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Summary
The present report provides an overview of the business, performance,
and system of governance, risk profile, capital management and
valuation of the Company for solvency purposes. The Company is
established and licensed in Lithuania and therefore supervised by the
Lithuanian financial supervisory authority, the Bank of Lithuania. The
Company is a non-life insurance company owned by Gjensidige
Forsikring ASA with a 99,967 % shareholding in the Company. The
Company provides general insurance to private and commercial
customers in the Baltic countries of Lithuania, Latvia and Estonia.
The Company reported a pre-tax profit of EUR 6 987 thousand in 2020.
The underwriting result of the Company in 2020 was a profit of EUR 5
682 thousand (EUR 3 546 thousand in 2019). The increase in
profitability was driven by improvements in both claims and cost areas.
The net loss ratio improved by 1,2 percentage point to 65,0% mostly due
to favourable weather conditions in the first quarter and lower claims
frequency in the second quarter related to Covid-19 pandemic effects.
Substantial improvement in profitability was achieved in the Medical
expense insurance, Other motor insurance and General liability
insurance lines while the Fire and other damage to property insurance
and Assistance insurance lines demonstrated worse results compared to
the prior year. The net cost ratio improved by 1,4 percentage points to
29,5% mostly driven by a lower level of sales commissions and saving
initiatives. The Company expects to grow business profitably and further
improve operational efficiency and quality of service provided to our
customers and partners in 2021.
The investment result of the Company in 2020 was a profit of EUR 1,2
million (in 2019 – a profit of EUR 1,8 million). The Company’s investment
portfolio is managed according to a locally approved strategy and is as an
integral part of the Gjensidige Forsikring Group investment portfolio.

The Company has implemented an effective risk management and
internal control system. The Company also has implemented four key
independent functions related to the responsibility for overseeing the
Company's activities: risk management, compliance, actuarial and
internal audit functions. A balanced remuneration policy, strict
adherence to the fit and proper requirements and a documented internal
control system are an integral part of the risk management and internal
control system.
The Company's risk management system is based on international
standards and includes processes related to risk identification, risk
assessment, monitoring as well as control and reporting. The risk
management system also includes the Company's Own Risk and Solvency
Assessment (ORSA). These processes are described in the Company's
internal management documents. The risk management system is
efficient and well-integrated into the organizational structure and
decision-making process.
The Company applies documented processes, procedures and rules in
order to effectively manage the risk that it is, or is likely to be, affected by
and to determine the general or specific risk profile of the Company. This
ensures an integrated approach to risk management, the reporting of
risk assessments, and the identification and assessment of emerging
risks.
The risk profile of the Company is proportional to the Company's
activities. The Company has a variety of risks that can be divided into
four categories: insurance risk, financial risks (market risk, credit risk,
liquidity risk), operational risk (including compliance risk), business and
strategic risk. Climate risk is included as an element under all types of
risk in the Company’s risk universe.
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The description of the risk profile for the Company is based on the
standard formula and the capital charges are calculated as per Q4 2020.
The concept of risk profile according to the standard formula comprises
underwriting risk, market risk, credit risk and operational risk.
Underwriting risk consists of risk related to general insurance. The
stand-alone capital requirement for underwriting risk related to general
insurance was 26,0 million EUR for the Company. Market risk is the risk
of experiencing losses due to changes in macroeconomic conditions
and/or changes in financial asset values. The stand-alone capital
requirement for market risk was 3,4 million EUR. Credit risk is
interpreted as counterparty default risk in the present report and is
calculated on the basis of credit exposure not already covered by market
risk. The stand-alone capital requirement for counterparty default risk
was 2,8 million EUR. Operational risk is related to the operations of the
business. The stand-alone capital requirement for operational risk was
3,4 million EUR. Diversification reduced the total capital charge by 7,6
million EUR.

The Solvency II capital requirement for the Company is 28,0 million EUR.
Eligible capital is 53,1 million EUR. This gives a Solvency margin of
190%.
Table 1 below summarizes the capitalization of the Company as at 31
December 2020:
Table 1: The capital position of ADB Gjensidige as at the end of 2020
Capital Situation
TEUR
Solvency II, SCR
Solvency II, MCR

Available
Capital
capital requirement
53 052
27 987
51 540

12 594

25 065

Solvency II
Margin
190 %

38 946

409 %

Surplus

For the purposes of solvency, the balance sheet of the Company has been
prepared in accordance with legal requirements. The main differences
between the balance sheet and the financial statements are due to
different valuations of technical provisions and the reassessment of
reinsurance assets, accounts receivable and deferred expenses. There
were no major changes to the valuation principles in 2020; the Company
has only adjusted assumptions, based on experience gained.
The Company’s capital management objectives are to ensure that the
capitalisation of the Company can sustain an adverse outcome without
giving rise to a financially distressed situation and that the Company’s
capital is used in the most efficient way.
The Company had sufficient own funds to meet the Solvency Capital
Requirement and Minimum Capital Requirement at any time in 2020.
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A. Business and Performance
A.1 Business
The Company is a public limited liability non-life insurance company
owned by the Norwegian company, Gjensidige Forsikring ASA, which
holds 99,967 % of all shares and by natural persons holding 0,033 % of
all shares. The Company is established and licensed in Lithuania and,
therefore, is supervised by the Lithuanian financial supervisory
authority, the Bank of Lithuania. The Company also carries out its
activity in Latvia and Estonia on the basis of the EU right to freedom of
establishment, i.e. operating through relevant branches established in
Latvia and Estonia. As at 31 December 2020 the Company did not have
any related companies.
Gjensidige Forsikring ASA is the parent company of the Company.
Gjensidige Forsikring ASA is a public limited company listed on the Oslo
Stock Exchange and is the parent company of the Gjensidige Group.
Gjensidige offers general insurance to private and commercial customers
through Gjensidige Forsikring in Norway and through its branches and
subsidiaries in Sweden, Denmark and the Baltic region.

The supervisory authority responsible for financial supervision of the
undertaking is the Bank of Lithuania, the financial supervisory authority
of Lithuania; e-mail: info@lb.lt, telephone 8 800 50 500.
The supervisory authority responsible for financial supervision of the
Company’s main shareholder Gjensidige Forsikring ASA is the Financial
Supervisory Authority of Norway (Finanstilsynet); e-mail:
post@finanstilsynet.no, telephone +47 22 93 98 00.
The external auditor of the Company is – „Deloitte Lietuva“, UAB . e-mail:
mjukna@deloitteCE.com; telephone +370 5 255 3061.
Figure 1 presents the simplified structure of the Gjensidige Forsikring
Group showing the position of the Company within the legal structure of
the Group:
Figure 1: Principal operational subsidiaries and branches in the
Gjensidige Forsikring Group

Gjensidige also offers pension, investment and savings products through
its subsidiary Gjensidige Pensjonsforsikring.
The Company has the right to perform all non-life insurance activities in
the three Baltic countries with the exception of credit insurance, legal
expense and workers compensation insurance. The main lines of
business are still Medical Expense insurance, Motor vehicle liability and
Other motor insurance as well as Fire and other damage to property
insurance. Detailed information on the Company’s lines of business can
be found in Chapter A.2.
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In 2020, the Company’s organizational structure was improved to
separate the first and second line information security function, to
ensure smooth-running processes in claims and to create a clear
organizational structure based on the principles of accountability and
transparent reporting. The organisational structure of the Company is
provided in Chapter B 1 System of Governance Figure 2.
The Company including foreign branches had a total of 701 employees at
the end of 2020 (in 2019– 760). The number of employees during 2020
decreased compared to 2019 as a result of the improved efficiency of
business processes, mostly in the sales area.

A.2 Underwriting Performance
Underwriting result
The Company's underwriting result in 2020 was a profit of EUR 5 682
thousand with net earned premiums amounting to EUR 109 510
thousand (in 2019 – a profit of 3 546 thousand with net earned
premiums of 114 337 thousand).

General insurance
Table 2a shows the underwriting performance at an aggregate level and
by material line of business for general insurance. Table 2b shows
earned premiums and underwriting results by country of operation.

Table 2a: Earned premium (figures in TEUR) and underwriting result per line of business

Line of business
Medical expense insurance
Income protection insurance

Net earned premium

UW result

2020

2019

2020

2019

16 848

17 633

699

204

3 285

3 386

689

698

-

-

-

-

Motor vehicle liability insurance

44 225

45 847

6 093

5 704

Other motor insurance

21 375

21 905

(535)

(2 254)

629

747

159

244

16 901

17 979

(263)

1 060

General liability insurance

3 099

3 581

483

162

Credit and suretyship insurance

1 006

960

523

338

-

-

-

-

1 715

1 926

(286)

300

427

373

229

128

-

-

7

-

Workers' compensation insurance

Marine, aviation and transport insurance
Fire and other damage to property insurance

Legal expenses insurance
Assistance
Miscellaneous financial loss
Non-proportional casualty reinsurance
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Annuities stemming from non-life insurance contracts
Total in quantitative report (S.05.01)

Table 2b: Earned premium (figures in TEUR) and underwriting
result per country

Country

Net earned premium

UW result

2020

2019

2020

2019

Estonia

6 748

8 434

638

(427)

Latvia

38 537

39 879

598

1 716

Lithuania

64 225

66 024

4 446

2 257

109 510

114 337

5 682

3 546

Total

In 2020 the Company’s operations were profitable with the underwriting
result of EUR 5,7 million. Profitability was achieved in most lines of
business such as Motor vehicle liability, Medical expense insurance,
Credit and suretyship insurance, Income protection insurance and
General liability insurance.
The profitability of the Other motor insurance line was still negative
although the losses were one quarter of the amount in 2019 due to an
improved frequency loss ratio. Result of the Fire and other damage to
property insurance line was also negative due to incurred large run-off
losses. The General liability insurance business line, on the contrary, was
positively impacted by run-off gains which contributed to significant
increase in profitability versus last year.

-

-

(2 116)

(3 038)

109 510

114 337

5 682

3 546

liability insurance prices dropped due to risk premium decrease. Driven
by the portfolio results and market developments, adjustments were
made to pricing and insurance conditions in the private segment of Fire
and other damage to property insurance, General liability insurance and
Medical expense insurance lines. In addition, insurance conditions on the
renewal of contracts with commercial clients were tightened to reduce
the number of loss-making customers.
Despite the numerous changes in insurance products and pricing, the
written premiums declined by 5,9% in 2020 compared to the previous
year driven by the impact of the COVID-19 pandemic which mostly
affected sales in the Travel and Motor insurance lines. In 2021 the
Company expects to return to positive premium growth and improve
operational efficiency while maintaining and further improving
profitability ratios.

Risk mitigation
The Company uses integrated risk mitigation techniques in respect of
underwriting activities. A comprehensive underwriting governance
framework has been established with the objective of minimising
unintentional risk taking.
The most important insurance risk mitigation techniques are:
• Diversification and combination within portfolios
• Reinsurance

The initiatives to increase profitability and diversification of portfolios
were continued in 2020. New pricing models were launched in Motor
vehicle liability insurance and Other motor insurance lines. Motor vehicle
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Gjensidige Forsikring ASA ensures open market benchmarking and/or
open market pricing for all relevant programs.

Diversification and combination within the portfolio
The main drivers of the insurance portfolio are small and medium-sized
enterprises and private individuals together with large corporate
businesses. In these segments risks are underwritten in a careful manner
utilising Group knowledge and underwriting tools. Many actions were
undertaken during the last year to create a more stable portfolio,
including rejecting renewals for a few highly exposed and high frequency
distribution risks.

Reinsurance programs are renewed every year and ordinary renewals
take place on January 1.
As stated above, the reinsurance of the Company is placed 100% with
Gjensidige Forsikring ASA, and the Gjensidige subsidiaries are included
in the Gjensidige Group’s reinsurance protection. Some smaller portions
of the reinsurance may also be placed in the open market when deemed
economically viable and beneficial.

Reinsurance
The activities in the Baltic region are reinsured through Gjensidige
Forsikring ASA and, as such, included in the Group reinsurance program
where relevant.

The above described process ensures that subsidiaries are priced
according to market standards.
Below is a summary of reinsurance premiums and losses for the year
2020 (IFRS).

Table 3: Technical result of insurance and reinsurance business, TEUR
ADB Gjensidige

Gross

Net

Reinsurer’s share

Premium earned

112 966

109 510

3 457

Claims incurred and expenses

73 338

71 194

2 144

Operating expenses

32 583

32 314

269

7 045

6 002

1 044

Technical result

Detailed analysis of reinsurance results by main line of business is
provided in the Company’s financial statements.
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A.3 Investment Performance

quarterly forecasts of expected income, the monitoring of fluctuations in
financial markets, and the delivery of monthly and quarterly reports on
the investment portfolio.

The Company’s investment portfolio is managed according to the
Gjensidige Forsikring Group’s investment principles therefore the
management principles listed below are applicable both to the
Company’s investments as well as the Group’s.
Gjensidige Forsikring Group’s Investment Centre provides investment
management and reporting services to the Company including proposals
for the investment management policy and strategy, the provision of

The general rule is that asset allocation in the Company will firstly be
used to hedge the technical provisions against interest rate and foreign
exchange risk, thereafter excess funds will be invested in interestbearing securities with low risk.
Table 4 shows financial results and carrying amounts by asset class:

Table 4: Financial results and carrying amounts by asset class, TEUR

Asset category
Bonds at amortised cost
Bonds at fair value
Equity investments
Collective investment
undertakings
Cash and deposits
Properties for own use
Investment management
expenses
Total

Carrying
amount as
at the end
of 2020
14 504
91 296
-

Solvency
result*

Accounting
result

129
416
-

26
416
-

Carrying
amount as
at the end
of 2019
21 359
74 244
-

17 978

824

824

14 048
134

(18)
65

137 960

Solvency
result*

Accounting
result

258
232
-

110
232
-

24 154

1 642

1 642

(18)
65

14 055
182

(47)
13

(47)
13

(162)

(162)

-

(142)

(142)

1 254

1 151

133 994

1 956

1 808

*The difference between Solvency II and Accounting results corresponds to the fair value adjustment of held-to-maturity bonds as of the last day of
the financial year.
As can be seen from table 4, the financial assets as at 31 December 2020
and 31 December 2019 were mainly invested in fixed income securities
with low risk exposure; the Company had no equity investments. The

decrease in result from investment activity in 2020 versus 2019 was
mostly related to the lower revaluation gains of debt securities held at
fair value and the current economic environment of very low interest
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rates. Investments in externally managed fund structures are included in
the asset category Collective investment undertakings. Externally
managed fund structures are used for asset classes like equities,
investments grade, high yield, convertible bonds and hedge funds. As at
the end of 2020 as well as at the end of 2019 the Company had
investments in a bond fund.
Foreign-exchange risk in the investment portfolio is generally hedged
close to 100 per cent by using currency derivatives. The investments are
mainly reported unhedged in the asset categories, while the profit and
loss on the derivatives used for hedging are reported in their respective
categories. In 2020 and 2019 the Company made no use of derivatives
directly in the investment portfolio.
In 2020 and 2019 all expenses related to investments were reported in
the profit and loss account as investment related expenses. The expenses
are not a significant part of the profit and loss account, and are mainly
related to investment asset management and custody services.

Gains and losses recognised directly in equity
The Company had no investment activity gains and losses recognised
directly in equity in 2020 and in 2019 except for an increase in the
property revaluation reserve in 2020 amounting to EUR 22 thousand.

Investments in securitisation
The Company had no investments in securitisation as of the reporting
date.

A.4 Performance of other activities
There are no other activities in the Company other than those described
above. There are no other material income and expenses. The Company
has no financial leases.

A.5 Any other information
All material information regarding the Company’s business and
performance is considered provided above.
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B. System of Governance
B.1 General information on the system of
governance
System of governance
The Company is managed with the organizational structure as presented in the figure below.
Figure 2: Organizational structure of the Company
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The bodies of the Company are the following:
• The General Meeting of Shareholders
• The collegial management body – the Management Board
• The single-person management body – the General Director
(CEO)
The general meeting of the shareholders of the Company (the General
Meeting) is the ultimate governing body of the Company setting and
reviewing the governance framework of the Company by approving the
Company's articles of association.
The Management Board is a collegial management body of the Company
composed of five members – natural persons elected by the General
Meeting of Shareholders for the period of four years. During the
reporting period (till 31 December 2020), the General Meeting of the
Shareholders of the Company decided to revoke one member of the
Management Board of the Company and to elect one new member of the
Management Board of the Company with the approval from the Bank of
Lithuania.
The Management Board plays a key role in the Company's system of
governance by further detailing the system of governance and taking
upon itself the responsibility for the proper functioning of this system,
including ensuring the sound financial management of the Company. In
achieving this aim the Management Board approves and reviews the
Company’s overall strategy, risk appetite as well as the main policies,
strategies and other high-level governing documents within the
Company. The Management Board has the overall responsibility for
ensuring that the Company’s risk level is satisfactory regarding the
Company’s solvency position and risk appetite. The Management Board
has adopted an overall risk appetite for the most important risk areas.
This as well as the need to ensure compliance with laws and regulation
forms the basis for the governing documents and routines which have
been put in place.

The Management Board appoints and dismisses the CEO and the persons
responsible for the following key functions within the Company: the risk
management function, the compliance function, the actuarial function
and internal audit function. The Management Board is therefore directly
responsible for the proper performance of these functions. The work of
the Management Board is conducted in accordance with the regulation
approved by the Management Board and they address the major
management issues.
17 meetings of the Management Board of the Company took place in
2020. Due to the COVID-19 pandemic, the meetings starting from March
2020 were held by means of video conference or the decisions were
adopted by the members of the Management Board by written vote.
The Management Board of the Company shall approve the decisions to
enter into the contracts and other transactions, which lie outside the
scope of the ordinary business activities of the Company; to purchase,
lease or otherwise acquire from other parties tangible or intangible
assets of whatever kind that have not been reflected in the annual
budget, including immovable property and the acquisition of an interest
in other companies; to enter into any contracts or actions made on behalf
of the Company the value whereof (either of one contract/action or a
group of contracts/actions) exceeds 1/20 of the authorized capital of the
Company except for insurance contracts with the Company’s customers
to be made in the ordinary course of the Company’s business and
financial investments made in accordance with the valid internal
investment procedures of the Company.
The CEO is the single-person management body of the Company who is
responsible for the daily activities of the Company. The CEO implements
the decisions approved by the General Meeting and the Management
Board. In discharging this responsibility, the CEO is granted the power to
approve and review lower level governing documents and implement the
decisions and high-level governing documents approved by the
Management Board. Externally the CEO acts on behalf of the Company

|13

and is entitled to enter into legal transactions at his own discretion, save
for the exceptions set forth in the articles of association of the Company
where the prior approval of the Management Board of the Company is
required.
The Company carries out its activities in Latvia and Estonia through the
branches established in Latvia and Estonia, respectively. These branches
are managed by branch managers (referred to as the Branch Managers or
Branch Manager). Each Branch Manager is responsible for the daily
activity of the respective branch. Externally the Branch Manager acts on
behalf of the respective branch and is entitled to enter into legal
transactions at his/her own discretion. The powers of the Branch
Managers as well as the restrictions thereof are detailed in the
regulations of the respective branch approved by the Management
Board.
The system of governance of the Company ensures the independence of
Key functions by stating that the persons responsible for such functions
should undertake their duties independently and without any undue
external or internal influence. The precise measures taken in this respect
are determined in the internal documents of the Company addressing the
Key functions.
The main roles and responsibilities of the Key functions are as follows:
•

•
•

The risk management function is responsible for monitoring
and developing the Company’s risk management and internal
control system. In addition, the function shall have an overview
of the risks the Company is, or may be, exposed to, and the
consequences for the Company’s solvency.
The compliance function shall detect and prevent risks related
to noncompliance with external and internal regulations.
The actuarial function is responsible for coordinating the
calculation and control of the technical provisions of the
Company.

•

The internal audit function is responsible for monitoring the
sufficient and adequate performance of the risk management
and internal control system.

The Company does not outsource any of the Key functions. The Key
functions within the Company are managed as follows:
•

•

•

The risk management function and compliance function are
assigned to the Risk and Compliance Division Baltics led by the
manager who is appointed by and reports to the Management
Board.
The internal audit function is assigned to the Internal Audit
Division led by the manager who is appointed by and reports to
the Management Board.
The actuarial function is assigned to the Actuary Department led
by the Chief actuary - department manager Baltics who is
appointed by and reports to the Management Board.

All of the key functions are independent of the Company's operational
business activities, and are impartial control and advisory units. These
functions have access to all the necessary information related to the
execution of their respective function. Regular reporting by the Key
functions to the Management Board and the CEO is established. This is
further described in each description of the Key functions in this Report.
There are no accountable committees in the Company set up by the
Management Board and CEO within the meaning of the Regulations of
the Bank of Lithuania for the transparent, sound and prudent
management of insurance undertakings.
During the reporting period, the changes in the organizational structure
are as a result of business process automation in Claims, and the
separation of the first and second line information security function,
according to Group Policy on Risk management and control. It should be

|14

noted that the changes to the organisational structure did not result in
any changes in the Key functions of the Company.

Assessment of the system of governance
The system of governance in the Company is believed to function
adequately taking into account the nature, scale and complexity of the
risks inherent in the business. The Company is organized with properly
performing control functions. This contributes to consistent
management across the Company as well as consistency in the quality of
processes and controls.
The organization is relatively flat, and reporting lines established ensure
that necessary information is passed on to top management and the
Board.
Governing documents have been established covering all important
areas and controls are in place to ensure that these are followed.

Remuneration
The Company has established a remuneration system that applies to all
employees. The system shall secure that Gjensidige attracts and retains
colleagues who perform, develop, learn and share. Remuneration shall be
competitive, but the Company shall not be a wage leader. Employees are
expected to see the remuneration and benefits offered by the Company
as an overall whole. The Company’s remuneration systems shall be open
and performance-based, so that they are, as far as possible, perceived as
being fair and predictable. The remuneration that is paid shall
correspond to agreed performance. Performance ratios are assigned to a
particular area of which there are the following four:
• Profitability
• Customer and Brand
• Simple and secure operations
• Culture and people.

Guidelines for remuneration and career development shall be linked to
the achievement of the Company’s strategic and financial goals and core
values, and both quantitative and qualitative targets are to be
considered. The measurement criteria shall promote the desired
corporate culture and long-term value creation. The remuneration
system shall contribute to promoting and providing incentives for good
risk management, prevent excessive risk-taking, and contribute to
avoiding conflicts of interest.
A fixed basic salary shall be the main element of the overall
remuneration, which also includes variable pay. All positions are scored
according to the person’s knowledge, problem solving ability and
responsibility. Clear payment principles have been set for the conditions,
rules and salary review procedures. The payment system is based on two
principles: internal fairness and external competitiveness. Variable
remuneration shall be used to reward performances over and above the
expected taking into consideration both the results, compliance with the
Company values, brand promotion, and management skills. The variable
part of the remuneration depends on performance, but it must not
encourage the taking of unreasonable risk and/or risk that exceeds the
acceptable risk limits for the Company. The variable part of the
remuneration may differ for individual employees or departments.
Variable remuneration shall be performance-based without being a risk
driver and shall reflect the results and contributions at the company,
divisional, departmental and individual level. Additionally other
elements of the compensation offered should be considered based on the
attractiveness for both new and current employees.
The variable part of remuneration is not guaranteed; the Company
reserves the right to refuse to pay the variable part of remuneration if
the employee, department and/or the Company has not achieved the set
goals or failed to fulfil required tasks. Bonuses may not exceed 8.33 % of
the base salary for back office and 25 % for sales organization
employees.
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The salary system implemented is working according to a long term plan
for reaching equal pay for the same job. In order to reduce the gender
pay gap, the salary system was updated by implementing a remuneration
review matrix in 2019. An obligatory basic salary adjustment plan was
then implemented with the aim of achieving pay parity for similar jobs
over the longer term. The Company's salary system was inspected twice
by the Lithuanian Labour Inspectorate in 2020. Gjensidige was
recognized as a good practice example in the marketplace for the
implementation of actions to achieve gender parity in pay.
The remuneration of personnel with supervisory tasks shall be
independent of their performance within the business area they
supervise. None of the executive personnel with supervisory tasks
currently has variable bonus schemes. The members of the Management
Board do not receive remuneration in any form. The remuneration for
the CEO is determined by the Management Board based on the
Remuneration system principles.

de facto managers and key function holders approved by the
Management Board of the Company. The Policy outlines the fit and
proper requirements to ensure that the Board members, CEO and other
persons who manage the Company should at all times satisfy the legal
requirements of the fit and proper assessment. The policy applies to the
Company and its branches. All of the following persons in the Company
are subject to a fit & proper assessment:
• Members of the Management Board
• General director(CEO) and the members of the executive
management (Baltic management team (BMT)
• Branch directors
• Chief Actuary
• Head of the Risk and Compliance division
• Head of Internal Audit
• Deputy CEO
• Chief Accountant

B.2 Fit and proper requirements

Persons subject to the fit and proper assessment shall have an
appropriate diversity of professional qualifications, knowledge and
relevant experience to perform professional management and
supervision of the company, both individually and collectively. These
persons are required to have a sound reputation. In order to assess
reputation, the Company considers the person's honesty and financial
soundness based on relevant evidence regarding their character,
personal behaviour and business conduct, including any criminal,
financial and supervisory aspects regardless of jurisdiction. The period of
limitation of a committed offence is judged based on national law or
practice.

An assessment of suitability is performed in accordance with the
provisions of the Regulation No. 03-181 for the assessment of financial
market participant managers and individuals performing key functions
approved by the Bank of Lithuania on 14 November 2013 and the Group
policy for suitability assessment of Board members, general managers,

The fit and proper assessment is performed before the person is
appointed for the position. The fit and proper assessment shall be reassessed whenever:
• There is information that raises doubt as to the knowledge,
experience or reputation of the person

Shares are not included in the Remuneration system. There are currently
no employees who receive the benefit of vested shares or applicable
pension or early retirement schemes.

Material transactions
There have been no material transactions during the reporting period
with shareholders, with persons who exercise a significant influence on
the Company, or with members of the Management Board.
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•
•
•

There is a reason to believe that the person has dissuaded the
company to act in accordance with regulatory requirements
There is a reason to believe that the person can increase the risk
of financial crime, money laundering or terrorism financing
There is a reason to believe that the sound and prudent
management of the Company may be threatened

Members of the Management Board should possess appropriate
qualifications, experience and knowledge in respect of all significant
activities and risks of the company. That includes as a minimum the
following areas:
• Insurance and financial markets
• Business strategy and business models
• Systems of governance
• Financial and actuarial analysis
• Regulatory framework and requirements
Persons subject to the fit and proper assessment shall notify the
Company of any relevant changes and events that may affect their
compatibility with fit and proper requirements. The fit and proper
assessment shall be conducted based on at least the following
information:
• Police certificate
• Questionnaire form
• Reference checks
Based on the information obtained an assessment of whether it is
necessary to perform additional investigations must be performed.
•

Fit and proper assessments are performed of candidates that
are put forward for Board positions and the assessments are
performed according to the applicable rules. The Management
Board shall perform a fit and proper assessment of the CEO
prior to appointment. The immediate supervisor shall perform

•

fit and proper assessments of all other persons who will
effectively run the undertaking or have other key functions.
The Company’s Human Resources Division shall assist the
immediate manager, by obtaining and performing the fit and
proper assessment of employees that are covered by the
requirements, in respect of the individual’s questionnaire form
and police certificate for:
o New appointments
o Changes in areas of responsibility, covered by the fit
and proper requirements

The Human Resources Division shall retain a file of the documentation of
the completed assessment, which includes the conclusion of each fit and
proper assessment, the individual’s questionnaire form and the original
police certificate.

B.3 Risk management system including the
own risk and solvency assessment
Risk management system
The Company has a comprehensive approach to risk management. This is
part of the Company’s business management. The Company's risk
management system is based on international standards and includes
processes related to risk identification, risk assessment, monitoring,
control and reporting. The risk management system also includes the
Company's Own Risk and Solvency Assessment (ORSA). These processes
are described in the Company's internal management documents. The
risk management system is efficient and well-integrated into the
organizational structure and decision-making processes. The Company
applies documented processes, procedures and rules in order to
effectively manage the risk that it is, or is likely to be, affected by and to
determine the general or specific risk profile of the Company. This
ensures an integrated approach to risk management, the reporting of
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risk assessments, and the identification and assessment of emerging
risks.

The Management Board of the Company is responsible for maintaining a
satisfactory risk level in the Company.

The risk management system in the Company encompasses the
distribution of roles and responsibility as well as the overarching limits
and processes that are in place in order to identify, measure, monitor,
manage and report risk. The Company's risk management system is
intended to maintain the risk profile within the risk appetite approved
by the Management Board. The risk management system includes the
continuous management of all known and emerging external and
internal risks that may impede the implementation of strategic and
operational objectives. The purpose of the risk management system is to
create a basic structure and help the Board, the management and other
employees of the Company to introduce a unified effective risk
management process for the Company.

The Company’s risk management system is organized according to the
three lines. This is in line with the Group’s best practice for risk
management. Responsibilities are established to ensure that risks arising
/ potential exposures in the Company are continually and effectively
identified, assessed, monitored and managed as well as information
provided to all levels of the Company as appropriate.

The risk management system includes:
•
•
•

•

•
•
•

Segregation of duties and responsibilities and identification of
clear responsibilities in the risk management process
Determination of risk appetite and risk limits for various types
of risk
Uniform, clear requirements and processes for the assessment
monitoring, control, reporting as well as documentation the
various types of risk,
Risk assessments carried out before major changes as part of
the decision-making process, as well as in response to major
operational incidents
The risk universe shall provide an overview over the types of
the risk that the Company may be exposed to
Risk management strategies for identifying all types of risk
management
Implementation of an effective internal control system

Segregation of duties has been established between the Management
Board, CEO and the executive management functions in the Company.
There is a clearly defined and appropriate segregation of roles and
responsibilities between executive management and the control
functions in the second line – Risk management, Compliance,
Information Security and Actuarial functions. The duties and
responsibilities of each of the functions mentioned in the risk
management process are specified in the Group Policy on Risk
Management and Internal Control, and their respective function
description. The actuarial function of the Company is performed by the
Actuary Department , the Risk and Compliance Department performs the
risk management, compliance and information security functions in the
Company.
An appropriate segregation of roles and responsibilities between the
second and third line has been established in the Company. The second
line functions are independent of the Company's operational business
activities and act as independent advisory and control functions. These
functions have access to all the information necessary for the execution
of their function.
The primary responsibility for day to day risk management and internal
control is in the first line, through every manager’s and employee’s
responsibility to carry out their work in accordance with the authorities,
instructions and guidelines applicable to each individual. The CEO has an
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overall responsibility for managing the Company's risk. This entails
establishing and implementing sound risk management and internal
control with a clear mandate that is based on the risk appetite set by the
Management Board. Managers at all levels in the Company have
responsibility to ensure that the risk management and internal control
system is established within their areas of responsibility and that the
relevant risk management activities are carried out. Employees must
within their areas contribute to the achievement of the Company’s
objectives and to risk management in line with established guidelines
and as otherwise needed.
Within the first line, some functions or roles are assigned with
responsibility for managing specific types of risk across the organization.
The second line contributes to the development and management of
frameworks for management and control, including frameworks for
enterprise risk management, management and decision-making
principles, and contribute to further development and improvement of
the first line's activities through advising and control measures. The
second line consists of centralized key functions with responsibility for
the entire business:
• The risk management function is responsible for monitoring
and developing the Company’s risk management and internal
control system. A detailed description is provided in the Chapter
“Risk management function”.
• The compliance function is responsible for detecting and
preventing the risk of government sanctions, financial loss or
loss of reputation as a result of non-compliance with external
and internal regulations. Detailed description is provided in
Chapter B 4 Compliance function.
• The information security function is responsible for
establishing, implementing, operating, monitoring, reviewing,
maintaining and improving the information security
management system (ISMS) in the Company.

•

The actuarial function has the primary responsibility for
assessing whether the level of the insurance technical
provisions is adequate, and ensuring that methods, models and
assumptions used in calculating insurance technical provisions
are appropriate, as well as assessing the data quality used in
calculations. A detailed description is provided in Chapter B 6
Actuarial function.

The internal audit function is the third line. The internal audit function is
an independent, objective assurance and advisory function, which
monitors and controls whether both the first and the second line of
defence function properly. Internal Audit will, through a risk-based
approach, provide assurance to the Company’s Management board and
senior management, on how effectively the Company assesses and
manages its risks, including the manner in which the first and second
lines of defence operate. This assurance task covers all elements of an
organisation’s risk management, internal control, and corporate
governance framework. Internal audit reports directly to the
Management Board of the Company. A detailed description is provided in
Chapter B 5 Internal Audit Function.
Risk appetite and risk limits are approved by the Management board of
the Company in order to determine the maximum tolerable level of risk
and in case of it being exceeded; management actions shall be taken to
reduce further risk development. Risk appetite consists of risk limits for
various types of risks, comprising both quantitative assessments in
terms of risk and capital, as well as qualitative statements. The risk
profile provides a snapshot of the current risk and is used in order to
monitor that risk is within the approved risk appetite.
The overall risk appetite is defined taking into account the tolerable
Company solvency ratio, which is determined in order to avoid a
situation where the ratio of the Company's own funds to the mandatory
solvency capital requirement negatively affects the Company's ability to
meet its operational and strategic objectives. In addition, the target
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solvency ratio is set to ensure that, in the event of unforeseen business or
capital contingencies, which may have a material impact on solvency, the
Company will have sufficient time to properly implement corrective
measures. Risk appetite can be defined qualitatively or quantitatively in
the form of authorizations and exposure limits within different types of
risk. These are further used as a basis for establishing key risk indicators.

•

•
At least once a year, the Company performs and documents a
quantitative and qualitative risk assessment for the various types of risk,
reviewing the risk profile, risk appetite and qualitative and / or
quantitative risk limits for each significant risk, taking into account the
strategic and financial objectives of the Company. As part of this process
the capital requirement needed to cover these risks is also identified.
Materiality assessments and measures to deal with different types of
risks are performed on a continuous basis and reported. The Company's
risk profile reflects the current risk situation and is used for monitoring
and control to ensure that risk does not exceed the approved acceptable
risk appetite.
In order to ensure the Company's activities are within the specified risk
tolerance, a colour-coded system for the quantification of acceptable risk
measurements is used as the basis for monitoring, control and regular
reporting of the risk status to the Management Board and the CEO.
The significance of risk in the Company is graded into four levels:
• Critical risk (red) - The Company considers such risks outside
the risk appetite. Upon detection of a critical risk, additional
control measures must be identified and implemented to reduce
the risk to a tolerable level. Critical risks are included in the risk
register and monitored. The Management Board and the CEO
are informed about the s status of critical risks through regular
reports on risk status, additionally they are informed
immediately if risk limits are breached.

•

Major risk (amber) - The Company accepts such risks in certain
circumstances by controlling the situation. Major risk is subject
to the same management measures as for a critical risk. The
status of its change in status is communicated to the
Management Board and the CEO through regular reports on
risk status.
Moderate risk (yellow) - The Company is prepared to take this
risk in certain circumstances within set limits and will take
additional measures to control this risk. Control measures must
be assessed from a cost-benefit perspective. Moderate risk is
monitored during the year and the state of change (in the case of
a significant negative change) is communicated to the
Management Board and the CEO through regular risk status
reports.
Minor risk (green) is a risk that lies within the Company's
tolerance limits and is acceptable.

One of the important principles of risk management is the proper
regulation and documentation of risk management processes. The main
principles of the risk management system are set out in the Policy on
Risk Management and Internal Control approved by the Management
Board, which takes into account the overall strategy of the Company's
operations and its ability to take risks.
The Management Board ensures that governing documents exist, that
key functions are adequately organized and that there are effective
processes in place for risk management and internal control. There are
governing documents within each material risk area, where risk strategy
and risk governance are specified. The Management Board at least once a
year ensures that material risks are identified, assessed and treated on
an ongoing basis. The Management Board ensures that risk is acceptable
and within pre-defined limits. More detailed risk management measures
are specified in the governing documents regulating the Company's
operational processes.
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The CEO ensures that a risk management and internal control system
has been established in the business as set out in governing documents,
and risk management is implemented, documented, monitored and
followed-up in accordance with the policy approved by the Management
Board. The CEO is responsible for establishing and adopting governing
documents concerning the operational implementation of the risk
management and internal control system in all significant business
processes and ensuring control measures are also implemented in the
main business information systems.
The CEO of the Company provides the Management Board with regular
quarterly reports on risks, compliance and capital and development
within each risk area. Significant changes in the risk exposure, or breach
of risk limits, are immediately reported to the Management Board.
Additionally, there is an annual approval of the risks and internal control
situation in the Company.
Risk management, compliance and actuarial functions have a duty to
inform the Management Board of the Company directly about changes in
risk as the situation may demand. The Management Board shall be
promptly informed of any developments which could cause significant
changes in the Company's activities or results, system of governance, risk
profile, solvency and financial position. Information on the risk
management system is consistently provided to the management of the
Company in order to ensure that the relevant risk situation is taken into
account in the decision-making process.
There were made several improvements to the risk management system
in 2020. A Risk, Compliance, Personal Data and Information Security
Coordinator function was implemented in the Company to strengthen risk
management and control in the first line. Risk, Compliance, Personal data
and Information security coordinators are employees appointed to
process and implement requirements to operational risk management
(including compliance, personal data and security) within their own
structural units. The principles for the implementation of the Risk,

Compliance, Personal data and Information security coordinator function
in the Company are established in the Procedure on Risk, Compliance,
Personal Data and Information Security Coordinator Function
Implementation approved by the General director of the Company. Risk,
Compliance, Personal data and Information security coordinators are
appointed in all business areas of the Company and cooperate closely with
the Risk and Compliance function of the Company and report to the Risk
and Compliance division on a quarterly basis. Control of tasks performed
by the Risk, Compliance, Personal data and Information security
coordinators is performed by the Risk and Compliance division, by a
review of the results of the tasks undertaken.
To strengthen control of the Information security function a Chief
information security officer position was established in the Risk and
Compliance division. The responsibility of this function includes:
• Establishing, implementing, operating, monitoring, reviewing,
maintaining and improving the Information Security
Management System (ISMS), to provide information to the
Company's management about the information security status of
the Company,
• Monitoring and reviewing the performance and effectiveness of
the ISMS in the Company and security requirements placed on
data processors and suppliers of business-critical services to the
Company.
• Facilitate activities to improve the culture of information security
and organize the crisis management processes in the Company.
• Advice on Information security issues and compliance with the
ISMS.
• Coordinate the handling of information security incidents in the
Company.

Risk management function
The risk management function in the Company is organized as a part of a
Group function headed by the Risk and Compliance division manager,
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who has an independent reporting line to the CEO, Management Board of
the Company and the CRO of the Group. The risk management function
assists the CEO and other functions in the actual operation of the risk
management system, has operational responsibility for monitoring and
ensuring the necessary development of the risk management system
(including internal control) and for monitoring the overall risk situation.
The risk management function initiates, organizes and maintains a
systematic and comprehensive process for assessing and following up on
risks and internal controls through the risk assessment process. This
process is integrated into the annual business planning process. Risk
measures, determined in the risk assessment process, are linked to
performance indicators in scorecards for all members of the Company
management. These are monitored quarterly based on identified risk
indicators and are part of the basis for further reporting on the risk
situation on a quarterly basis.
The head of the Risk and Compliance division ensures that governing
documents are updated, mutually consistent and cover essential areas,
and that they are handled and made adequately available through an
appropriate risk management system. The head of the Risk and
Compliance division is responsible for facilitating and setting
requirements for risk management and internal control processes in the
Company, including for monitoring compliance status and the
notification of incidents / compliance violations. The head of the Risk
and Compliance division develops and evaluates methods and tools to
identify, assess and report the risk situation. The head of the Risk and
Compliance division is also responsible for facilitating the Company’s
own risk and solvency assessment process (ORSA), and for the Pillar 3
reports as defined by the Solvency II regulation and the Group policy on
supervisory and public reporting (Pillar 3) approved by the Management
Board.

processes in the Company. At the same time the head of the Risk and
Compliance division is an advisory resource for all risk-related issues in
the Company.
The risk situation is reported quarterly to the CEO and the Management
Board of the Company through the Risk Management, Compliance and
Capital reports. Actions are suggested if the risk situation or processes in
place are not satisfactory.

Risk management process
The Company has a comprehensive approach to risk management. This is a
part of the Company's business management process and can be divided
into three steps:
• Identify, analyse and evaluate risks;
• Decide and implement actions;
• Measure, monitor, communicate and report risks.
Figure 3: The three steps of the risk management process

The head of the Risk and Compliance division is responsible for
designing and executing effective risk management activities and
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The purpose of the first step is to create a list of potential events that may
affect the business goals, to assess both the causes and sources of potential
incidents, the impact they may have, as well as the likelihood that they will
occur and evaluate the combined probability and impact. This then gives
an indication of how high the individual risk is and forms the basis for
prioritization of the risks that must be followed up (treated) and how the
follow-up should take place.
In the second stage one or more out of four strategies may be chosen to
manage the risk: reduce, accept, share or avoid. Measures can then be
implemented to reduce the likelihood of an event occurring, and/or
reduce the impact of the event if it occurs.
In the third stage implemented control measures are monitored,
communicated and reported to the management of the Company.
These mentioned stages are systematically implemented in the Company
in order to manage all significant risks in accordance with operational
objectives and to ensure business continuity. Risks are assessed
periodically during the annual ORSA process and as required on demand:
•
•

Prior to the introduction of a new product / process / project or
modification of an existing one.
Prior to making a decision significant to the Company's business
or after significant change in internal or external circumstances.

The periodic risk identification and assessment cycle designed to assess
the residual risks of operating functions (processes) and determine the
need for the strengthening of risk management measures, as well as the
overall capital demand shall be carried out on an annual basis. The
periodic risk identification and assessment cycle identifies the risks (risk
factors) potentially adversely affecting the objectives and the outcomes
of the Company’s performance.

The risks identified are assessed in terms of the probability of their
realization and their possible impact upon the objectives and outcomes
of the Company’s performance. In connection with this risk assessment
in cases where the overall score of the probability and impact exceeds
the established risk tolerance limit applied by the Company,
management will establish measures which, when implemented, would
reduce the effect of probability and/or impact so that the risk to the
Company’s objectives and results is kept within the limits of risk
tolerance (risk appetite).
The Risk and Compliance division of the Company is responsible for
establishing the process for the risk identification and related impact
assessment, the creation of the risk management plan and the control of
implementation of the agreed measures. The risk owner (business
process owner) is responsible for the operational risk management,
except in cases where, at the decision of the Management Board of the
Company, such liability is assigned to another Company's structural unit
or employee. The Risk and Compliance division organizes an assessment
of risks lacking measures at least once a year.
During the monitoring and control of the risk, there is a constant review
of the deviations of the activity and risk indicators from the established
limits, which are approved by the Management Board of the Company.
Risk monitoring is carried out by risk owners within their
responsibilities. The Risk Management function carries out monitoring of
the risk appetite and all the Company's risk limits and risk indicators at
an aggregated level and provides information on the level of risk to the
Company's management for discussion and decision-making.
The Management Board is, at minimum once a quarter and as the need
may arise, informed of the results of the risk profile assessment, the
development of each risk, and compliance with the identified risk
appetite and limits. In the case of negative changes in the risk level, the
relevant risk will always be accompanied by recommendations and
measures to improve the risk situation. These are then presented to the
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Management Board. Once a year, the CEO of the Company provides to the
Management Board a report on the status of the Company's Risk
Management and Internal Control.

risk. A brief description of the risk categories and risk management
measures are presented below, and a broader description of the risks
and their management tools is provided in Chapter C of this report.

Managing the various types of risks

A description of these risk types and how they are managed is provided
in Table 5. The overall objective for the management of all types of risk in
the Company is to ensure that the Company’s risk level is within the
Management Board approved risk appetite.

The Company is exposed to various risks which can be categorized as,
underwriting risk, financial risks (market risk, credit risk and liquidity
risk), operational (including compliance) risk and business and strategic
Table 5: Description of risk types and how they are managed
Risk category
Definition
Insurance risk – risk
related to insurance
contracts, i.e. the risk
that the actual premium
income and/or claims
expenses are materially
different from the
anticipated results

Managing of risk
Retention specifies the maximum loss the Company is willing to take and is the
basis for the Company’s reinsurance program layering. The maximum retention
is specified in the Capital management policy approved by the Management
Board of the Company.
Reinsurance is purchased to protect the Company from major individual events,
such as natural disasters, and major individual claims.
The Underwriting policy approved by the Management Board of the Company
gives guidelines for principles and responsibilities in product and tariff
development, risk selection and determination of the terms and pricing of
individual risks. The Insurance Product, Price & Underwriting division Baltics has
overall responsibility for the management of the underwriting policy for the
Company.

•
•
•
•
•
•
•

Risk management governing
documents
Underwriting policy
Capital management policy
Group policy for technical provisions
Procedures for product development
Guidelines for authorizations
Reinsurance program*
Risk appetite*

Monitoring and reporting
The monitoring and assessment of underwriting results and underwriting risk
are a central and integral part of the ongoing management of underwriting risk.
Reporting of results and forecasts, as well as separate risk reporting, are made
regularly to management and the Board.
The Chief actuary prepares technical provision reports. The actual purchase of
reinsurance is carried out by the Insurance product, Price and Underwriting
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division. This is documented and reported annually to management and the
Board.
Financial risk - risk from
exposure to interest
rates, inflation, currency,
credit, property and
equities. In addition,
asset and liability
management.

Management of financial risks including market risk, credit risk and liquidity
risk is described together.
The primary purpose of the investment operations is to support the
underwriting business by securing the value of the underwriting liabilities
against fluctuations in market variables. Free assets are invested to contribute
to the Company’s overall profitability targets, with a controlled downside risk.
The investment strategy is approved by the Management Board of the
Company and stipulates limits for foreign exchange exposure, duration limits,
allocation limits to different asset classes, liquidity, risk management and
exposure to credit spread risk.
The Investment Strategy defines high level principles for how credit limits are
set in the Company. The investment strategy defines several risk limitations,
both at the aggregate level and by different types of risks and investments, for
the purpose of achieving a diversified investment portfolio. A dynamic risk
management model has been established that provides the necessary
framework for adapting risk in the event of changes in market conditions
and/or a weak development in financial income. Investments are continuously
monitored for compliance with the Policy for Responsible Investment (SRI)
policy.
Monitoring and reporting
The Company has a service level agreement with the Investment Performance
and Risk Measurement department of Gjensidige Forsikring ASA for control
and reporting of performance of the investment portfolio of the Company.
Different types of reports (daily, monthly, quarterly) are prepared for the
purpose of follow-up and monitoring of the Company's investments to ensure
that these are always within the set limits. The IRM produces and delivers to
the Company monthly investment performance and risk reports for total funds,
income and risk utilization.
The Deputy CEO monitors the day to day operations and reports the status on a
monthly basis to the CEO including compliance with the Investment Strategy
requirements as well as quarterly to the Management Board.

Investment strategy
Policy for investment activities
Capital management policy
Policy for responsible investment
Instruction on exclusions and
exercising of ownership
• Risk appetite*
•
•
•
•
•
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Operational risk – risk is
defined as a potential
event or circumstance
that can arise as part of
business operations that
can have a financial
consequence and/or
adverse impact on the
company’s reputation.
Operational risk may be
caused by human error,
inadequate or failing
systems or processes, or
by external events.

There is a strong correlation between effective internal control and low
operational risk. All managers in the Company are responsible for risk within
their areas of responsibility and should be able to demonstrate that controls
are adequate and functioning. Risks are regularly updated if there are changes
or events that trigger changes in the risk situation. In addition, there is a
requirement for an annual review and reporting of operational risk.
Operational risk is managed through organizational, administrative and
technical controls (management documents, mandates, limits, reports, etc.)
Operation risk incidents are managed by the operational risk incident
management process.

• Operational risk management policy;
• Group Information security policy
• Operational risk incident management
procedure
• Ethical rules
• Information governance policy
• Group procurement policy

The Company has a low tolerance for operational risk. Risk management is
performed by identifying, assessing and managing significant risks. Overall risk
appetite has been approved by the Board. The risk appetite is further
operationalized in a Board-approved risk matrix. It is this matrix that is used in
the annual risk assessment process and in the ongoing follow-up that is done
for the business areas. To manage risk effectively, the Company is organized
with well-defined and clear reporting lines and responsibilities
The starting point for identifying risks is key objectives, activities, deliveries
and critical processes. The risk assessments are carried out annually in all
business areas. As part of the Company's strategy process, trends and scenarios
related to globalization, technology, sustainability and demographics are
identified and assessed. It is then considered how these factors could affect the
competitive picture and the Company’s framework conditions. Risks are
identified, assessed and prioritized by managers and professionals in
accordance with the Management Board approved risk matrix. The matrix
contains a materiality scale, as well as rules for those cases where the risk level
is considered too high. In cases of high risk (defined as amber and red risks in
the matrix), business areas must implement risk mitigation measures. These
decisions are documented as part of the risk assessment. All the results of the
risk assessments are documented appropriately.
Monitoring and reporting
As a part of the Company's annual assessment of operational and strategic /
business risk, the most significant risks are aggregated and the result reported
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to the Management Board at the Company level and to the Group's Risk Control
Committee at the Group level. Risks that are as a result of this process
identified as Group risks are continuously monitored and reported to the
Management Board of the Company and the Group. Reporting by the individual
business areas of their own significant risks and risk-reducing measures are
continuously reported to the Risk and Compliance division.
All managers in the Company are responsible for identifying, assessing and
managing operational and strategic risks within their own area of
responsibility. The impact of risk mitigation measures, as well as the need for
any further measures, shall be assessed on an ongoing basis. It is the task of the
second and third lines to ensure that the risk management process is followed
and that risk acceptance decisions are made at the correct level. If the second
or third line of defence considers risk management to be insufficient within a
business area, it has an independent reporting responsibility.
Compliance risk Compliance risk is a part
of operational risk and is
defined as the risk that
Gjensidige incurs
sanctions, financial loss
or loss of reputation as a
result of its failure to
comply with external
and internal regulations.

See further under Operational risk

Ethical rules
Remuneration policy
Compliance risk management policy
Policy and Procedure for the
processing of personal data
• Group policy for the Board and
management of the Fit & Proper
assessment
• Policy and instructions for handling of
fraud and irregularities
• Anti-money laundering policy
•
•
•
•

• Guidelines for assessing and managing
of insider information
• Group procurement policy
• Group policy on outsourcing
• Guidelines and Procedure for
governing documents management
• Policy on prohibited restrictions of
competition
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• Policy and procedure on complaints
handling
• Sustainability policy
• Other
Business and strategic
risk Risk related to
factors such as the
inability to establish and
implement business
plans and strategies,
arrive at decisions,
allocate resources or
respond to changes in
the environment
Climate risk

Assessing strategic and business risk is a part of the strategic analysis and is
integrated with the strategy process at the management and the Management
Board level. There are annual risk assessment processes, which are integrated
into the overall planning process in all relevant divisions as a part of the
business review.

• Group policy for risk management and
control
• ORSA policy
• Group policy on outsourcing
• Risk appetite*

See further under Operational risk.

Climate risk is included as an element under all risk types in the Company’s risk
universe. The Company shall comply with the U.N. global compact principles and
integrate the U.N. sustainability goals, focussing on those areas that are most
relevant to the Company’s business model. The Company’s business operations
shall cause a minimal amount of negative impact on the natural environment. The
Company is working to reduce both our own and our business partners’ climate
pollution, and ensure energy efficient operations including the recycling of waste
as far as is possible.

• Sustainability Policy

The Company strives to contribute to society’s knowledge of the impact of
climate change through insurance, information provision, cooperation in the
financial sector as well as other activities as the opportunity may arise.
Monitoring and reporting
Sustainability and climate risk are an integral part of ongoing reporting and
documentation within the various risk areas defined above.
*Not defined as a governing document, but included due to its significance for risk management
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Own Risk and Solvency Assessment (ORSA)
The purpose of the ORSA process in the Company is to ensure that the
Management Board has sufficient information to be able to consider
whether the Company’s risk profile is within the approved risk appetite
and risk limits, based on current strategic decisions. Furthermore, the
ORSA process shall document that Gjensidige has the necessary capital to
cover the Company’s risk profile, both at a given point in time and over
the plan period. Therefore, the ORSA report serves both as the
Company’s capital plan and an assessment of capital contingency.

The ORSA is based on the current strategy and management forecast, but
also serves as input for strategic decisions by assessing the risk profile
and the capital requirement of alternative strategic options throughout
the plan period. An overview of the input and results of the ORSA process
is provided in Figure 4.
Figure 4: Overview of input and results from the ORSA process

The ORSA process is described and documented in the Group ORSA
policy, which has been approved by the Company’s Management Board
and updated annually. The ORSA process can be defined as a set of
processes and procedures that the Company uses to identify, assess,
monitor, manage and report risks, to which the Company is or may be
exposed both in the short and long term, and to determine the associated
capital requirements. The ORSA report includes the solvency needs of
the Company given the risk profile, the Company’s capital plan and a
discussion of re-capitalization measures in capital emergency situations
(stress tests).
The ORSA process in the Company comprises the following main
activities through the calendar year:
•
•
•
•
•
•

Establishment of the risk framework;
Determination of the risk appetite;
Annual process for the assessment of risks and internal
controls;
Quarterly reports on the risk situation, including the risk
appetite;
Financial projections of the risk profile compared with the risk
appetite, as well as sensitivity assessments and stress tests;
Input from the actuary regarding the assessment of technical
provisions.

The Management Board of the Company owns the ORSA process, and the
process is organised such that the Management Board can actively make
requirements to the process and challenge results. In addition, the
Management Board considers the capital consequences of the current
strategy in the forecast period. The Management Board approves the
final ORSA report and adopts an ORSA policy.
The CEO of the Company ensures that the ORSA process is carried out in
line with guidance from the Management Board. The ORSA process and
results are reviewed in the Management Board meetings during the year.
The Risk & Compliance department manager of the Company has the
executive responsibility for the ORSA process, while the internal audit
function reviews the ORSA report on an independent basis before final
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approval by the Management Board. Interaction between risk
management activities and the risk management system are performed
via the ORSA process.

The Company determines its solvency needs using the standard formula.

The ORSA process is carried out at least annually. In the event of major
changes to the Company’s risk profile, an extraordinary ORSA process
shall be conducted. The requirement for an extraordinary ORSA must be
based upon the judgement of management and the Management Board.

The internal control system

The Company’s ORSA process was consistently performed during the
reporting year. In 2020 in accordance with the approved ORSA plan,
annual strategic and operational risk assessments were performed, and
the detailed results were presented to Management Board, who
reviewed and took them into account. Risk assessments for strategic
projects were performed and the results presented to the Management
Board in the quarterly Risk management and Compliance reports
together with proposed actions to improve the risk situation. Quarterly
Risk Management Reports and Chief actuary reports provide details of
the overall condition of the Company's risks and technical provisions,
compliance with the risk appetite, compliance with the risk limits
approved by Management Board for each risk (strategic, insurance,
financial, operational, compliance and emerging), as well as the main
actions and recommendations for improving the risk situation during the
reporting quarter. The Management Board, when making its decisions, is
always provided with relevant information about the risk situation and
level in the Company.
In 2020, the ORSA process showed that the Company will have sufficient
capital over the projected period 2020-2024. Solvency is supported by a
capital surplus at the beginning of the forecast period, an effective
reinsurance arrangement, a low risk investment strategy and a
conservative dividend policy, while the main threats are negative
developments and losses in the main activity of the Company – risk
underwriting. Capital adequacy is satisfactory even after testing with
distressed macro-economic conditions.

B.4 Internal control system
The Company’s internal control system is based on guidelines given by
the Committee of Sponsoring Organizations of the Treadway Commission
(COSO).
The internal control system of the Company is designed to keep risk at an
acceptable level. The internal control system comprises the control
environment, risk assessments, control activities, information,
communication and monitoring activities. The internal control system is
defined as a part of the risk management system and is built upon the
three lines model described in Chapter B1 and B3 of this report.
The internal control system framework consists of five integrated
components that all operate together:
• Control environment
• Risk assessment
• Control activities
• Information and communication
• Monitoring activities.
Control environment
The Company's internal control environment includes ethical values and
an appropriate organizational structure including the division and
separation of responsibilities and accountability.
All business areas of the Company have an appropriate and documented
organizational structure, clear reporting lines and delegations of
authority. There are routine descriptions for all essential tasks in the
Company.
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Risk assessment
The Company evaluates all significant risks and encourages discussion
about the impact of possible events on the achievement of set goals.
When deciding on risk management methods, the Management Board
has a clearly defined risk and internal control policy, detailing which
risks are acceptable in the relevant business area, i.e. what the tolerable
residual risk is.
Control activities
The Company applies in its activities both preventive and detective
controls.
The purpose of control measures is to contribute to ensuring the
achievement of goals and to identify undesirable development. Different
types of controls and control activities are performed at all levels in the
Group and are aligned with the at all times applicable and acceptable risk
level. Risk assessments are the starting point for estimating the level of
control within a business area. Such an assessment may result in the
identification of an increased or reduced need for control activities.
Risk management will in many cases be executed through control
measures. These measures can therefore be very different in nature and
scope.

Examples of general control elements in the Company’s internal control
system:
•
•
•
•
•
•

•
•

•

Figure 5: Types of control measures
•

Organizational structure: All business areas are organized in an
appropriate manner and clear reporting lines.
Authorization matrix: There is clear delegation of authority.
Process and routine descriptions: There are process and/or
routine descriptions for all significant business areas.
Skills and competences: All employees have a job description
and the necessary expertise to perform assigned tasks.
Fit and proper assessments: The Board, senior executives and
key personnel are assessed individually.
Remuneration: There are documented remuneration schemes,
with incentives that contribute to good risk management and
discourage potential conflicts of interest.
Incidents: There are established procedures for identifying,
reporting and managing incidents that occur in the Company.
Control assessments: Managers in all business areas design,
implement and monitor internal control within their area of
responsibility and take proper control measures when
necessary.
Internal reporting: There are established processes in order to
ensure that internal management information is reliable,
adequate and relevant.
External reporting. External reporting complies with laws and
regulations, as well as market requirements.

The Company continually monitors and controls the deviations in
activities and the approved key risk indicators from the approved limits
both at the detailed business process and aggregate level.
Information and communication
Communicating requirements and principles is an important part of the
internal control system. Policies, instructions and other governing
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documents have therefore been established in order to implement these
requirements and principles. It is also important that decision makers
have information about the risks and incidents that have occurred. There
are therefore established routines for recording incidents systematically.

Monitoring the internal control system
The first line is responsible for managing the internal control system
within their areas of responsibility as part of their ongoing responsibility
for business operations. Incidents are reported regularly and followedup by the first line and the second line (the risk management function
and the compliance function). An annual follow-up of processes, risks
and controls is performed by the risk management function.
There were no other material changes in the internal control system
during the reporting period other than those described in this report.

The compliance function
The compliance function is an independent function which is responsible
for managing (identifing, assessing, advising, monitoring and reporting)
compliance risk. Compliance risk is the risk that the Company incurs loss
of reputation, government sanctions and/or financial loss as a result of a
failure to comply with laws, external regulations and internally approved
regulations. The Compliance function also performs the responsibilities
of the Data Protection Officer (DPO) for the Company. This implies a
responsibility for identifying, assessing, advising, monitoring and
reporting on compliance risks according to privacy legislation. The
compliance function of the Company is headed by the head of the Risk
and Compliance division who is reporting to the Management Board.
The function is a part of the Group compliance function, headed by the
CCO of the Group.
Compliance forms an integral and inseparable part of the Company
processes. All managers and employees are responsible for following

applicable regulations, both internal and external. Laws and regulations
are carefully monitored and considered within business processes. Each
manager of the Company is responsible for the management of
compliance risks within their activities and the compliance of their
activities with the requirements of legislation and the internal
regulations of the Company. The compliance function helps the business
to identify and assess as well as advise, monitor and report on
compliance risk. The Compliance function has an important role in
preventing compliance risk, and undertakes activities for this purpose,
including providing advice, information-sharing and training on
compliance and regulatory matters relevant to the Company. This
requires a proactive compliance function which stays abreast of
regulatory changes and initiates advisory activities and investigations.
The Company's compliance risk management is integrated into the
Company's risk management system and is a continual and risk-based
process that controls the compliance risk of the entire Company. The
Compliance risk management policy establishes the management
principles for compliance risk, allowing compliance risk to be identified,
assessed, monitored and reduced as well as the principles for
compliance responsibilities and the organization of the compliance
function. The compliance function prepares an annual plan for
compliance activities. Compliance work follows a risk-based
methodology, in which selected areas of study are based on areas where
compliance risk is identified as highest.
Non-compliance and violations of external or internal regulations are
recorded in the incident register for operational risk. Each employee who
notices an event of non-compliance as a result of the failing to comply
with the requirements of legislation or internal regulations must
immediately register this event. Findings, including any violations, are
summarized in an annual compliance report distributed to the CEO and
the Management Board of the Company, and to the CCO of the Group. In
addition, compliance matters are reported to the CEO and the
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Management Board of the Company, and the CCO of the Group quarterly
in the Compliance report.

B.5 Internal audit function
Internal Audit (the internal audit function) is an independent, objective
assurance and consulting function which supports the Management
Board and the CEO in discharging their responsibility to monitor and
control the Company’s risk exposure. The Internal Audit is headed by the
Director of Internal Audit. The Management Board appoints and
dismisses the Director of Internal Audit and approves the employment
conditions. The Director of Internal Audit is precluded from receiving
pay based on financial performance.
As a general rule, the Director of Internal Audit has the same position in
all Group companies where it is legally required to have an internal audit
function. The Director of Internal Audit has established and maintains
clear guidelines for the allocation of work tasks between internal audit in
the Group and internal audit in the subsidiaries, including the Company.

Independence and objectivity
The Management Board approves the function description and job
description of Internal Audit. These documents regulate Internal Audit’s
objective, organisation, methodology, responsibility and tasks, audit
planning, reporting, rights and duties, cooperation and communication,
ethics and confidentiality requirements as well as quality assurance of
the function.
The Director of Internal Audit has established and maintains detailed
procedures for implementation of the overall requirements set out in the
function description. Internal Audit’s activities shall be performed free
from unwarranted influence by the organisation. This applies both to the
selection of audit projects, chosen approach, choice of audit activities,
frequency, timing and reporting.

Group Audit is the Company’s third Line of Defence. Internal Audit
performs an independent risk evaluation which encompasses all the
Company’s activities.
The third Line of Defence at least annually confirms to the Management
Board of the Company that Internal Audit has been independent in the
performance of audit tasks.

Responsibility and tasks
Internal Audit’s primary responsibility is to monitor and test the
Company’s processes for risk management, internal control and
governance. Based on this Internal Audit’s main responsibility is to
monitor and test to what extent:
• The Company's strategy is implemented
• The Company's operation and use of resources are in
accordance with requirements of business targets
• There is compliance with laws, regulations, and policies
• Financial and operational information is reliable and has high
integrity
• Assets are properly safeguarded.
Internal Audit also provides assurance confirmations in accordance with
regulatory requirements.
Internal Audit performs its work in accordance with applicable laws and
regulations for internal audit in financial institutions, including
international professional standards for the practice of internal audit.

Audit plan
The Management Board approves the Internal Audit’s annual plan based
on the recommendation of the Director of Internal Audit. The annual
audit plan takes account of an assessment of risk and materiality, as well
as budgeted costs, and internal and external resource requirements for
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the budget period. The annual audit plan is coordinated with the Group
audit plan for topics that are relevant for all companies in the Group.

and systems used are well established and whether controls are
effective.

Reporting

The Actuarial Function is organized as a part of the Actuary Department.
The Actuary Department consists of two teams, where some actuaries
are responsible for calculating technical provisions, while other actuaries
are a part of the Actuarial function that performs controlling tasks. The
organizational structure ensures independence of the Actuarial function.

Internal Audit, at least once a year, delivers a report to the Management
Board and CEO of the Company informing whether the Company’s risk
management, internal control and governance is in accordance with
internal and external guidelines.
Internal Audit reports half yearly to the Management Board and
Company’s CEO the results of the audits performed and any statements,
recommendations and overall assessments. The report shall include a
summary of the audits which have been performed and if there are
deviations to the annual internal audit and resource plan. Matters
considered not satisfactory are to be reported in addition to a summary
of any weaknesses which have been considered acceptable but where
actions can improve the processes for risk management, internal control
and governance.

B.6 Actuarial function
The Actuarial function in the Company is an independent control
function responsible for actuarial tasks performed by the Actuary
department of the Company. The function ensures the acceptability of
the Company’s calculations relating to technical provisions and the
calculation of the profitability for the insurance business. This includes
validation of technical provisions and an opinion statement on the
underwriting policy and reinsurance program.
In performing a validation of the technical provisions an independent
calculation is performed of the level of provisions together with
assessments of whether the methods and assumptions used are
applicable, whether the data quality is sufficient, whether the processes

The responsibilities of the Actuarial Function are assigned according to
Solvency II regulations
The Chief Actuary reports at least once a year in writing on all significant
tasks performed by the actuarial function and the results obtained,
clearly indicating any shortcomings and including a recommendation on
how the shortcomings could be addressed. The report is addressed to the
CEO and to the Management Board.

B.7 Outsourcing
Requirements and principles for outsourced functions or activities are
specified in the Policy on Outsourcing, which has been approved by the
Management Board. The policy establishes the principles for compliance
with the outsourcing requirements provided by Lithuanian law and
Solvency II regulations.
All functions and activities that are not defined as core functions and
activities may be outsourced provided that the Company retains full
responsibility for discharging the entity’s obligations.
When outsourcing the following shall be assessed and documented:
• How a vendor with sufficient quality is to be selected
• Details that the written agreement must include
• How outsourcing will be managed and monitored
• Contingency plans (for both enterprise and vendor)
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Outsourcing shall not:
• Significantly impair the quality of the Company’s management
• Unduly increase operational risk
• Impede supervision of the outsourced activities
• Undermine continuous and satisfactory service to policyholders
Intra-group outsourcing shall always be in line with relevant market
prices and conditions, similar conditions shall apply as for outsourcing to
an external party. Particular care should be taken when considering
intra-group outsourcing so that potential conflicts of interest are
identified and addressed.
The Company’s centralized procurement function shall be notified of all
outsourcing and is responsible to have an updated overview of all
outsourcing agreements. The Legal department ensures that agreements
are in accordance with internal requirements. The procurement function
is also responsible for providing a notification to the Bank of Lithuania
(Lithuanian FSA) when notification is required.
The procurement function reports annually to the Management Board
providing an overview of all outsourcing agreements reported to the
Bank of Lithuania (Lithuanian FSA). Furthermore, the Chief Accountant
shall report as head of the procurement function at least annually the

results of the procurement function’s activities to the CEO, the
Management Board of the Company, and the Group Procurement
department.
The Company has currently outsourced the following critical or
important operational functions with jurisdiction in which the service
providers of such functions or activities are located:
• Information and Communication Technology (ICT) both
intragroup and externally; in the jurisdiction of Sweden
• Investment activities both intragroup and externally; in the
jurisdictions of Norway and Latvia.

B.8 Any other information
All material information regarding the system of governance is
considered to have been provided above.
There were no other material changes in the system of governance, risk
management and internal control during reporting period other than
those described in this report.
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C. Risk Profile
The description of the risk profile given in the current Chapter is based
on the standard formula as this is the legal capital requirement for the
Company.
The Company’s core business is general insurance, and, therefore, a
major part of the risk the Company is exposed to is non-life and health
underwriting risk; however, the risk is limited as the Company is mainly
exposed to the private market and to the small and medium-sized
commercial market. Reinsurance is a risk-mitigating tool that reduces
the risk.

Operational risk is the risk related to business operations.
Diversification effects are present and reduce risk. It is considered very
unlikely that a large financial loss will occur at one and the same time as
a large underwriting loss.
Table 6 shows capital requirements for risks to which the Company has
exposure:
Table 6: The Company’s solvency capital requirement, TEUR
Capital requirement by risk
type

2020

2019

21 348

23 463

Health insurance risk

3 382

3 556

Life insurance risk

1 348

1 314

Market risk

3 412

4 178

The Company’s assets are invested in financial markets, and market risk,
which is the risk related to these investments, is a part of the Company’s
risk profile. Market risk includes interest rate risk.

Counterparty default risk

2 756

2 696

3 389

3 532

Diversification effect

(7 649)

(8 252)

Counterparty default risk is limited as the Company does not have
excessive exposure to counterparties.

Solvency capital requirement

27 987

30 487

Available capital

53 052

47 361

Life insurance is not sold by the Company. However, there is a part of the
claims reserve relating to annuities, stemming from non-life insurance
contracts which are estimated using life techniques. But longevity and
revision risks related to these reserves are comparatively small
compared to non-life and health underwriting risks.

Non-life insurance risk

Operational risk
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C.1 Underwriting risk
Underwriting risk consists of the risk related to general insurance. The
underwriting risk covers non-life and health insurance obligations that
can arise when premium and/or claim and expense amounts are
significantly different to expected values.
Underwriting risk for general insurance can be categorized into the
following:
• Reserve risk: Risk related to exposure up to the accounting date
which arises when the claims provision is insufficient to cover
all obligations.
• Premium risk: Risk related to uncertainty in the result for new
and unexpired contracts. Risk related to catastrophes is
considered to be a part of premium risk.
• Lapse risk: The risk of customers leaving the company. Lapse
risk arises due to the negative effect this has on future profit.

Reserve risk
The Company is liable for insured events that occurred during the term
of the contract, even if the loss was discovered and reported after the
end of the contract term. Claims may be settled over a long period of
time, and the Company must therefore calculate the claims provision in
order to make sure that the Company has sufficient resources to cover
claims for which the Company is liable.
Reserve risk is the risk that the current claims provision is not sufficient
to cover the development of already incurred claims and related
expenses. Reserve risk reflects the emergence of uncertainty related to:
• Actual claims size for reported, but not settled claims (“RBNS”)
being higher than expected
• Claims incurred but not reported (“IBNR”) being higher than
expected
• Claim payments being paid out at a different time than expected

When estimating the cost of reported claims not yet paid, the Company
considers any information available from claims reports, loss adjusters,
medical certificates and information about the costs of settling claims
with similar characteristics in previous periods. All claims are assessed
on a case-by-case basis by a claims handler. Uncertainty in actual claims
size for reported, but not settled claims (“RBNS”) may be caused by
uncertainty related to circumstances regarding the claim.
Claims provisions for claims incurred but not yet reported (“IBNR”) are
estimated based on the data from historical claims development as well
as assumptions based on available information. Uncertainty in these
claim amounts may occur due to claims development being other than
expected. The estimation of IBNR is generally subject to a greater degree
of uncertainty than the estimation of the cost of settling claims already
reported (RBNS), where information about the claim is available.
Uncertainty in IBNR is related to risk factors such as lack of experience,
misjudgements of trends in claims developments, changes in the
insurance portfolio structure, court awards and new types of latent
claims.
In addition, there will be uncertainty in the timing of payments and
claims inflation. The duration (average time between the date of loss
until the claim is finally settled) differs significantly between the types of
risk considered. Long duration will increase the Company’s exposure to
inflation. Risk contained in insurance contracts may be classified as
short-tailed or long-tailed. Short-tailed risks are risks for which the
period between the occurrence, reporting and final settlement of claims
is short. Long-tailed risks are characterized by the period between the
occurrence, reporting and settlement of claims being long. In Property
insurance claims are reported soon after occurrence, whereas bodily
injury claims under Motor vehicle liability insurance may be reported
several years after the occurrence and settled several years after they
were first reported. Inflation risk is larger for long-tailed products as
increased inflation will result in larger claim payments than expected.
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Premium risk
Premium risk relates to valid and future exposure, their future claims
and all related expenses. Exposure comes from unexpired risk from
contracts already underwritten (i.e. the “unearned” exposure).
Premium risk originates from the following factors:
• Uncertainty in premium rates
• Uncertainty in claims frequency and severity
• Uncertainty in the timing of claims payments
• Uncertainty in operating and claims handling expenses

As for reserve risk, the uncertainty in the timing of payments will result
in costs being higher than expected, due to higher claims being paid out
as a result of inflation.
There is uncertainty in operating and claims handling expenses. The
expenses are related to sales, claims handling, IT and other services
needed to run the Company. The operating costs are lower compared
with the claim costs, and the risk related to these costs being greater
than expected is not a significant risk factor for the Company.

Lapse risk

Premium rates may be less than expected due to market competition or
insufficiencies in the pricing models, which for most of the products are
constructed on the Company's claims costs base and which are also
influenced by the above listed reserve risks.

Lapse risk is not high, because the termination of non-life insurance
contracts usually does not increase the provisions, as the termination of
the contract removes also the obligation to pay indemnity and this
increase is more related to the repayment of the premiums received.

Total claim amount is usually forecasted on expected claim frequency
and severity that differ by line of business and may depend on many
factors. An increase in the frequency of claims can be either seasonal or
more permanent. For instance, a cold winter may cause an increase in
the frequency of claims within property insurance due to frozen water
pipes and increased use of electrical power and open fireplaces for
heating houses. More permanent shifts in the level of claims frequency
may occur due to e.g. change in customer behaviour and new types of
claims. The effect on the profitability of a permanent change in the level
of claims frequency can be easier to notice and can be assessed more
quickly in pricing and in the assessment of future liabilities. On the other
hand, claims severity may be heavily influenced by large claims. The
number of large claims incurred during a year varies significantly from
one year to another. This is typical for the commercial market and it is
much more difficult to predict their size and frequency. For most lines of
business, the underlying development of claims severity is also
influenced by inflation and changes in the legislative framework,
especially in relation to the country's economic indicators.

Risk exposure
Table 7 shows the risk exposure for the Company:
Table 7: Risk exposure for the Company
Type of underwriting risk

2020

2019

Reserve risk

23,8 %

21,0 %

Premium risk

65,6 %

69,1 %

Catastrophe risk

3,8 %

3,3 %

Lapse risk

1,6 %

2,0 %

Life risk
Total
Capital requirement for non-life and
health underwriting risk (incl.
diversification, TEUR)

5,2 %

4,6 %

100,0 %

100,0 %

26 079

28 333
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In the table above, if the materiality threshold is set at 10%, then reserve
risk and premium risk are considered material to the Company. For
reserve risk most of the claims provisions and risk exposures are related
to lines of business exposed to “Motor vehicle liability insurance” and
“Fire and other damage to property insurance”. For premium risk the
risk exposure is mainly related to “Motor vehicle liability insurance”,
“Motor insurance” and “Fire and other damage to property insurance”.
There have been no material changes in underwriting risk assessments
within general insurance since the last reporting period.

Risk concentration
The general insurance portfolios of the Company are concentrated in the
Lithuanian general insurance market, but the Company also has a
significant part of its general insurance business in Latvia and Estonia.
Experience shows that the larger the portfolio of similar insurance
contracts, the smaller the relative variability around the expected
outcome will be. In addition, a more diversified portfolio is less likely to
be affected by a change in any subset of the portfolio. Table 8 and 9
shows that Company has a well-diversified portfolio both between
countries and between products. About 40 percent of the portfolio is
related to motor vehicle liability insurance, about 20 percent is related to
motor insurance, about 15 percent is related to fire and other damage to
property, about 15 percent is related to medical expense insurance and
10 percent related to all other insurance products.

Table 8: Portfolio diversification between products
Line of business
Medical expense insurance

Net earned premium
2020

2019

16 848

15,4 %

17 633

15,4 %

3 286

3,0 %

3 386

3,0 %

-

-

-

-

Motor vehicle liability insurance

44 225

40,4 %

45 847

40,1 %

Other motor insurance

21 375

19,5 %

21 905

19,2 %

Income protection insurance
Worker's compensation

Marine, aviation and transport insurance

629

0,6 %

747

0,7 %

16 901

15,4 %

17 979

15,7 %

General liability insurance

3 099

2,8 %

3 581

3,1 %

Credit and suretyship insurance

1 006

0,9 %

960

0,8 %

Fire and other damage to property insurance

Legal expenses insurance
Assistance

-

-

-

-

1 715

1,6 %

1 926

1,7 %
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Miscellaneous financial loss
Total

427

0,4 %

372

0,3 %

109 510

100,0 %

114 337

100,0 %

Table 9: Portfolio diversification between countries

Country

Net earned premium
2020

2019

Estonia

6 748

6,2 %

8 434

7,4 %

Latvia

38 537

35,2 %

39 879

34,9 %

Lithuania

64 225

58,6 %

66 024

57,7 %

109 510

100,0 %

114 337

100,0 %

Total

Risk mitigation
The Company uses several risk mitigation techniques related to
underwriting activities. The most important techniques are:
• Diversification and combination of portfolios
• Reinsurance.

Risk sensitivity
A comprehensive risk sensitivity analysis has been performed for
different risk types at the Company level. This is further described in
Chapter C7.

C.2 Market risk
Market risk is the risk of experiencing losses due to changes in
macroeconomic conditions and/or changes in financial asset values. The
Company is exposed to these types of risk through its investment
activities. The risk is managed at the aggregate level and handled
through the Guidelines for Asset Management and the Investment
strategy, which have been drawn up for the Gjensidige Forsikring Group

and its subsidiaries, and through resolutions by the Group’s credit
committee. The Company's Investment strategy is approved by the
Board of the Company.
The Company’s investment portfolio is an integral part of the Gjensidige
Forsikring Group portfolio. The portfolio is managed by SEB Investment
Management IPAS acting on the basis of the agreement and in line with
the strategy proposed by the Group Investment Centre (GIC) and
approved by the Company's Board. The management of the portfolio is
controlled by both the Company and the GIC. The Manager delivers daily
reports containing actual prices and ratings to the Company and the GIC.
Diversification principles in the portfolio are defined by the Company’s
investment strategy. The strategy determines limits for asset categories,
ratings, currency, maturity etc. The Company’s investment portfolio may
be regarded as conservative with the majority of funds invested into
fixed income securities.
The total assets of the Company have been invested in accordance with
the “prudent person principle”. The investments are assigned to a match
portfolio in order to ensure the security, quality, liquidity and
profitability of the portfolio as a whole. Assets held to cover technical
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provisions in the match portfolio are invested in a manner appropriate to
the nature and duration of the insurance liabilities. The Company has not
used derivatives in 2020 and 2019. Concentration risk arose mainly from
securities denominated in other than the issuer’s national currency.

spreads over the risk-free interest rate term structure. It is the fixed
income portfolio that is exposed to spread risk.
Allocation of the fixed-income (carrying value, including cash and its
equivalent) portfolio per sector is shown in table 11.

Risk exposure
Table 11: Portfolio per sector

Table 10 shows the risk exposure of the Company:
Table 10: Risk exposure
Type of market risk

2020

2019

38,9 %

39,2 %

-

-

Property

10,2 %

5,6 %

Spread

42,9 %

46,4 %

8,0 %
100,0 %

8,8 %
100,0 %

3 412

4 178

Interest Rate
Equity

Currency
Concentration
Total
Capital requirement for
market risk (incl.
diversification, TEUR)

2020

2019

69,6 %

63,9 %

7,2 %

7,5 %

Corporate bond fund

13,0 %

18,1 %

Term deposits and cash

10,2 %

10,5 %

100,0 %

100,0 %

Government bonds
Corporate bonds

Total

Table 12 shows the fixed-income portfolio split per rating category:
Table 12: Portfolio per rating category
Rating type
AAA
AA

2020

2019

-

0,2 %

1,0 %

12,3 %

In reference to the table above when the materiality threshold is set at
10%, then interest rate, property and spread risks are to be considered
material to the Company. These risks are further described below.

A

85,2 %

71,4 %

BBB

12,9 %

15,1 %

0,8 %

0,9 %

There has been no material change in the Company’s treatment of
market risks in 2020 compared to the previous period.

B

-

-

Spread risk

BB
CCC
No rating
Total

-

-

0,1 %

1,1 %

100,0 %

100,0 %

Spread risk measures sensitivity of the values of assets, liabilities and
financial instruments to changes in the level or volatility of credit
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As can be seen from the table, the major part of the portfolio consists of
securities with a rating of A or higher.

Interest rate risk
Interest rate risk is defined as a loss in value resulting from a change in
interest rates and is viewed both from the asset-only perspective and in
relation to the interest rate sensitivity of liabilities.
Measures for the management of interest rate risk in the Company are
centralized and based on the assessment of the impact of interest rate
risk on the Company's financial indicators.
The Company does not have significant interest-bearing liabilities and
the largest share of interest bearing assets are at a fixed interest rate,
therefore, the Company is not exposed to significant interest rate risk
and to the effects of fluctuations in interest rates resulting from different
maturity or interest re-pricing profile of the Company's interest-bearing
assets and liabilities.
The overall exposure to interest rate risk is reduced by matching a
portfolio of fixed income instruments to the overall duration and pay-out
pattern of insurance liabilities.

Property risk
Property risk is the risk related to the value of assets, liabilities and
financial instruments due to changes in the level of or volatility in the
market prices of property.
The exposure to property risk in the Company largely comes from office
equipment held for own business purposes and mostly consisting of IT
hardware and furniture. The Company also owns several small premises
located in the regions of Lithuania and used as sales offices. These real
estate items are carried at revalued value thus reducing the risk of
significant deviation from accounting values.

Currency risk
Currency risk refers to potential fluctuation in the value of assets,
liabilities and financial instruments due to the changes in currency
exchange rates.
The exposure to currency risk in the Company mostly comes from
technical provisions denominated in foreign currencies. Material longterm risk positions are hedged by matching liabilities and financial
investments denominated in the same currency.

Risk Concentration
The scope of concentration risk extends to assets comprising equity,
spread and property risks and excludes assets covered by counterparty
default risk in order to avoid any overlap between both elements of the
standard calculation of the SCR. The definition of market risk
concentrations regarding financial investments is restricted to the risk
regarding the accumulation of exposures with the same counterparty
and does not include other types of concentrations (e.g. geographical
area, industry sector etc.).
The capital requirement for market risk concentration is calculated on
the basis of single name exposures. The net exposure of a counterparty
needs to be above a certain threshold in order to be included in the
calculation. The thresholds are defined in the following way:
•
•

The net exposure must be more than 1,5% of the total assets for
rating categories of BBB and below
The net exposure must be more than 3% of the total assets for
rating categories of A and above.

Risk Sensitivity
Risk sensitivity analysis is performed jointly for different risk types at
the level of the Company. This is further described in Chapter C7.
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C.3 Credit risk
Generally, credit risk reflects the possible losses due to unexpected
default of the different counterparties and debtors of the Company.
Credit risk associated with fixed income securities was covered in
Chapter C.2. In this chapter credit risk is interpreted as counterparty
default risk and covers risk mitigation contracts, securitisation, cash at
bank, receivables from intermediaries and any other credit exposure not
covered by market risk.
There have been no material changes in credit risk assessments since the
last reporting period.

Risk exposure
The counterparty default risk is calculated separately for the two main
types of exposure. Type 1 exposure covers reinsurance contracts and
cash at bank. Type 2 exposure covers receivables from intermediaries,
policyholder debtors and other exposures which are likely to be unrated
and not covered in the spread risk module.
Table 13 shows the risk exposure to counterparty default risk.
Table 13: The risk exposure to counterparty default risk

Counterparty Default Risk of Type 1
exposures
Counterparty Default Risk of Type 2
exposures
Total
Capital requirement for
Counterparty Default Risk (incl.
diversification, TEUR)

2020

2019

83 %

77 %

17 %

23 %

100 %

100 %

2 756

2 696

The standard formula divides counterparty default risk into two types:
Type 1 exposures and Type 2 exposures. The contribution of two types of
risks can be seen from table 13.
Type 1 exposures
ADB Gjensidige has only excess of loss reinsurance contracts, except for a
single Bonds quota share Treaty, with limited exposure. The reinsurance
calculations of the counterparty default risk cover both the actual
exposures, i.e. the reinsurer’s share of technical provisions, and the risk
related to the potential use of reinsurance cover in a stressed situation
i.e. the probability that reinsurers may not meet the assumed liabilities.
These are the largest contributors for type 1 exposure. The latter is
calculated based on the rating of the counterparty, the potential loss
given a default and the default probability of each counterparty.
Type 2 exposures
The counterparty default risk for type 2 exposures is calculated as a
percentage of the exposure, where the exposure is split into two parts.
The first part covers outstanding receivables which have been due for
less than 3 months. The second part covers overdue policyholder
receivables for more than 3 months. The Company applies a conservative
policy in identifying doubtful debts therefore this type of risk has been
low in both 2020 and 2019.

C.4 Liquidity risk
Liquidity risk is defined as the inability to meet payments when due, or
by the need to realize investments at a lower than expected value in
order to meet payments. For most general insurers, liquidity risk is quite
limited. Premium income is paid up front, and claims are paid out at a
later stage. Future payments are not based on contractual payment
dates, but rather on when claims arise and how long the claims handling
takes. For a going concern, this will result in a positive net cash flow
under normal circumstances.
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Under current actuarial practice, expected profits included in future
premiums (EPIFP) are not included in the calculation of the technical
provisions or recognized in any other way.

C.5 Operational risk

The principles and methods with regards to liquidity risk management
are detailed in the Investment Strategy approved by the Board of the
Company. The liquidity risk indicators are monitored monthly and are
regularly submitted to the Board of the Company.

A scenario analysis is performed as a part of the ORSA process to test the
robustness of the standard formula's capital requirement for operational
risk. Unexpected losses are considered, i.e. scenarios where capital acts
as a buffer. Therefore, it is focused on events that may occur, but rarely
do. The choice of scenarios is based on a systematic survey based on
categories of operational risk in the Company’s risk universe. The
sources are actual internal or external incidents or hypothetical events,
which are based on certain assumptions (probability and consequence)
and expert judgments. The scenarios are determined and discussed by
involving significant risk owners within each business area. The process
has involved the executive management group of the Company and has
contributed to the discussion and awareness of this type of rare event
risk. The discussions also cover risk with significant reputational
consequences.

Risk exposure
The Company uses the same definition as Gjensidige Forsikring ASA
which defines easily sold (liquid) asset as bank deposits, OECD
government and government-guaranteed securities that mature within 5
years, money market instruments with an A rating that mature within 6
months and those with an AA rating that fall due within 2 years as well as
coupons that fall due within 6 months on A rated bonds and covered
bonds.
Based on the above definition the liquid assets of the Company may be
characterized in the following way (the numbers below are based on
accounting values, TEUR):
Table 14: Liquid assets of the Company
2020

2019

Liquid assets

110 007

99 607

Illiquid assets

27 953

34 387

137 960

133 994

Total assets (TEUR)

In 2020 there were no significant changes in liquidity structure
compared to 2019.

Operational risk is the risk related to the business operations.

There is considerable uncertainty attached to the figures for operational
risk scenarios; however, the calculations made support the qualitative
assessment of the level of defined operational risk and the monitoring of
risk areas. The scenarios assume that multiple layers of existing controls
and management are broken. The analysis gives a good indication that
the capital requirement calculated by the standard formula is sufficient
to withstand material losses related to operational risk.

C.6 Other material risks
The Company is reinsured through Gjensidige Forsikring ASA and
included in the Group reinsurance programs where relevant. Some
smaller portions of reinsurance may also be placed in the open market
when deemed economical and beneficial so to do.
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Derivatives and risk mitigation
Neither in 2020 nor in 2019 has the Company used derivatives.

Intra-group transactions
The following transactions are considered as significant intra-group
transactions for the Company:
•

Reinsurance agreement between the Company and Gjensidige
Forsikring ASA, ceded premium of TEUR 3 501 in 2020, received
claims payments of TEUR 1 946 (in 2019 - TEUR 3 386 and
TEUR 1 715, respectively).

Pricing of intra-group reinsurance is according to the following three
principles:
• ‘Correctness’ - based on standard actuarial techniques.
• A reflection of the market price for the Gjensidige Group
programs.
• Less volatile pricing from year-to-year (everything else
remaining unchanged) through the use of a return requirement
consistent with the relevant target return on capital for the
Group on that part of the exposure not covered by the Group’s
reinsurance coverage.
Each year the terms and conditions of the ADB Gjensidige reinsurance
program are benchmarked in the open market. The program had been
consistently placed in the competitive percentile of the market over the
past years and is generally regarded as being one of the most competitive
programs in the market.

Impacts and risks related to Covid-19
The effects of COVID-19 are considered to be limited for the Company’s
business. Consequences for insurance activities, the investment area and
the business operations of the Company are described below. All effects

are considered to be within what one with a certain probability might
expect to occur. The Company is monitoring the situation to assess any
possible downside scenarios related to COVID-19.
The Company is focusing on ensuring that the Company’s activities can
continue to be properly executed under the announced quarantine
conditions and that those services can be satisfactorily provided to
policyholders, insured persons, beneficiaries and affected third parties.
Particular attention is paid to the safety of the Company’s employees and
customers as well as to preventing the risk of health problems related to
the spreading of COVID-19. In addition, the Company closely monitors
and assesses the impact of COVID-19 on the range of its activities, the
result of its financial activity and its solvency in the short and long term.
COVID-19 did not have a significant impact on Company’s exposure to
the liquidity and credit risks, there were no changes made to the liquidity
management strategy in 2020. The most likely impact of COVID-19 on
the Company's operations relates to the potential impact on
underwriting risk, market risk and operational risk.
Insurance activities (Underwriting risk)
Due to the measures implemented by the authorities regarding COVID19, the Company expects higher Travel Insurance claims and the early
termination of these type of insurance contracts. The scope of insurance
coverage in the three Baltic countries is slightly different, so the
Company will assess each case individually.
The Company monitors the situation regarding the insurance contracts
of tour operators and sellers of packaged tourism services. The Company
predicts that, even after the quarantine restrictions have been lifted, a
number of tour operators will not be able to fulfil obligations they have
undertaken and the number of insured events will increase. In the shortto-mid-term, the Company expects increased losses due to Travel
Insurance and the obligations of the tour operators under Travel bond
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insurance. However, in the longer term, the Company does not foresee
significant negative impact on insurance claims due to COVID-19.
The Company has assessed the risk that COVID-19 could result in
additional insurance claims under the Healthcare Institutions’
Compulsory Third Party Liability Insurance contracts, which were
concluded before 31-12-2019. The harm to the patient, as a result of
contagious diseases, is not defined as an uninsured event in the
Healthcare Institutions’ Compulsory Third Party Liability Insurance
terms and conditions in Lithuania. Taking into account the fact that most
attention in healthcare institutions is currently focused on fighting
against COVID-19, the probability of medical staff mistakes in other
personal healthcare areas is increasing.
According to the terms and conditions of Healthcare Third Party Liability
insurance contracts in Latvia, this is by contrast defined as a non-insured
event. In Estonia, the Company does not insure the professional civil
liability of healthcare institutions.
Due to projections that the COVID-19 quarantine and pandemic will lead
to a reduction in economies of the Baltic countries, the sale of insurance
products may decline in the short-to-mid-term. Most of the sales
decrease is related to quarantine requirements that restrict travel and
limit the normal business activity of shops, healthcare institutions,
dealerships, sales partner companies etc. In the longer term the
Company expect sales growth to recover in line with the recovery in the
economic health of the Baltic countries and insurance markets.
The Company foresees a general increase in the termination of insurance
policies in the short term. Due to poor economic conditions, the inability
of partners and customers to pay insurance premiums may be expected
to increase. This may lead to higher outstanding debts, and subsequently
an increase in debt collection activity and provisions for bad debt.
However the level of overdue debts in 2020 remained stable and the
Company did not observe increase in policy terminations or experience

insolvency cases of large clients or partners. The Company does not
foresee the termination of insurance policies and increased bad debt will
have any significant negative impact in the longer term.
The activities of the Company are comprehensively reinsured through
Gjensidige Forsikring ASA and included in the Gjensidige Forsikring
ASA‘s reinsurance program, so the Company's risk of loss is limited.
To monitor the extent of changes in activity and minimize the negative
impact of claims losses, the Company is actively monitoring sales
performance, optimizing pricing and reviewing sales incentives.
Insurance policy terminations are monitored on a daily basis and the
capacity of operational staff has been strengthened in order to properly
process increased policy terminations and debt collection activity. The
Company carries out the active management of claims in order to pay out
insurance claims on time and decrease the possibility of paying out on
fraudulent claims. The volume of insurance claims is monitored and
administrative capacity will be increased if the need arises.
In addition, terms and conditions of relevant products and pricing are
being reviewed to limit the negative impact from future insurance
activities. The Company maintains close communication with partners to
proactively manage the impact of each potential loss and to understand
current or potential constraints to the selling of its insurance products
due to COVID-19 quarantine restrictions.
The investment are (Market risk)
The Company‘s investment portfolio is conservative with low risk and
there are significant cash reserves.The Company’s investment portfolio is
only invested in high-quality fixed income instruments: investment grade
government and corporate bonds, and in managed with a conservative
investment strategy. The Company's investment portfolio is
characterized by low risk and high cash reserves.
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The outbreak of COVID-19 in March 2020 resulted in an increased
volatility in the financial markets and falling prices in the majority of
financial asset categories with no exception for fixed income securities.
In response to the increased financial risk, the Company has significantly
reduced the position of the corporate bond fund which was subsequently
added back in Q2 when situation in the financial markets normalized. In
addition, the Company has reinforced control activities in the financial
asset area including actively monitoring cash balances and the
development of bad debts.
The Company is still exposed to potential market movements, but the
risk level with the current allocation is low in relation to the adopted
frameworks and capacity. Risk management operates as previously with
dynamic management taking into account market development and
portfolio earnings.
In response to the current situation, the Company is continuously
monitoring the situation and taking risk mitigation measures. The
Company is closely monitoring the implementation of planned sales, loss
rates and the investment balance.
Operational level (Operational risk)
In order to reduce the spread of COVID-19 and its potential impact on the
Company’s business processes, employees, customers, partners, and
other persons, the Company activated its Business continuity plan. The
purpose of the plan is to help preserve business continuity by ensuring
the proper care of employees, maintaining customers’ trust and the
reliability of the brand in the market place, as well as minimizing the
losses during the crisis. The Company has an approved crisis
management team with the necessary authority to implement and
continuously adjust existing measures and is responsible for
communicating the plan to employees as well as implementing it in the
respective areas. Customer complaints handling, data protection
compliance, risk management and actuarial activity are continuing in a
normal manner.

The Company proactively implemented preventive measures against the
spreading of the virus. Remote work (home office) has been organized to
the maximum possible extent; most of the Company's employees work
from home and have all the necessary tools to properly perform their
work functions remotely. Critical systems and access to them remotely
are stable. Employees, who are not able to work remotely, are relocated
in such a way that a safe distance between workplaces is maintained and
movement within the office premises is restricted.
The Company’s goal is to maintain a satisfactory customer service level
and assesses that the situation is currently handled satisfactorily and
that all relevant functions both on the customer side, as well as in the
staff and support areas are able to perform all tasks that are necessary.
Following the activation of the Business continuity plan, there have not
been identified any increase in operational risks that could have a
significant impact on the operations of the Company.

C.7 Any other information
Stress testing and sensitivity analysis have been performed at the
Company level.

Stress test
The stress test for the Company is defined in the Capital Management
policy approved by the Board. The main objective of the stress test is to
demonstrate the capital level during extreme but plausible events. The
stress test is performed by summing up probable losses from separate
areas of the business. The Company, taking into account relevant risks
and their corresponding risk factors, performs a stress test quarterly.
The stress test includes the assessment of the impact on own funds and
solvency capital requirements of market risk (equity, interest rate,
property and credit spread risk), as well as reserve risk and catastrophe
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risk. It is assumed that all individual items in the stress test occur
simultaneously, which is a conservative assumption.

or the Board will crystallise if the total decrease in value/buffer capital is
in excess of the predefined levels.

Within each element, however, diversification effects have been taken
into account. A rule for management actions with escalation to the CEO

Table 15 provides an overview of the assumptions per asset used in the
stress test described above:

Table 15: Overview of the assumptions per asset used in the stress test
Risk
Interest rate risk (excl. Held to
maturity/HTM)
Property

Scenario
+/- 100 basis points
10 % decline

Credit spread risk (excl. Sovereign)

+ 100 basis points

Insurance risk (premium risk)

Increase of combined ratio by 7 %

Insurance risk (reserve risk)

Insufficiency of claim reserve 14,2 %

Insurance risk (life risk)
Counterparty risk

Insufficiency of claim reserve 10 %
Instant loss on reinsurance and insurance receivables amounting to an amount of 10% of SCR of CDR

Operational risk

Average of 10 largest events in ORSA

The outcome of the stress test as at 31.12.2020 is presented in Table 16.
Table 16: Stress test as at 31.12.2020
Risk

Scenario

Interest rate risk

Change in rate

Property

Instant loss

Credit spread

Spread widening

Shock

Effect, TEUR

1,0 %

(235)

10,0 %

(105)
(548)

Sovereign bonds

0,0 %

0

Corporate bonds

1,0 %

(99)

Investment funds

1,0 %

(449)

Market risk, total
Insurance risk (premium risk)

(889)
Increase of combined ratio

7,0 %

(1 596)
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Insurance risk (reserve risk)

Insufficiency of reserve

14,2 %

(2 190)

Insurance risk (life risk)

Insufficiency of reserve

10,0 %

(707)

Counterparty risk

10% of Counterparty Risk

10,0 %

(491)

Operational risk

Average of 10 largest events

Tax effect

Tax offset due to losses

15 %

Reduced own funds post stress
Changed SCR post stress

(900)
587
(6 186)

Due to lower balance sheet

(71)

Effect on excess capital
Available capital before stress

53 052

Capital requirement before stress

27 987

Excess capital before stress

25 065

Excess capital post stress

18 808
Capital contingency

Solvency II Standard formula Ratio before stress

190 %

Solvency II Standard formula Ratio post stress

168 %

Risk sensitivity analysis
Risk sensitivity analysis is performed at the Company level. The aim of
the sensitivity analysis is to show how different pre-defined scenarios
affect the Solvency Capital Requirement as calculated by the standard
formula. The sensitivity analysis shows only the effect of the relevant
scenario: all other values are assumed to remain unchanged.
The following assumptions are made for the different risk drivers:
• Equities: It is assumed that the market value of equities
increases/decreases, which affects both the eligible capital (as
the value of equities decreases) and the capital requirement. As

•

•

•

at the end of 2020 in the Company’s investment portfolio there
were no equities therefore this shock was evaluated as 0.
Interest rate: It is assumed that the whole interest rate curve
changes with one percentage point. The effect on both eligible
capital and the capital requirement is accounted for.
Inflation: It is assumed that technical provisions increase as a
result of increased claim inflation, which has an effect on both
the eligible capital (as technical provisions increase) and the
capital requirement.
Spread: It is assumed that credit spreads change, which has an
effect on both the eligible capital (as the bond values decrease)
and the capital requirement. The bonds that are affected are
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those defined by the spread risk module in the standard
formula.
The Figure 6 shows the relevant scenarios used in the sensitivity analysis
as well as the effect on the SCR:

Figure 6: Effect of sensitivity analysis on the Solvency ratio
250%
200%

190%

188%191%

185% 194%

187%

150%
100%
50%
0%
Solvency II ratio Interest rate (- Spread (-100 Inflation (+100
100 bps/+100 bps/+100 bps)
bps)
bps)
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D. Valuation for Solvency Purposes
D.1 Assets
In general assets are valued on an “economic value” basis under Solvency
II, which is consistent with the market value principle. Market prices are
used where assets are traded in active markets and prices are publicly
available. However, for some assets like plant and equipment where the
market is inactive, the Company applies simplifying assumptions in
order to determine the market value.

Most of the Company’s assets are valued according to quoted market
prices in the Solvency II balance sheet since they are traded in active
markets, including the bonds portfolio. Property and equipment is the
asset class considered not to have an active market. Other valuation
methods are therefore used for these assets, and these are described
below.

An active market is defined as a market where all the following criteria
are satisfied:
• Units traded in a market are homogenous
• Willing buyers and sellers usually exist at any time
• Prices are publicly available.

For the majority of assets, the Solvency II valuation will be consistent
with “fair value” as defined according to IFRS accounting principles.
However, there are some differences which are briefly explained below.
Table 17 shows the differences between Solvency II valuation and
accounting valuation of assets.

Table 17: Assets according to Solvency II and accounting principles (figures in TEUR)
2020

2019

Accounting

Solvency II

Difference

Accounting

Solvency II

Difference

Intangible assets (including goodwill)

4 610

-

(4 610)

4 499

-

(4 499)

Deferred tax assets

1 512

1 512

-

1 654

1 654

-

Deferred acquisition cost

5 306

-

(5 306)

5 580

-

(5 580)

Property, plant & equipment held for own use

9 732

9 732

-

6 899

6 899

-

-

-

-

-

-

-

105 800

105 903

103

95 603

95 751

148

17 978

17 978

-

24 154

24 154

-

-

-

-

62

62

-

9 399

7 787

(1 612)

11 917

10 113

(1 804)

Investments – Equities
Investments – Bonds
Investments – Investment Funds
Investments – Deposits other than cash
equivalents
Reinsurance recoverables and receivables
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Insurance and intermediaries receivables
Receivables (trade, not insurance)
Cash and cash equivalents
Other assets
Total

16 049

2 728

(13 321)

15 455

3 495

(11 960)

498

498

-

795

795

-

14 048

14 048

-

13 993

13 993

-

1 198

163

(1 035)

1 289

247

(1 042)

186 130

160 349

(25 781)

181 900

157 163

(24 737)

Intangible assets (including goodwill)
Goodwill is valued at zero under Solvency II. Other intangible assets can
only have a value higher than zero if they can be sold separately and if
there is a quoted market price in an active market for the same or similar
intangible assets. It is not considered possible to sell any of the other
intangible assets resulting in a valuation at zero in the Solvency II
balance sheet.
Deferred tax assets
The Company has large accumulated tax losses which can be carried
forward for an unlimited period. Only a portion of these losses is
currently recognized as a deferred tax asset in both the statutory and
Solvency II balance sheets based on expected future taxable profits
required to utilise the deferred tax assets. The recognised amount of
TEUR 1 512 (TEUR 1 654 in 2019) is based on financial forecasts for 3
years.
Deferred acquisition cost
Deferred acquisition cost is valued at zero in the Solvency II balance
sheet.
Property, plant and equipment held for own use
Property, plant and equipment held for own use consists of office
buildings and equipment owned by the Company. The nature and risk of
these assets is related to property investments. The external valuation of
property items is carried out on a regular basis.

Property, plant and equipment category also includes leases reported as
right-of-use assets in accordance with IFRS 16 effective from 1 January
2019. The assets managed as right-of-use are depreciated by the
straight-line method throughout the entire period set by the lease
obligation. The main contracts are leasing of property for the head office
and regional offices.
Since it is impractical to carry out an external valuation of all plant and
equipment due to the large quantity of low value items and the total
amount being immaterial, the Company uses an assumption that the fair
value equals the book value in respect of plant and equipment assets.
Investments – Equities
All investments in equities are measured at fair value referring to quoted
market prices. The Company had no investments in this category in 2020
and 2019.
Investments – Bonds
Bonds including government bonds and corporate bonds are measured
at fair value. The risk associated with fixed income securities is described
in Chapter C.2.
Government bonds held by the Company are listed bonds issued by the
Lithuanian central government and other European governments.
Under accounting principles, bonds held to maturity are measured at
amortized cost in the statutory balance sheet while they are measured at
market value under Solvency II.
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Investments – Investment Funds
The Company has investments in investment grade bond funds which are
measured at fair value and consist of funds invested in listed investment
grade bonds. The fair value of funds is estimated based on the fair value
of the underlying investments. If the underlying investment is listed, and
transactions occur regularly, then quoted market prices are used. If the
underlying investment is listed, and transactions do not occur regularly,
then valuation is based on observable market data, using observable
yield curves and estimated credit spreads.
Investments – Deposits other than cash equivalents
Deposits held by the Company are measured at fair value and consist of
short-term and long-term deposits in EUR currency. For the simplicity of
measuring, the market value of deposits is assumed to be equal to the
book value (principal amount plus accrued interest).
Reinsurance recoverables and receivables
Reinsurance recoverables and receivables are related to the reinsurance
receivables that are to be paid to the Company. There is therefore
counterparty default risk associated with this type of assets.
The reinsurer’s share of technical provisions is discounted according to
Solvency II principles.

Receivables (trade, not insurance)
This item mainly consists of the receivable CIT amount and the
receivables arising from claims handling contracts with other insurance
undertakings.
Cash and cash equivalents
The cash and cash equivalents are mainly readily available bank
deposits.
Own shares
The Company does not hold own shares as of the reporting date.
Other assets
This mostly consists of advance payments to suppliers. Deferred costs
are not recognized in the Solvency II balance sheet as having no market
value.
Leasing arrangements
The Company has no financial leases.
Off-balance assets
There are no material off-balance sheet assets.

Insurance and intermediaries receivables
The insurance and intermediaries receivables mainly consist of
policyholder receivables i.e. the premium for current risk exposure that
has not been paid.
Only the amount overdue is included in the Solvency II balance sheet, as
policyholders’ receivables are a part of the premium provisions under
Solvency II. The receivables are adjusted for a bad debt provision
therefore there is little remaining risk associated with these assets.
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D.2 Technical provisions
The Company is obligated to estimate its technical provisions in respect
of all liabilities stemming from insurance and reinsurance contracts. The
value of the technical provisions must correspond to the amount that the
Company would be obliged to pay when immediately transferring the
rights and obligations under the insurance and reinsurance contracts to
another insurance or reinsurance undertaking. The technical provision
value is equal to the sum of the best estimate and risk margin. The
Company calculates the best estimate and the risk margin separately.
The best estimate corresponds to expected future cash flows, taking into
account the time value of money (the present value of expected future
cash flows), using the appropriate risk-free interest rate curve. The risk
margin is equal to the amount necessary to ensure that the technical
provisions are equal to the amount that the Company would be required
to pay for the taking over and fulfilment of its insurance and reinsurance
obligations.
Provisions for solvency purposes differ from provisions for reporting on
the entity's financial position due to different requirements for their
calculation. The main differences are briefly explained below.
In the context of Solvency II, the Company’s technical provisions are
calculated as the sum of the claims provision, premium provision and the
risk margin. The procedure for calculating provisions for the preparation
of financial statements is as approved by resolution of the Bank of
Lithuania. In accordance with this resolution, the Company must create
an unearned premium technical provision, an outstanding claim
technical provision, a provision for bonuses and rebates, an unexpired
risk technical provision and a provision for other financial liabilities. In
accordance with the principles for their calculation these provisions
cannot be matched with the provisions for solvency purposes.

The best estimate claims provision employed in the Solvency II balance
sheet is the claims provision based on the accounting valuation basis,
with the one exception that the claims provision in the Financial
Statements is not discounted. But the premium provision and risk
margin used in the Solvency II balance sheet have no equivalents in the
financial statements. Partly premium provision can be identified with the
amount of unearned premium and unexpired risk technical provisions,
but there is a difference in the recognition of future profits between the
solvency provisions and the technical provisions for financial purposes.
This is the main reason why these provisions differ in their numerical
values.
Table 18: Technical provisions (gross) according to Solvency II
and accounting principles (figures in TEUR)
Accounting

Solvency II

Difference

Claims provision

51 663

51 926

(263)

Premium provision
Unexpired risk
technical provision
Risk margin
Total technical
provisions

49 950

32 077

17 873

2 858

-

2 858

-

4 254

(4 254)

104 471

88 257

16 214

Table 19 shows the changes in the level of technical provisions for
solvency purposes since the last reporting period:
Table 19: Changes in the level of technical provisions (figures in
TEUR)
2020

2019

Difference

Claims provision

51 926

56 773

(4 847)

Premium provision

32 077

32 379

(302)
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Risk margin
Total provisions

4 254

4 160

94

88 257

93 312

(5 055)

There have not been any changes in the relevant assumptions made
compared to the Company's previous reporting period. Decrease in the
claims provision was caused mainly by changes in reserves for one extra
large claim which was paid out. No other adjustments have been made
related to technical provisions and no significant simplified methods
have been used in the calculation of technical provisions.

Table 20: Claims provisions (gross) according to Solvency II and
accounting principles (figures in TEUR)

1.

Medical expense

931

Solvency
II
933

2.

Income protection
Workers'
compensation
Motor vehicle liability

183

184

(1)

0

0

0

24 680

24 892

(212)

2 546

2 550

(4)

220

221

(1)

5 341

5 356

(15)

2 316

2 337

(21)

984

990

(6)

Line of business

3.
4.

Note that the Solvency II interest rate curves with no volatility
adjustment are used for determining the Solvency II technical provisions,
and that no transitional measures are used for the calculations. The
Company does not use a matching adjustment nor does it use
unbundling. Technical provisions are not calculated as a whole.

5.

8.

Other motor
Marine, aviation and
transport
Fire and other
damage to property
General liability

Claims provisions

9.

Credit and suretyship

10.

Legal expenses i

11.

Assistance
Miscellaneous
financial loss
Annuities stemming
from non-life
insurance contracts
Total

As mentioned above, the main difference between the outstanding claims
technical provision (OCTP) and the claims provisions for Solvency
purpose is discounting. The claims provision for Solvency purpose is
discounted, while the claims provision is undiscounted in the accounting
figures. The exception is annuity claims that are estimated using life
techniques and are discounted at the time they are estimated. Thus, such
reserves are not discounted a second time at the time of making the
claims reserve calculation. All other assumptions used for the estimation
of Solvency II claims reserves purposes are identical with the accounting
OCTP assumptions.
Table 20 provides an overview of the claims provisions across the lines
of business:

6.
7.

12.
34.

Accounting

Differenc
e
(2)

0

0

0

92

92

0

231

232

(1)

14 139

14 139

0

51 663

51 926

(263)

The claims provision is the best estimate of future payments for claims
incurred until, and including, the balance date. The structure of the
claims provision is similar to the structure of Outstanding Claims
Technical Provision (OCTP), which consists of the following:
•

RBNS (Reported But Not Settled)

•

IBNR (Incurred But Not Reported)

•

Loss Adjustment Expenses (LAE)
|55

• Expected salvage and subrogation amounts.
Provisions for known claims are assessed individually by the Claims
department according to the Company’s approved order, while
provisions for incurred but not reported claims, loss adjustment
expenses and expected salvage and subrogation amounts are estimated
using actuarial methods based on the Company’s empirical data.
The key statistical methods used for determining the IBNR claims
provisions are:
•

•

•

The Chain-Ladder method, which uses historical data to
estimate the proportions of the ultimate claim costs paid and
incurred to date of the ultimate claim costs.
The Expected Loss Ratio method (e.g. Bornhuetter-Ferguson or
Cape Cod), which uses the Company’s expectation of the loss
ratio and Chain-Ladder development coefficients in the
estimation of future claims payments.
Increase of loss ratio by 5 percent in the last 4 accident quarters
for the lines of business with lack of sufficient statistics.

The methods used in the calculation of the claims provision depend on
the individual line of business, the time period, available data and data
quality. In the calculation of the claims provision empirical payments
data, incurred claims data, historical average claim data and the data of
claims counts may be used. The choice as to how much historical data is
needed depends on the individual line of business. For long-tailed lines
of business 8 years historical data is used, for other lines of business – 6
years. Parameter selection is generally made on the basis of historical
data combined with business insight and expert judgment with respect
to the line of business modelled. Since pricing, coverage and claims
compensation are different between the countries where the Company
offers insurance, the claims provisions are modelled separately for each
country per line of business.
The loss adjustment expenses to cover unallocated expenses in relation
to already incurred, but not fully settled claims are calculated using the

New-York method. This method is based on assumption that loss
adjustment expenses can be estimated as a percentage from the
unreported claims and partly from the reported but not fully settled
claims. There is an assumption made that the average ratio of loss
adjustment expenses from paid claims will be the same in the handling of
the remaining unpaid claims. These coefficients are calculated as a ratio
of respective claims handling costs and paid losses for the last 3 years.
The expected salvage and subrogation amount is calculated similarly to
loss adjustment expenses making an assumption that the Company will
recover the same part of subrogated amounts as in previous periods
compared to the actual paid claims amount. Estimated average ratio
between received salvage and subrogation amounts and paid claims is
applied to both IBNR and RBNS claims. As in the case of loss adjustment
coefficients this ratio is calculated using the last 3 years’ statistics.
Annuities that are estimated using life techniques (for example mortality
and average lifetime) are separated out into the life insurance subgroup,
but all other methods and assumptions, that are applicable for
estimations of loss adjustment expenses or expected recourse and
subrogation amounts, are the same as for the estimation of non-life
obligations. The estimated present value of such future payments is the
present value of future payments discounted at the time of initially
calculating the annuity.
Cash-flow distribution in time was based on the distribution of paid
claims during the last 10 years. All cash-flows are discounted under
Solvency II principles with an EOIPA-specified discounting curve.
The methods used for calculating technical provisions are in general
widely used in the market, and are considered to be proportionate to the
nature, scale and complexity of the Company’s risks.
No significant data deficiencies are known at this point. A general
recommendation on improvements to the internal procedures in relation
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to data is to achieve a full automatization of all procedures without any
manual interference. The implementation of this improvement is
currently in progress.

Premium Provisions
Premium provisions according to generally accepted accounting
principles are the unearned premium technical provisions. The purpose
of this provision is to allocate written premiums throughout future
periods, covering all obligations to pay indemnity during the contract
period. No deductions are made for any expenses before the written
premiums accrue.

Under Solvency II principles the premium provision is calculated as the
current value of future cash-flows for the unexpired risk for contracts
within contract boundaries. Expected cash flows are expected claim
payments, claims handling expenses, expected cash inflow from the
subrogated claims, administrative expenses and acquisition expenses,
however future premium instalments reduce the premium reserve. The
payment pattern will be the same as the one used for cash-flows in the
claims provision based on the statistic for the last ten years' paid losses.
Finally, cash flows are discounted with the EIOPA yield curve.
Table 21 provides an overview of the premium provisions in the
statutory balance sheet and for solvency purposes across the Company's
lines of business.

Table 21: Premium provisions (gross) according to Solvency II and accounting principles (figures in TEUR)
No.

Line of business

1.
2.
3.

Workers' compensation insurance

4.

ADB Gjensidige
Accounting

Solvency II

Difference

Medical expense insurance

7 322

3 626

3 696

Income protection insurance

1 589

498

1 091

0

0

0

Motor vehicle liability insurance

17 833

15 263

2 570

5.

Other motor insurance

11 069

5 994

5 075

6.

Marine, aviation and transport insurance

179

132

47

7.

Fire and other damage to property insurance

8 747

5 116

3 631

8.

General liability insurance

1 460

741

719

9.

Credit and suretyship insurance

835

728

107

10.

Legal expenses insurance

0

0

0

11.

Assistance

758

11

747

12.

Miscellaneous financial loss

158

(32)

190

34.

Annuities stemming from non-life insurance contracts

0

0

0

49 950

32 077

17 873

Total
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The methods used for calculating technical provisions are in general
widely used in the market, and are considered to be proportionate to the
nature, scale and complexity of the Company’s risks. No significant data
deficiencies are known at this point. A general recommendation on
improvements to the internal procedures in relation to data is to achieve
a full automatization of all procedures without any manual interference.
The implementation of this improvement is currently in progress.

10.

Marine, aviation and transport
insurance
Fire and other damage to
property insurance
General liability insurance
Credit and suretyship
insurance
Legal expenses insurance

Risk Margin

11.

Assistance

53

85

(32)

According to Solvency II principles the amount of technical provisions is
equal to the sum of Best Estimate ( BE) and risk margin. No risk margin
is calculated under accounting valuation principles.

12.

Miscellaneous financial loss
Annuities stemming from
non-life insurance contracts
Total

25

21

4

166

145

21

4 254

4 160

94

The risk margin represents the cost of providing an amount of eligible
own funds equal to the Solvency Capital Requirement necessary to
support the insurance and reinsurance obligations over their lifetime.
The calculation of the risk margin requires the undertaking to evaluate
the SCR for future years within the lifetime of the obligations. The capital
cost is computed as the present value of all future SCR multiplied by the
CoC (Cost of Capital) rate which is defined at 6% by the Solvency II
regulation. Table 22 shows the risk margin per line of business:
Table 22: Risk margin according to Solvency II (figures in TEUR)
No.

Line of business

1.
2.
3.
4.
5.

2020

2019

Difference

Medical expense insurance

383

359

24

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

122

120

2

0

0

0

1 856

1 828

28

720

733

(13)

6.
7.
8.
9.

34.

41

50

(9)

552

493

59

198

201

(3)

138

125

13

0

0

0

Recoverables from reinsurance contracts
Technical provisions are calculated in the same way as for gross figures.
The main difference between accounting figures and Solvency II figures
is that the provisions are discounted.
The Company’s exposure to large claims is limited. The majority of the
reinsurance treaties run for 12 months and are renewed on 1 st January,
every year. Nearly all reinsurance agreements are Excess of loss (see
table below with reinsurance limits), except Suretyship insurance, which
is covered by a 40% Quota share agreement.
Table 23: Retention per line of business (figures in EUR)
Line of business
Income protection

Retention
50 000

Motor vehicle liability

100 000

Marine, aviation and transport

100 000
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Fire and other damage to property

200 000

General liability

100 000

Reinsurance technical provisions are calculated using the same
assumptions as for gross technical provisions. Discounting is the only

main difference between the provisions for solvency purposes and the
provisions for reporting in the entity's financial accounts.
An overview of the reinsurance recoverables for each line of business is
presented table 24.

Table 24: Reinsurer’s share of technical provisions according to Solvency II (figures in EUR)
No.

Line of business

2020

2019

Difference

1.

Medical expense insurance

(52)

(26)

(26)

2.

Income protection insurance

(15)

(11)

(4)

3.

Workers' compensation insurance

0

0

0

4.

Motor vehicle liability insurance

3 326

5 904

(2 578)

5.

Other motor insurance

(242)

(263)

21

6.

Marine, aviation and transport insurance

(28)

(25)

(3)

7.

Fire and other damage to property insurance

681

70

611

8.

General liability insurance

17

181

(164)

9.

Credit and suretyship insurance

332

232

100

10.

Legal expenses insurance

11.

Assistance

12.

Miscellaneous financial loss

34.

Annuities stemming from non-life insurance contracts

2 885

2 730

Total

7 112

9 168

0

0

0

18

(17)

35

190

393

(203)
155
(2 056)

Uncertainty in technical provisions

D.3 Other liabilities

All calculations of technical provisions will contain a degree of
uncertainty. Uncertainty can arise from the choice of model, random
variations in the data used or in the estimation of parameters in the
model. To quantify these uncertainties the Company uses loss ratios
fluctuations applying it to the forecast level.

The Solvency II valuation of other liabilities than technical provisions is
generally consistent with the “fair value” principle as defined in IFRS
accounting principles.
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There have not been any other material changes in the recognition or
valuation bases used or in estimations during the reporting period.

Tables 25 and 26 show the differences between Solvency II valuation and
accounting valuation of other liabilities for 2020 and 2019.

Table 25: Liabilities according to Solvency II and accounting principles (figures in TEUR) in 2020
2020
Provisions other than technical provisions
Deferred tax liabilities
Insurance & intermediaries payables
Reinsurance payables
Payables (trade, not insurance)
Subordinated liabilities
Any other liabilities, not elsewhere shown
Total

Accounting

Solvency II

Difference

328

328

-

-

-

-

5 631

5 631

-

207

207

-

1 698

1 698

-

-

-

-

12 869
20 733

11 176

(1 693)

19 040

(1 693)

Table 26: Liabilities according to Solvency II and accounting principles (figures in TEUR) in 2019
2019
Provisions other than technical provisions
Deferred tax liabilities
Insurance & intermediaries payables
Reinsurance payables
Payables (trade, not insurance)
Subordinated liabilities

Accounting

Solvency II

Difference

283

283

-

-

-

-

5 601

5 601

-

2

2

-

1 579

1 579

-

-

-

-

Any other liabilities, not elsewhere shown

10 631

9 026

(1 605)

Total

18 096

16 491

(1 605)
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Provisions other than technical provisions
This amount relates to costs of restructuring and is equal in the statutory
accounts and the Solvency II balance sheet. These liabilities are expected
to be paid out during the next year. Uncertainty in respect of these
figures is considered to be low.
Deferred tax liabilities
As explained in Chapter D.1, the Company has large accumulated tax
losses which can be carried forward for an unlimited period and only a
small portion of these losses is currently recognized in both the statutory
and Solvency II balance sheets based on expected future taxable profits
required to utilise the deferred tax assets.
The above described tax losses are sufficient to cover in full the potential
deferred tax liabilities arising from both statutory and Solvency II
temporary differences, therefore no deferred tax liability is recognized in
the balance sheet.
Insurance and intermediaries payables
This item consists of various liabilities towards policyholders. For
example, advance payments received from policyholders where policies
are not yet in force or commissions payable to insurance intermediaries.
The amounts are expected to be paid out shortly with negligible risk.
These figures are equal in the statutory accounts and the Solvency II
balance sheet.
Reinsurance payables
Reinsurance payables consist of net reinsurance premiums less
commissions and incurred claims that are to be paid and it is equal in the
statutory accounts and the Solvency II balance sheet. The amounts are
expected to be paid out shortly with negligible risk.

Payables (trade, not insurance)
This item comprises various operating liabilities to suppliers, employees
and state authorities. The amounts are expected to be paid out within
one year with low risk. The amount is equal in the statutory accounts and
the Solvency II balance sheet.
Subordinated liabilities
The Company had no subordinated liabilities in 2020 and 2019.
Any other liabilities, not elsewhere shown
In the statutory accounts this item mainly consists of accrued sales
commissions and other accrued costs including deferred reinsurance
commission.
This line also includes lease liability reported in accordance with IFRS 16
and effective from 1 January 2019. The lease liability is calculated from
existing lease contracts (excluding short-term and low-value leases) as a
present value of the remaining lease payments and discounted using the
incremental borrowing rate at the date of initial application. The main
contracts are the leasing of property for the head office and regional
offices. The net effect of any uncertainty in determining the amount is
negligible as the same amounts are recognised as both assets and
liabilities.
The Solvency II valuation of other liabilities is lower by TEUR 1 693
(TEUR 1 605 in 2019) due to the removal of deferred reinsurance
commission as this item does not involve cash outflow as well as the
payable commission fees on receivables from policyholders which are
not due for payment.
Leasing arrangements
The Company has no financial leases. However, the Company has entered
into a number of operating leasing contracts. The main contracts are
leasing of property for the head office and regional offices. Other
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operating leasing contracts are car leasing, IT hardware, copy machines
etc.

D.4 Alternative methods for valuation

Off-balance sheet liabilities
The Company has no material off-balance sheet liabilities as of the
reporting date.

The valuation of all assets and liabilities in the Solvency II balance sheet
are based on market values according to Solvency II principles.
Alternative methods for valuation other than the ones described above
have not been considered.

Uncertainty in other liabilities

D.5 Any other information

There is some degree of estimation uncertainty related to other liabilities
on the Solvency II balance sheet.

All material information is considered covered by the descriptions above.

The items under “Other liabilities” are mainly based on IFRS valuation
principles. The estimation uncertainty concerns accruals and provisions
and in general is considered to be low.
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E. Capital Management
E.1 Own funds
Companies within the Gjensidige Forsikring Group must adjust their risk
exposure to their capital base. On the other hand, solvency capital, or
equity, has a cost. A key objective of capital management is to balance
these two aspects. The Company’s overall capital management objectives
are to ensure that the capitalisation of the Company can sustain an
adverse outcome without giving rise to a financially distressed situation
and that capital is used in the most efficient way.
The Capital Management Policy specifies the requirements for capital
management. This includes a description of the capital management
strategy, the organization of capital management and capital reporting.
The reporting includes a stress test of the capital position. There are
defined red, yellow and green zones, where actions are triggered if the
capital position is in the yellow or red zone.
The ORSA policy specifies requirements for the ORSA process which
assesses risk and capital needs going forward. The ORSA is aligned with
the planning process (management forecast) and planning period which
is for the current year and an additional four years.
In 2019 the Company revised the capital risk zones and expanded the
yellow (middle risk) zone from 120% to 125% and set the green (target)
zone to 125-150% of solvency capital requirement. No further changes
to the capital strategy were made in 2020.
Table 27 shows the total eligible amount of own funds to cover the
Solvency Capital Requirement (figures in TEUR) for the Company:

Table 27: Total eligible amount of own funds to cover Solvency
Capital Requirement (figures in TEUR)

Tier 1
Ordinary share capital
(gross of own shares)
Share premium account
related to ordinary
share capital
Reconciliation reserve
Restricted tier 1 capital

2020

2019

Change

51 540

45 707

5 833

47 184

47 184

-

12 454

12 454

-

(8 098)

(13 931)

5 833

-

-

-

Tier 2

-

-

-

Tier 3

1 512

1 654

(142)

1 512

1 654

(142)

53 052

47 361

5 691

Deferred tax
Total eligible own funds
to meet SCR

As can be seen from table 27, the Company mainly has tier 1 capital,
which is considered to be of the best quality. Tier 1 capital consists of
ordinary share capital, the share premium account related to ordinary
share capital and the reconciliation reserve. This type of capital is
immediately available.
The Company had no Tier 2 capital as of the reporting date and the only
Tier 3 item relates to the deferred tax asset. Tier 3 capital is subject to
restrictions limiting its eligibility to less than 15 % of the SCR and the
Company complied with this requirement in both 2020 and 2019. No
restrictions were applicable to the Tier 1 capital.
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The reconciliation reserve is equal to the total excess of assets over
liabilities in the amount of TEUR 53 052 (TEUR 47 361 in 2019) reduced
by other basic own-fund items in the amount of TEUR 61 150 (TEUR 61
292 in 2019).

Table 29: Bridging equity as shown in the financial statements
and the excess of assets over liabilities as calculated for solvency
purposes (TEUR)

The main changes in capital position in 2020 were related to the
Company’s operational results and a slight decrease in the recognised
deferred tax asset.

Period end equity LT GAAP

60 926

54 379

Intangible assets
Fair value adjustments HTM
bonds
Technical provisions

(4 610)

(4 499)

103

148

16 214

16 113

Table 28 shows total eligible amount of basic own funds to cover the
Minimum Capital Requirement for the Company:

Reinsurance recoverables

Table 28: Total eligible amount of basic own funds to cover the
Minimum Capital Requirement (figures in TEUR)
2020

2019

Change

Tier 1

51 540

45 707

5 833

Tier 2

-

-

-

Tier 3
Total eligible
basic own funds
to meet MCR

-

-

-

51 540

45 707

5 833

There are a number of differences between valuation according to
accounting principles and valuation according to Solvency II principles,
which were explained in detail in Chapter D. Table 29 shows transition
between equity as shown in financial statements to the excess of assets
over liabilities as calculated for Solvency purposes.

2020

Receivables not overdue*
Deferred expenses including
Deferred Acquisition Cost
Deferred and payable
commissions
Assets over liabilities SII
Eligible own funds to meet SCR

2019

(1 612)

(1 804)

(13 321)

(11 960)

(6 341)

(6 622)

1 693

1 605

53 052

47 361

53 052

47 361

No transitional arrangements are used and there are no ancillary own
funds for ADB Gjensidige. There are no items deducted from own funds.
There are no significant restrictions affecting the fungibility and
transferability of own funds within the Company.
The Company does not plan to pay dividends for the fiscal year 2020
(dividends were not paid for 2019 either).
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E.2 Solvency Capital Requirement and
Minimum Capital Requirement
The capital requirement for the Company is calculated according to the
standard formula, as this is the current legal capital requirement. In
addition to the Solvency Capital Requirement (SCR), there is a defined
minimum level of capital, which is called the Minimum Capital
Requirement (MCR). If the capital falls below this level, the Company will
be prohibited from continuing in business.

The main changes in capital requirements:
• The SCR has decreased in 2020 from 30,5 million EUR to 28,0
million EUR: the main reason for such decrease is the drop in
GWP and a lower level of SII provisions impacted by the COVID19 pandemic.
• The MCR has decreased in a similar way to the SCR from 13,7
million EUR to 12,6 million EUR.

Figure 7 shows the build-up of the capital requirement per 31.12.2020:

No undertaking-specific parameters are used in the calculation of the
SCR and the MCR. However, some simplifications have been applied.
These are mainly related to the areas in the module for life underwriting
risk similar to life techniques. The Company has some annuities
stemming from non-life insurance contracts, mainly related to motor
insurance in the Baltics, for that some simplified longevity and revision
risks estimation formulas were applied. These formulas are defined in
EIOPA regulations. Calculating the risk correctly would require a lot of
time and effort. The risk is limited, and simplifications are therefore
applied based on the proportionality principle.

Figure 7: Capital requirement for the ADB Gjensidige calculated
according to the standard formula

Table 30 summarizes the capitalization of the Company as of 31
December 2020:

The main risks for the Company are non-life and health underwriting
risk and market risk. Non-life and health underwriting risk are mainly
related to uncertainty in the underwriting result for the next year
(premium risk) and the risk of the claims provisions not being sufficient
(reserve risk). Counterparty default risk and operational risk also
contributed to the capital requirement. A diversification benefit is
accounted for as all risks will not occur at the same time.

Table 30: Capitalization of the Company as of 31 December 2020

60 000
50 000
40 000
30 000
20 000
10 000

Available
capital

Capital
requirement

Surplus

Solvency II, SCR

53 052

27 987

25 065

Solvency
II
margin
190 %

Solvency II, MCR

51 540

12 594

38 946

409 %

Capital
Situation, TEUR
3 389
2 756
3 412
Life 1 348
3 382

Operational
Counterparty - 7 649
Market

53 052

Health
27 987

21 348 Non-Life

0
Standard model

Diversification

Solvency capital
requirement

Available capital
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E.3 Use of the duration-based equity risk submodule in the calculation of the Solvency
Capital Requirement

E.5 Non-compliance with the Minimum
Capital Requirement and non-compliance
with the Solvency Capital Requirement

The duration-based equity risk sub-module is not used in the calculation
of the Solvency Capital Requirement for the Company.

The Company is in compliance with both the Minimum Capital
Requirement and the Solvency Capital Requirement. All material
information regarding the solvency position is considered given in this
report. Information disclosed to the public and to the supervisory
authorities is consistent.

E.4 Differences between the standard formula
and any internal model used
The Company uses the Solvency II standard model for solvency capital
requirement calculations, for this reason no differences between the
standard formula and internal model are specified at this point.

E.6 Any other information
All material information regarding the solvency position is considered
given in this report. Information disclosed to the public and to the
supervisory authorities is consistent.
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Gjensidige is a leading Nordic insurance group
listed on the Oslo Stock Exchange. We have about
3,700 employees and offer insurance products in
Norway, Denmark, Sweden and the Baltic states. In
Norway, we also offer pension and savings.
The Group’s operating income was NOK 28 billion
in 2020, while total assets were NOK 118 billion.

ADB «Gjensidige»
Žalgirio str. 90,
LT-09303 Vilnius
Phone +370 272 1626
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