should be assigned the
costs of processing proposals, the cost of drawing up the insurance
document, the issuing of policies, and including the insurance
contract in the portfolio; the items " Administrative expenses' shall
in particular include the costs arising from premium collection,
portfolio administration, handling of bonuses and rebates, and
handling of reinsurance.

The items "Administrative expenses' shall also include collection
and portfolio management commissions.
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25. Investment income and charges

a)

b)

0)

d)

If an insurance undertaking only compiles a technical account for
non-life insurance according to point 18(a), but not a technical
account for life insurance, then it shall disclose al income and
charges in connection with investments in the corresponding items
of the non-technical account.

If an insurance undertaking only compiles a technical account for
life insurance according to point 18(a), but not a technical account
for non-life insurance, then it shall disclose al income and charges
in connection with investments in the corresponding items of the
technical account for life insurance.

If an insurance undertaking compiles both a technical account for
non-life insurance and a technical account for life insurance
according to point 18(a), then it shall disclose in the corresponding
items of the latter account the income and charges relating to
investments that are directly connected with life insurance and the
remaining income and charges relating to investments in the
corresponding items of the non-technical account. Income and
charges directly connected with life insurance shall in any event
comprise the income and investments relating to separately kept
investments that are intended to cover the technical provisions for
life insurance. In this case, the consolidated profit and loss
account may also include al income and charges relating to
investments in the corresponding items of the non-technical
account.

It shall be permissible to transfer part of the investment income
disclosed in the technical account for life insurance to the non-
technical account; the transferred amount shall be disclosed in the
items "Allocated investment return transferred to the non-technical
account” and "Allocated investment return transferred from the
life insurance technical account”. It shall also be permissible to
transfer part of the investment income disclosed in the non-
technical account to the technical account for non-life insurance;
the transferred amount shall be disclosed in the items "Allocated
investment return”. A direct transfer of investment income from
the technical account for life insurance to the technical account for
non-life insurance shall not be permissible. When applying the last
sentence of c), it shall also be permissible to transfer part of the
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investment income to the technical account for life insurance; the
transferred amount shall be disclosed in the corresponding item.

26. Unrealized gains and losses on investments

a)

b)

The items "Unrealized gains on investments' and "Unrealized
losses on investments' shall comprise the changes to the
difference between the valuation of investments for the benefit of
life insurance policyholders who bear the investment risk at the
current value according to point 5(b) and their valuation according
to the provisions applicable to other investments.

Write-ups and write-offs affecting other investments may not be
included in the item referred to in @), but must be disclosed in the
items "Vaue readjustments on investments' and "Value
adjustments on investments’.

27. Assets analysis

The balance sheet or the notes on the accounts shall aso include the
experience of the individual items of immaterial investment values,
land and buildings, and the individua items of investments in
affiliated undertakings and participating interests. In this regard,
starting with the balance sheet values at the beginning of the business
year, the accruals, reductions, transfers, write-ups, and write-offs of
the business year shall be disclosed separately.

28. Other notes on the account concerning the balance sheet

a)

The notes on the account shall aso include:

ad) the balance sheet value of land and buildings that the
insurance undertaking uses itself;

bb) the amount of the loans to policyholders for which the policy
isthe main security;
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b)

<)
d)

cc) aprecise breakdown of "Other loans', if the "Other loans" not
secured by policies are material;

dd) the acquisition costs deducted from the gross amount of the
provision for unearned premiums;

ee) the zillmer deductions taken from the gross amount of thelife
insurance provision;

ff) asummary of the most important computation bases for the
life insurance provision;

gg) the amounts owed on the basis of subrogation and salvage
within the meaning of point 14(e) deducted from the
provision for claims, if they are material;

hh) the amount of the provision for unexpired risks arising from
the insurance portfolio, if it is material;

If the investments disclosed in the items "Other investments' are

material, they must be explained in more detail in the notes on the

account. The same shall apply to the assets disclosed in the item

"Other assets’, if they are material.

The notes on the account shall make reference to the equalization

reserve.

The notes on the account shall indicate the values of investments

for the benefit of life insurance policyholders who bear the

investment risk determined on the basis of the purchase or

production costs and the current values of other investments.

Points 6 and 7 shall apply to the determination of current values.

The valuation method used to determine the current values shall be

indicated for al investments; the reason for the use of the

valuation method chosen in each case shall aso be indicated for

al investments, with the exception of land and buildings. The

current values for land and buildings shall be broken down by the

years in which their market values were most recently determined.
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29. Notes on the account concerning the sections of business

a)

b)

As regards non-life insurance, the notes on the accounts shall
disclose gross premiums written, gross premiums earned, gross
claims charges, gross operating expenses, and the reinsurance
balance. These amounts shall be shown broken down between
direct insurance and reinsurance acceptances, if reinsurance
acceptances amount to 10% or more of gross premiums written,
and then within direct insurance into the following groups of
classes:

ad) accident and health;

bb) motor, third-party liability;

cc) motor, other classes;

dd) marine, aviation and transport;

ee) fire and other damage to property;

ff) third-party liability;

gg) credit and suretyship;

hh) legal expenses,

ii) assistanceto tourists,

kk) miscellaneous.

The breakdown into classes and groups of classes within direct
insurance shall not be required where the amount of the gross
premiums written in a class or group of classes does not exceed 10
million euros; however, the amounts relating to the three classes or
groups of classes shall be disclosed in any case.

As regards life insurance, the notes on the accounts shall disclose
gross premiums written, broken down between direct insurance
and reinsurance acceptances, if reinsurance acceptances amount to
10% or more of gross premiums written; moreover, the
reinsurance balance shall be indicated in one sum. The gross
premiums written in direct insurance shal be broken down as
follows, if the following individual amounts listed exceed 10% of
the total gross premiums written in direct insurance:
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<)

d)

€)

a)

ad) individual premiums and premiums under group contracts;

bb) periodic premiums and single premiums;

cc) premiums from non-bonus contracts, premiums from bonus
contracts, and premiums from contracts where the investment
risk is borne by policyholders.

The gross premiums written in direct insurance shall be broken

down in the notes on the account according to their regional origin

into the following three partiad amounts, subject to the next

sentence: Liechtenstein, other Member States of the European

Economic Area, and other States. Partial amounts that do not

exceed 5% of the total amount of the gross premiums written need

not be indicated, however.

Insurance undertakings that only accept business for insurance

need only break down the gross premiums written into non-life

insurance and life insurance, instead of providing the information

according to @) and b).

The reinsurance balance within the meaning of a) and b) shal

mean the reinsurers' share in the technical balance of the section of

business in question, including any associated reinsurers sharesin

items that are not included in this balance.

30. Other notes on the account concerning the profit and loss account

The notes on the account shall aso include:

ad) the magnitude of the reinsurance acceptances included with
delay in the profit and loss account according to point 18(c),
with the respective amount of the time delay and a
justification of the method used; if the method changes, the
effect on the asset, financial, and income situation shall be
shown separately;

bb) the breakdown of the costs for bonuses and rebates, net of
reinsurance, by bonuses and by rebates, if one of these two
amounts is material;

cc) commissions of al kinds for direct insurance written in the
business year.
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b) If the difference between the amount of the provision for claims at

the beginning of the business year and the sum of the amounts
paid during the business year for claims incurred in previous
business years plus the amount of the provision for such
outstanding claims at the end of the business year is substantial,
then the difference shall be explained in the notes on the account
according to type and amount.

If an insurance undertaking makes use of point 25(d), then the
reason and calculation basis for every transfer shall be explained
in the notes on the account.



