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Executive Summary

Introduction We have carried out a valuation of The Pension and Grants Fund of the
Personnel of Cyprus Telecommunications Authority (CYTA) ("the Fund").
The valuation date is 31 December 2017. The main purposes of the
actuarial valuation are to investigate the current financial position of the
Fund and to recommend the rates of contributions payable to the Fund in
the future.

Results & Conclusions =  On the basis of the long-term assumptions there was, at the valuation
date, a funding deficit of €140.311.986, which corresponded to a ratio
of actual asset value to target asset value being funded for past
service benefits (the funding target ratio) of 80,9%.

Future Service funding cost recommendations:

= On the new valuation results as at 31 December 2017, the rate that is
expected to be sufficient to cover the cost of future service accrual is
16,0% of pensionable salary.

=  Allowing for employee contributions of 5%, the Standard Contribution
Rate paid by CYTA should be revised to 11,0% of Payroll.

= The above rates ignore the past-service deficit.

Recovery Plan for Deficit repair contributions:

= To eliminate the funding shortfall, the trustees and the Employer need
to agree the level and type of additional contributions (i.e.
contributions over and above those needed to cover benefits being
earned in the future) that will be paid into the Scheme.

= The trustees together with the Employer also need to agree the
period over which the funding objective should be met.

We present below some possible options of financing the past service
deficit.

Recovery period | Recovery period | Recovery period

=5years =10years

=17 years

Asset return = 3,00%
€30,6Mp.a. €16,4Mp.a. €11,2Mp.a.

Asset return =4,50%

€29,7Mp.a. €15,3Mp.a. €9,9Mp.a.
Asset return = 4,50%

€18,1Mp.a. €9,3Mp.a. €6Mp.a.
(immediate deficit cbn of EUR55m)

Justifying where you sit %-- Hgh ----- Affordability =---- Low ==

depends on 4-- None aeee- Security  mmm-= Some -

The third option takes into consideration an one-off immediate lump
sum payment of EUR55m. The resulting contributions presented are
required to finance the reduced past service deficit.
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The duration of the Scheme's liabilities has remained at a similar level
as last year (i.e. 15,7 years).

= The use of any Alternative financing that may be used is ignored.
Such Alternative financing may reduce the level of Cash contributions
and/or extend the chosen recovery period.

= Once the Recovery Plan is agreed, it should be submitted to the
Regulator for approval.

Investment Policy = The Trustees should ensure that their approved long-term Investment
Recommendations Strategic Allocation is implemented in the near future to ensure
alignment of the funding and investment objectives.

= Further, the level of mismatching between Assets and Liabilities
should be closely monitored against the risk that rates stay lower for
longer

AON
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1.Introduction

Overview This report sets out the results of our actuarial valuation of The Pension
and Grants Fund of the Personnel of Cyprus Telecommunications
Authority (the Fund) as at 31 December 2017.

Funding objective The recommendations in this report are designed to bring the Fund’s
assets into line with its funding target, as discussed in the next section.

Benefit structure The actuarial valuation is based on the benefits as defined in the Fund’s
legal documents at the valuation date.

A summary of these benefits is set out in Appendix 1.

A snapshot view This report concentrates on the Fund’s funding position at the valuation
date. As time moves on, the Fund’s finances will fluctuate. It will therefore
be necessary to carry out further valuations to monitor the position. In the
meantime, if you are reading this report some time after it was prepared,
you should bear in mind that the Fund’'s funding position could have
changed significantly.

Previous valuation The results of the previous valuation as at 31 December 2016 showed:
m A funding deficit of EUR 184.363.001.
m A funding target ratio of 75,3%.
m  Arecommended company contribution rate of 12,6% of pay.

m The trustees together with the Employer have decided to finance the
past service deficit over an 10 year period, assuming a return on
assets of 4,50% pa (i.e. annual deficit contribution of EUR 19,6
million pa).

AON
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2.Principles of Funding

Pensions vocabulary Law 208(l) 2012 introduced some pensions terms, including the concept
of technical provisions.

Here is a summary of the main terms now in use, further details are set
out in the Glossary:

The target level of assets that the Trustees following
Technical Provisions consultation with the Employer decide is appropriate to meet
promised benefits.

To hold sufficient and appropriate assets to meet the

Funding Objective technical provisions.

Funding Principles A set of principle for meeting the Funding Objective.

A document summarising a plan of action for correcting a

Recovery Plan shortfall over an agreed period.

A schedule setting out what contributions are payable, and

Schedule of Contributions when.

Principles of Funding The Trustees and Company are required to agree on three principles:

Principle 1: What technical provisions to target?
To calculate the technical provisions:

= For each year into the future, the benefits paid out by the Scheme are
estimated. This is generally considered in real terms for the majority
of cashflows, which are linked to inflation.

= A target level of assets is agreed on, that is appropriate to meet the
expected benefit payments. The conventional approach here is to
‘discount back' the expected benefit payments to the valuation date,
using an agreed rate of interest known as the discount rate.

These 2 steps require a chosen method and assumptions (e.g. how long
members live) in order to arrive at a value for the technical provisions.

Principle 2: What contributions to pay for future benefits?

There are several funding methods recognised by the actuarial
profession. These result in different calculations of the cost of new final
salary benefits.

Actuarial Funding Report as at 31 December 2017 6 Aw
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Principle 3:
Purpose of funding

Setting the funding
objective

Legal Requirements

The agreed funding
target / technical
provisions

How to address any shortfall?
A decision must be taken on how any shortfall is addressed.

The primary purpose of funding is to provide members with more security
for their pensions than if they relied on their employer to pay them directly.

Several factors should be taken into account to set the funding objective:
m  The purpose of funding the Fund.

m An acceptable level of risk.

m  The requirements of the Fund’s Trust Deed and Rules.

As per the requirements of Law 208(1) 2012:

= The calculation of the technical provisions shall be executed and
certified by an actuary or, if not by an actuary, by another specialist in
this field, including an auditor, according to national legislation, on the
basis of actuarial methods recognised by the competent authorities of
the home Member State, according to the following principles:

= (a) the minimum amount of the technical provisions shall be
calculated by a sufficiently prudent actuarial valuation, taking account
of all commitments for benefits and for contributions in accordance
with the pension arrangements of the institution. It must be sufficient
both for pensions and benefits already in payment to beneficiaries to
continue to be paid, and to reflect the commitments which arise out of
members' accrued pension rights. The economic and actuarial
assumptions chosen for the valuation of the liabilities shall also be
chosen prudently taking account, if applicable, of an appropriate
margin for adverse deviation;

= (b) the maximum rates of interest used shall be chosen prudently and
determined in accordance with any relevant rules of the home
Member State. These prudent rates of interest shall be determined by
taking into account:
— the yield on the corresponding assets held by the institution and

the future investment returns and/or

— the market yields of high-quality or government bonds;

Pension fund liabilities are a series of future cash payments. Other than
immediate and deferred annuities provided by an insurance company, the
assets that would provide the closest match to these cash flows are
bonds of governments from the same area as the liability payments.
Hence a funding target could be equal to the present value of the
expected payments discounted at the market yields on government bonds
of appropriate term. The expected payments for active members would
relate to pensionable service up to the valuation date and would include
an allowance for expected future increases to the Pensionable Salary.

The funding target could be calculated using the approach described
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above. However, it is common for funded occupational pension funds to
hold assets less than the full amount of the liabilities valued in this way.
Instead, the Company will set a funding target at a lower level.

The Trustees of the Scheme have decided to set the discount rate by
reference to the single "spot" yield on the AAA-rated euro area
central government bonds vyield curve at the duration of the
liabilities (i.e. 16 years), plus a margin of 200bps to allow for future
expected returns of the current investment strategy.

As such, the discount rate is set at 3,00% pa.

The methodology of setting the discount rate is described in detail in
Appendix 2.

The funding target is therefore calculated as the present value of the
expected payments (as described above) discounted at the rate derived
above. It should be noted that neither investing in assets with a higher
expected return nor lowering the funding target reduces the cost of
providing the promised benefits. Such assets bear a higher risk of under-
performance which balances the higher expected returns. Other things
being equal, if the funding target is lower, the Company will pay:

= Lower contributions in the short term; but
= Higher contributions (than would otherwise be payable) thereafter.

Speed of reaching An adjustment to the contribution rate will be needed to eliminate a

funding target funding surplus or a funding deficit over an agreed period of time. The
overall contribution rate may allow for the amortisation of any past service
surplus or deficit over the future working lifetime of the current active
members.

The Trustees can follow a faster method of recognizing the surplus or
deficit if this is required.

Stability of The contribution rate will remain stable before and after eliminating a

contribution rate funding surplus or a funding deficit if the funding objective remains
unchanged and all assumptions made are borne out in practice. If the
funding objective changes, then contribution rates are likely to change.

Actuarial Funding Report as at 31 December 2017 8 Aw
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3.Membership data

Introduction Cyprus Telecommunications Authority has supplied us with details of the
Fund membership at the valuation date. We have carried out general
checks on the quality of the data, and checked it against the data used at
the previous valuation.

Please notify us if you have any reason to believe that the data we have
used is incomplete or inaccurate.

Summary of The table below presents a summary of the scheme membership data as
membership data at 31/12/2017.
All amounts in EURO.
Data item 31/12/2017 31/12/2016
Number of active employees 1.591 1.642
- Average monthly pay €3.188 € 3.041
- Average Age (years) 48,1 46,9
- Average Pensionable Service 23,3 22,0
Number of pensioners 1.531 1.535
- Average monthly pension €1.837 €1.840
- Average Age (years) 68,7 68,4
Number of deferred members 68 92
- Average monthly pension €1.327 € 1.371
- Average Age (years) 50,8 51,6
Number of widows / orphans 318 294
- Average annual pension €1.165 €1.143
- Average Age (years) 76,5 75,7

Actuarial Funding Report as at 31 December 2017 9 Aw
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4.Fund Assets and Financial Development

Market Values The table below presents the market value of plan assets as provided to
us by the company, as at 31 December 2017 and 31 December 2016.

All amounts in €:
Year ending 31/12/2017 31/12/2016
Market value of Assets 592.869.649 562.167.305

Cashflows during the CYTA has informed us of the following cash flows during the period

year 01/01/17 — 31/12/17.
All amounts in EURO.
Cash flow 01/01/17 - 31/12/17
Company contributions 27.657.055*
Pension and Lump Sum benefits 33.989.580
Erﬁbloyee contributions 3.056.494

* Includes deficit contributions of EUR19,6m payable during FY2017.

Return on Assets Given the market value of the Fund Assets at 31/12/2016, and the above
cash flows for the period 01/01/2017 — 31/12/2017, the average return
achieved during the period was about +6,1%.

Actuarial Funding Report as at 31 December 2017 10 Aw
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5.Valuation Method & Assumptions

Introduction The benefit structure of the Plan, its membership and its assets at the
valuation date are all known facts. However, the Plan’s future finances
also depend on uncertain factors such as future investment returns, pay
and pension increases, rates of mortality and employee turnover.

Therefore, we need to make long-term assumptions, covering the period
until all the present members have retired and all benefits arising from
their membership have been paid.

Key financial The valuation results are sensitive to the choice of financial assumptions.
assumptions The table below shows the key financial assumptions agreed with the
company for the current and previous actuarial valuations.
Assumption 31/12/2017 31/12/2016
Discount rate 3,00% 2,70%
Price inflation 2,00% 2,00%
Year 2017: 1,50%
Salary 2,50%
Increases Years 2018-19: 2,00%
S Years 2018-2020: 1,00% Year 2017: 0,00%
. Years 2018-2020: 1,00%
e Years 2021+: 1,50% ©

Years 2021+: 1,50%

Appendix 2 discusses assumption selection in more detail.

Key demographic The table below shows the key demographic assumptions agreed with the
assumptions company for the current and previous actuarial valuations.
Assumption 31/12/2017 31/12/2016
Mortality 84% of EVK2000 88% of EVK2000
Normal Retirement Age 65 Age 65
Other pre-retirement exits None None

Appendix 2 discusses assumption selection in more detail.

Valuation Method Different methods affect the pace of funding, but every method should
end up with sufficient assets to meet the liabilities as they fall due
(provided the assumptions prove to be right and recommended
contributions are paid).

For schemes closed to new entrants, the Attained Age Method can be
used as it calculates the cost of the benefits expected to accrue to
members over their expected remaining membership of the scheme
expressed as a percentage of their expected pensionable pay. It also
allows for projected future increases in pay through to retirement or date

Actuarial Funding Report as at 31 December 2017 11 Aw
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of leaving service. The method is based on the current membership and
takes no account of the possibility of new members joining the scheme. It
is therefore used mainly for closed schemes where no new members are
admitted as in these circumstances the required contribution rate is
reasonably stable.

The method used for this valuation is the Attained Age method.

Actuarial Funding Report as at 31 December 2017 12 Aw
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6.Funding Valuation Results

Past service position The funding objective is to hold assets equal to the funding target.
Therefore, we compare the market value of assets with the value of past-
service ongoing liabilities. The table below summarizes the past-service

results.

Technical Provisions (EUR) 31/12/2017
Actives (252.206.496)
Deferreds (19.948.480)
Pensioners (432.782.080)
Widows / Orphans (28.244.579)
Total Funding Target / Technical Provisions (733.181.635)
Market Value of Assets 592.869.649
Funding Surplus / (Deficit) (140.311.986)
Funding Level 80,9%

The following table shows the split of the past-service results into the
Gross part (before deduction of the State earnings-related pension) and
the SIS part (State earnings-related pension):

31/12/2017 Gross SIS Net

Aaiives (478.775.918) (226.569.422) (252.206.496)
e (28.774.739)  (8.826.259)  (19.948.480)
S (619.544.379)  (186.762.299) (432.782.080)

Widows / Orphans (38.808.336)  (10.563.757)  (28.244.579)

Analysis of Surplus As at the valuation dated 31 December 2016, the Fund had a past-service
deficit of €184.363k. The past-service position has therefore improved by
€44.051k. The table below summarises the main elements that contribute

to this:

Surplus/(Deficit), € 000s 31/12/16 - 31/12/17
Surplus / (Deficit) at 31/12/2016 (184.363)
Deficit Contributions 19.600
Interest on Deficit (4.571)
Change in Discount Rate Assumption 33.604
Change in Mortality Assumption (5.807)
Change in Salary Increase Assumption (4.315)
Actual Asset Returns Higher than Expected 18.903
Actual Salary Increases Higher than Expected (7.443)
Other Experience / Miscellaneous (5.921)
Surplus / (Deficit) at 31/12/2017 (140.312)

Actuarial Funding Report as at 31 December 2017 13 Aw
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Deficit Contributions

Interest on Deficit

Change in Salary Increase Assumption

Change in Discount Rate Assumption

Change in Mortality Assumption

Actual Asset Returns Higher than Expected

Actual Salary Increases Higher than Expected

Other Demographic Experience / Miscellaneous

(10.000) - 10.000 20.000 30.000 40.000
Future service Standard Contribution Rate (SCR)
position The Standard Contribution Rate (SCR) is the cost of benefits expected to

accrue to existing members after the valuation date, expressed as a % of

expected payroll.

The table below presents the SCR, under the chosen valuation method:

Future Funding costs

Gross SIS

Net

Standard Contribution Rate (SCR)

34,3% (18,3%)  16,0%

= The rate in the above table is presented as a % of pensionable salary
(i.e. basic pay plus COLA, excluding 13th salary).

= The SCR ignores any past-service surplus or deficit.

= The above rate does not include the 5% employees' contribution into

the Scheme.

= On the current funding method and assumptions, the SCR should
remain stable (as a % of salaries) if the age/sex/salary profile of active

members remains stable.

= |f experience is as assumed, the above contribution rate is expected to
be sufficient to finance the future service benefits.

The main results are summarized in the following table.

Valuation Results

Central Scenario

Discount Rate

3,00%

Funding target
Market Value of Assets

(733.181.635)
592.869.649

Surplus / (Deficit) (140.311.986)
Funding Level 80,9%
SCR* 16,0%
Employees' Contribution Rate -5,0%
Employer's Contribution Rate 11,0%
Estimated Employer's Contribution (FY2017) €6,7M

* The disclosed contribution rate ignores any past-service surplus or deficit.

Actuarial Funding Report as at 31 December 2017
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Sensitivity Results We have performed sensitivity analysis on the Fund results, and the results
are as follows:

Technical Provisions Aég,)élozld Aﬁ’;é'ozld
(Base)

Actives (252.206.496) (226.867.367)
Deferreds (19.948.480) (18.504.552)
Pensioners (432.782.080) (408.787.024)
Widows / Orphans (28.244.579) (27.343.858)
Total Funding Target / Technical Provisions (733.181.635) (681.502.801)
Market Value of Assets 592.869.649 592.869.649
Funding Surplus / (Deficit) (140.311.986)  (88.633.152)
Funding Level 80,9% 87,0%

* The disclosed contribution rate ignores any past-service surplus or deficit.

Actuarial Funding Report as at 31 December 2017 15 Aw
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7.Recovery Plan

Definition Where a valuation shows a funding shortfall against the technical
provisions, trustees must prepare a recovery plan setting out how they
plan to meet the funding objective.

Introduction A recovery plan must be prepared by the trustees to satisfy the
requirements of Article 34 of Law 208(l) 2012, after obtaining the advice
of the Scheme Actuary and after consultation with the Employer.

The recovery plan follows the actuarial valuation of the scheme as at 31
December 2017 which has revealed a funding shortfall (technical
provisions minus value of assets) of €140.311.986.

Steps to be taken to To eliminate the funding shortfall, the trustees and the Employer need to
ensure that the agree the level and type of additional contributions (i.e. contributions over
funding objective is and above those needed to cover benefits being earned in the future) that
met will be paid into the Scheme.

Period in which the The trustees together with the Employer also need to agree the period
funding objective over which the funding objective should be met.

should be met Under the agreed recovery plan, if the assumptions made are borne out in

practice and future scheme experience is as expected, then the funding
shortfall must eliminated within the chosen period.

Trustees should recognize that a longer recovery plan period may be
appropriate where technical provisions reflect a particularly low risk
approach. Conversely, the impact on scheme risk of adopting weaker
technical provisions may result in the need for a proportionately shorter
recovery plan period.

Recovery periods can be extended especially if additional security
provided (see Alternative Financing section below).

Recovery plan options  As already mentioned, on the basis of our long-term assumptions there
was, at the valuation date, a funding deficit of €140.311.986.

In some situations, it may be appropriate to assume a higher investment
return for the recovery plan than the discount rate used to calculate
technical provisions. The extent to which this is appropriate will depend on
the level of risk associated with the assumptions used in the technical
provisions calculation and investment strategy applying.

According to global practice, it is very common for pension schemes
(similar to that of CYTA) to consider the best estimate asset returns for
the purposes of drafting the recovery plan. As described in detail in
Appendix 2, at 31 December 2017, it has been calculated that, over the
next 10 years, the Scheme’s assets have an expected return of 4,50% pa.
We have thus calculated the level of contributions required to finance the
past service deficit, assuming a return on assets of 4,50% pa.

In determining the optimal recovery plan, it is very important for the
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Empower Results®



AON

Empower Results®

Employer and the trustees to consider the issue of affordability upfront,
taking into account any reinvestment needs for sustainable business
growth.

The duration of the Scheme's liabilities has remained at a similar level as
last year (i.e. 15,7 years).

The trustees together with the Employer need to decide how to finance
the past-service deficit.

Use of Alternative Non-cash funding and security can be used to optimize cash payments

Financing allowing the Employer and the trustees to consider the issue of
affordability upfront. First step is to identify suitable assets — ideally those
that are under-utilised or under-valued on the balance sheet.
Consideration then needs to be given to the vehicle which the assets are
placed. When to introduce alternative financing into funding discussions
needs careful consideration — either before Technical Provisions are
finalised, or once the deficit is agreed to support the Recovery Plan. The
latter normally allows greater flexibility. Where significant cash is being
paid, consideration should be given to the use of a contingent vehicle to
avoid a trapped surplus in future. Finally, careful consideration of the
potential benefits (e.g. taxation and accounting treatment) is needed to
decide whether the more complex structures add significant value. The
chart below shows some possible alternative financing methods.

Value of Overseas parent Company Trade
brand guarantees property receivables
Other Partnerships and Negative

intangibles other SPVs Pledges
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8.Investment Policy

Suitability of the We suggest examining the appropriateness of the current asset allocation
current asset in relation to the nature and duration of the obligations:
allocation

= |Interest rate and inflation risk are often the largest investment risks
being run by pension schemes.

= The Fund is exposed to significant interest rate risk due to the
mismatch of the duration of assets and liabilities.

= |n addition, the Fund faces inflation risk, since all the liabilities are
either directly (through increases in pensions) or indirectly (through
wage increases), exposed to inflation risks. Investments to ensure
inflation-linked returns (i.e. real returns through investments such as
equities, index-linked bonds and assets whose return increase with
increasing inflation) could be used for better match with the expected
increases in liabilities.

= Due to the decline in interest rates and the mismatch of the duration
of assets and liabilities, the rate of increase of the liabilities has not
been balanced by a corresponding growth in the assets, thus
significant financing gaps (deficits) have arisen.

= Cash is usually held in deposits at very short term interest rates.
Usually, pension funds hold cash either as a short term investment or
as a “working balance” to enable smoothness in other transactions.
Problems will arise if income (interest income and contributions) is not
sufficient to meet benefit outgo. As this is not a problem currently
faced by the Fund, it appears that such a high allocation of assets in
cash-type investments is not necessary.

= The economic climate has kept rates depressed with upside risks
being tempered by the very real risk that rates stay lower for longer.

= The Trustees should ensure that their approved long-term Investment
Strategic Allocation is implemented in the near future to ensure
alignment of the funding and investment objectives. Further, the level
of mismatching between Assets and Liabilities should be closely
monitored against the risk that rates stay lower for longer.

AON
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9.Recommendations & Conclusions

Introduction The main conclusions are summarized below.

Summary of Results The main results of the funding valuation are as follows:

= On the basis of the long-term assumptions there was, at the valuation
date, a funding deficit of €140.311.986.

= This corresponded to a past service funding ratio of 80,9%.

= A future-service funding cost of 16,0% of payroll.

Recommended Future Service funding cost recommendations:

Contribution rates . .
On the new valuation results as at 31 December 2017, the rate that is

expected to be sufficient to cover the cost of future service accrual is
16,0% of pensionable salary.

=  Allowing for employee contributions of 5%, the Standard Contribution
Rate paid by CYTA should be revised to 11,0% of Payroll.

= The above rates ignore the past-service deficit.

Recovery Plan for Deficit repair contributions:

=  To eliminate the funding shortfall, the trustees and the Employer need
to agree the level and type of additional contributions (i.e.
contributions over and above those needed to cover benefits being
earned in the future) that will be paid into the Scheme.

= The trustees together with the Employer also need to agree the
period over which the funding objective should be met. The duration
of the Scheme's liabilities has remained at a similar level as last year
(i.e. 15,7 years).

= The use of any Alternative financing that may be used is ignored.
Such Alternative financing may reduce the level of Cash contributions
and/or extend the chosen recovery period.

= Once the Recovery Plan is agreed, it should be submitted to the
Regulator for approval.

Investment Policy = The Trustees should ensure that their approved long-term Investment
Recommendations Strategic Allocation is implemented in the near future to ensure
alignment of the funding and investment objectives.

= Further, the level of mismatching between Assets and Liabilities
should be closely monitored against the risk that rates stay lower for
longer.

AON

Actuarial Funding Report as at 31 December 2017 19 Empower Results®



AON

Empower Results®
Signhed on behalf of
Aon

Philippos Mannaris, AIA, FCAA

Partner

philippos.mannaris@aon.com

Actuarial Funding Report as at 31 December 2017

20

<
-

Stelios Petrou, AIA
Consultant & Actuary
stelios.petrou@aon.com

AON

Empower Results®



Appendices




AON

Empower Results®

Appendix 1: Summary of plan
provisions

+  SupmrAnpwon 63 étoug nAikiag petagu 01/01/13 - 31/12/13

=> HYA =63,5
+  SupmrAnpwon 63 éroug nAikiag uetagu 01/01/14 - 31/12/14
=> HYA =64,0
+  JupmAfpwaon 63 étoug nAikiag petagu 01/01/15 - 31/12/15
HAikia YTToxXpewTIKAG => HYA =645

A@utrnpéTno HYA
puTmpEmans ( ) «  SupmrAfpwaon 63 étoug nAikiag uetd 01/01/16

=> HYA =65,0

H HYA avampooapudletal ammé 1o 2018 kal PeTd, KABe 5 xpovia, e
Baon Tn pyetaBoAn Tou Tpoodokigou {wirg katd Tnv HYA. To 2018 Ba
YiVEl N TTPWTN AvaTTPOCAPUOYH TToU Ba avTIoTOIXEI OTn PETABOAR Tou
TPOoadOKIMou CwNAG KaTa TNV SeTia 2018 €wg 2023.

TeAIkég ZuvTagipeg Awdeka Qopég 0 pnviaiog Bacikdég pIoBOC ouv ol au€Aoelg BloTIKoU
Atrodoxég (TZA) emrédou (COLA) katd TNV NUEPOMNVIa aTToXWwPEnNongG.

H akpiBAg oupmAnpwpuévn UTTNPECia, HEXPI Tn OUCCWPEEUCH TG

Zuvradiun Ymnpeoia (N) MEYIoTNG auvTagng Tou 50% Twv TZA.

MpoitroBéocig:

*  OUUTTANPWWEVN UTTNPEECIia ion e 5 xpovia Kail TTavw, Kal

* nAikia 55 xpévia kai TTavw.

“Yyog Zuvtagng (dépoicua A kai B):

(A) Ymrnpeoia mrpiv 01/01/13
Kavoviki Zovtagn * 1/800 x TZA x ZupttAnpwuévol Miveg Ytnpeoiag péxpr 01/01/13
S RULIE IS (B) YTmpeoia petd 01/01/13

*+ 1/800 x Méoog Opog AkaBdpioTwv Zuvtaéiuywv AtoAaBwv yia
2uvohikfy YTnpeoia, Avatrpoocopuoopévwy pe TV Agia  Tng
ExkdoTtote loxloucag Ao@aAioTikig Movadag Tou TKA X
2uptrAnpwpévol MAveg Ytnpeoiag arré 01/01/13

Méyiotn ouvrtagn = 50% x TZA

“Yyog E@atrag (dBpoiocua A kai B):
(A) Ymnpeoia mpiv 01/01/13
* 14/3 x eThola ouvtaén (400 prveg uttnpeoia péxpr 01/01/13)

* 14,5/3 x ethola ouvtaén (nAikia 61, 412 prveg utinpeoia HEXP!

Kavoviké Epamat 01/01/13)
v VIK " ’ . , , s ra
AQUTTNPETNONCG . (1)?531/)(13?”0'0 ouvtagn (nAikia 62, 424 prveg utnpecia MEXPI
* 15,5/3 x emhola ouvtaén (nAikia 63, 436 prveg utrnpeoia MEXP!
01/01/13)

(B) Yminpeoia yetd 01/01/13
* 14/3 x eTACIa oUvTAEn
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AuvatétnTa peTaTpoTnG e@amaf oe ouvragn (0%, 25%, 50%, 75% 1
100%), pe Baon AvoAoyIOTIKWV ZUVTEAECTWYV, avaloya Ue TNV NAIKia
TOUu UTTAAARAOU KATA TNV aQUTTNPETNON.

Metatpotr} E@dtrag oc
2100£p6 Mnviaio NMNooco

H olvraén Tmou oxeTiCetar pe Ouvtagiun utnpecia PeTd Tnv 6N

OkTwppiou 1980, peiwveral Ye TN cUPTTAnPwaATIKA ouvragn Tou TKA
Avaloyikn Z0vTagn ammé | oy oxeTi(eTal UE EI0QPOPES TTOU TTANPWONKAV KOTA TNV £pY0SATNON HETE
10 Tapeio Koivwvikwyv TNV 6n OkTWPRPIoU 1980.

et e UL H olvtagn apxiel va cupywneigeranr étav 1o péAog apxidel va AauBavel

TNV avaAoyikf olvtagn atd 1o TKA.

Ot1av uTTdAANAOG aQUTTNPEETEI | TTApPAITEITAl TTPIV ATTd TN CUPTTIARPWON

™G HYA, n cuvTtaén kai 1o €QAatTag mood Tou KEPONONKE yia uTTnpETia
AvaloyioTiki Meiwon HeTd Tnv 01/01/13 peiwvovtal Baoel TOGOOTWY avaloya pe Tnv HYA
TuVTagewv (Sev 10xUel yia BAvaTo KAl TTEPITITWAOEIG YOVIKNG AVIKAVOTNTAG).

Agv 1o0xUEl yiIa w@eAAUATO TTOU KEPOAONKAV yia UTTNPEEGIa TIPIV TNV

01/01/13.

MAnpwvetal oovragn xneeciag ion pe 75% n 37,5% 1ng ouvragng Tou
MéAOUG avaAoya pe TNV TTEPIODO KATA TNV OTroia £yivav €I0QOPEG OTO

edV“TOCIPde mv Taueio atmd 10 péAoG.
A@utrnpéTnon
H avaloyioTiky peiwon g Kavovikig Zo0viaéng A@utnpétnong

OuveTTAyeTal O€ peiwon Tng Zuvragng Xnpeiag.

MAnpwvetal oovragn xneeciag ion pe 75% n 37,5% 1ng ouvragng Tou
MEAOUG BAaoel evioxupévng UTTNPETiag (n HEYIOTN EVIOXUPEVN UTTNPETia
gival ion pe Tnv TTpoodokwuevn utthpeaia pExpl Tnv HYA).

Etriong TAnpwveTal e@dmag mocd ioo Ye 10 HEYAAUTEPO:

Odvarog Kard TNV *  TWV ETACIWV OUVTAGIHWY ATTOBOXWV, Kal

Epyodomon *  Tou g@dTrag TToooU TTou Ba TTANpwvoTaV av To HEAOG aPUTTNPETOUCE

KQVOVIKA.
H avaloyioTikr peiwon Tng Kavovikng Z0viagng AQuTtnpéTnong Kal Tou
Egdamag MNMoool AputinpéTnong OCUVETTAYETAI O PEIWON TG X0VTOENG
Xnpeiag.

O1 ouvtdageigc augavovrtal €Tnoiwg pe Bdaon TIGC Augrjoeig Tou evepyou

USSR S e TTPOOWTTIKOU (YeVIKEG Kal COLA).

Moéviun atrokoTr) 3% Twv PnVIdiwv cuvTtd§idwy atroAafwyv, Ol OTToiEG
kataBdaAlovtal oto Mdyio Tapegio TNG AnuokpaTiag yia TOug KPATIKOUG
UTTOAANAOUG, eV yia TOUug UTTAAAAAOUG Tou eupUTepou dNUOGCIOU TopEQ
KaTaBaAAovTal OTIG AVTIOTOIXOUG OPYAVIGHOUG.

Eic@opég MeAwv Mepiodikn eiopopd 2% TWV PNVIdiWV CUVTASIJWVY aTToAdBwyV yia
petaBifaon TG ouvtagng utaAAnAou o€ TTepITTTwon BavdaTtou Tou OTn
XNPA/XAPO Kal EEAPTWHEVA TEKVA.

O1 pnviaieg e10@popég ato Taueio XApwv kal TéEkvwy TepPATICOVTal UE TN
oupttAfpwon 400 pnviaiwyv €iI0Qopwy oTo eV Adyw Tapeio.

Neoeiogpxouevol  utmmdAAnAol katd 1 pera tnv  01/10/2011  dev

Neociogpxopevol . ] )
PXOH KOAUTTTOVTOI ATTO TO ZX£0I0.

®opoAdéynon >0vragn - umokerral ae Pépo Eicodripartog.
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E@damag Tou £xel kepdnBei pe uttnpeaia rpiv 01/01/13 — agopoAdynTo.

E@damag mou €xel kepdnBei pe utnpecia amwd 01/01/13 — uTroKEITAl O€
®6po Eicodnparog.
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Appendix 2: Valuation assumptions

Introduction The assumptions used for assessing the long-term ongoing funding target
are summarized below. Greater importance should be attached to the
valuation assumptions as a whole rather than to the individual elements.
More importantly, the differences between the financial assumptions have
a greater effect on valuation results than the absolute levels of each item.

The financial assumptions have the most significant effect on valuation
results and are thus described first.

Discount rate The discount rate is the valuation assumption with the widest range of choices. It is
used to translate the estimated future benefit payments from the Scheme into a
single figure which represents the amount that the Scheme needs to hold today to

provide them.

The chart below shows the full Aon Eurozone Yield Curve which has been adopted
for the purposes of the IFRS (IAS19) accounting valuation.

3%

e Disc ount Curve % as at 31 December 2016

Discount Curve % as at 31 December 2017

20/0 |

1“/0

Corporate Sport Curve

0%

1,73%p.a.

-1 0/0

Payment Maturity (yrs)

The chart below shows the Euro area yield curve as published by ECB, which is
based on AAA-rated euro area central government bonds.

1.5 ~

30 December 2016
1.0 | 16 years:
AAA - rated bonds: 0.702%

o
g

Yield in %
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Residual maturity in years
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Yield in %%

1] 5 i 15 20 5 30

Residual maturity in years

All charts show the point on the yield curves with approximately the same duration
as the Scheme’s liabilities (i.e. 16 years). The rates are also summarized in the
following table:

Yield Curve  31/12/2017  31/12/2016

Aon Eurozone Yield Curve
1,65% p.a. 1,73% p.a.
(AA-rated euro area corporate bonds)

Euro Area Yield Curve
1,0% p.a. 0,7% p.a.
(AAA-rated euro area central govt bonds)

As per the requirements of Law 208(l) 2012, the maximum rates of interest used
shall be chosen prudently and determined in accordance with any relevant rules of
the home Member State. These prudent rates of interest shall be determined by
taking into account:

— the yield on the corresponding assets held by the institution and the future
investment returns, and/or

— the market yields of high-quality or government bonds.

Thus, the full spectrum of choices for setting the discount rate assumption is
presented in the following charts:
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The current investment strategy is broadly 69% growth assets (20% global
equities, 11% infrastructure equities, 5% European property, 18% local
property, 15% hedge funds) and 31% income assets (6% absolute return
bond funds, 10% global corporate bonds, 10% local cash, 5% cash). The
implementation of the investment strategy is in progress and is expected to
be fully completed soon.

At 31 December 2017, it has been calculated that, over the next 10 years,
the Scheme’s assets have an expected return of 3,5% p.a. in excess of
AAA-rated Eurozone government bond yields (i.e. 4,5% minus 1,0%) and
the probability that they outperform these yields over this period is around
85%, as displayed on the following chart.

Selected Strategy

5 100%

P 81% [)

S 80% T 79,
c

> 60% -

2

Q

S 40% |

[T

(=]

2 20% -

3

a 0% -

2 05%  10%  15%  20%  25%

Over-performance relative to risk-free rate

In assessing the level of prudence in the discount rate, it is useful for the
Trustees to consider the question "What is the probability of the Scheme's
assets returning X% p.a. above the rate of increase in the Scheme's
liabilities (assuming they increase in line with government bond yields)?"

Based on the Scheme's strategic asset allocation, Aon's "Capital Market
Assumptions" at 31 December 2017 and Aon’s projection methodology, we
have assessed that the likelihood of the Scheme's assets returning at least
1,5%/2,0%/2,5% p.a. above the increase in the Scheme's liabilities is of the
order of 72%/68%/62% over the next 10 years (as shown in the diagram
below).

Selected Strategy

s 100% - .

g 85% g1y 77%

£ 62%
5 60% -

2

) 0

5 40% -

(o]

2 20%

%

.g 0% -

& 0,0% 0,5% 1,0% 1,5% 2,0% 2.5%

Over-performance relative to risk-free rate

As at 31 December 2017, government bond yields were at extremely low
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levels. Most commentators (including ourselves) believe that in the medium
term government bond yields will revert to higher, more "normal” levels.
Because of this, the market already prices in an expected increase in such
levels over the medium term which partly feeds through into the valuation
assumptions through using the yields at the duration of the liabilities rather
than at shorter terms.

However, our view is that yields will rise by more than the markets are
pricing into medium-term government bond yields currently. So an argument
could be put forward to increase the "government bond yields + [x]%
discount rate" for this actuarial valuation.

Based on all of the above, the Trustees of the Scheme have decided to set
the discount rate by reference to the single "spot" yield on the AAA-rated
euro area central government bonds yield curve at the duration of the
liabilities (i.e. 16 years), plus a margin of 200bps to allow for future expected
returns of the current investment strategy, leading to a discount rate
assumption of 3,00% pa (i.e. 1,0% + 2,00%).

Price inflation Under IFRS the assumed inflation rate should reflect the best estimate of
long-term inflation. This estimate may be derived from historical inflation
rates and/or looking at the long-term rates implied by the bond market
where index-linked bonds are regularly traded. As a base point for the
financial assumptions, we need to establish an assumption for future
increases in Cypriot price inflation (CPI). Typically the assumption for
price inflation is set by reference to the rate of implied inflation
(«breakeven inflation») derived from the difference between nominal
government bonds and index linked bonds of the same term.

The primary objective of the European Central Bank’s (ECB) monetary
policy is to maintain price stability aiming at inflation rates of below, but
close to, 2,00% over the medium term.

Pension liabilities are long term in nature and it would be unusual to make
ad-hoc adjustments to inflation assumptions based on current economic
conditions. Future inflation expectations are priced into the market-related
measures that most companies are using and we wouldn’t expect a
change in the assumptions relative to those measures.

Considering all the above we have used an assumption of 2,00% pa.

Salary Increases Salary increases comprise of three elements, namely general increases,
increases in the COLA index (this index increases in line with price
inflation), and promotional/merit increases.

According to the recent legislative changes, specifically Law 192(1)/2011
and Law 185(1)/2012, salary increases are structured as follows:

e According to the Memorandum of Understanding, the indexation
system will be reformed as follows:

o a lower frequency of adjustment, with the base period for
calculating the indexation (COLA) being lengthened from the
current period of six months to twelve months. Indexation
would take place on 1st January each year;

o a mechanism for automatic suspension of application and
derogation procedures during adverse economic conditions,
such that if in the second and third quarters of a given year
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negative rates of growth of seasonally adjusted real GDP are
registered, no indexation would be effected for the following
year; and

o a move from full to partial indexation, with the rate of wage
indexation being set at 50% of the rate of increase of the
underlying price index over the previous year.

As such, given the current outlook and the recent legislative changes, as
well as the Company's expectations regarding future earnings increases,
we have adopted a salary increase assumption of 2,50% pa allowing for
COLA, general pay increases and promotional/merit increases.

Pension Increases The rules of the Pension Scheme allow for pensions in payment to
increase in line with the increases granted to public sector employees.
This has to date been in line with general salary increases and COLA
increases.

Given the recent changes in legislation, as well as the Company's
expectations regarding future pension increases, we have adopted a
pension increase assumption of:

= 1,00% pa for the years 2018 — 2020, and
= 1,50% pa for the years 2021 onwards.

SIS Supplementary The SIS supplementary pension increases in line with increases in the
Pension Increases COLA. Given recent legislative changes, we have therefore used a rate of
1,00% pa for the years 2018 onwards, for this assumption.

Increase of the Social insurance contributions that are added for the above deduction are
Maximum Insurable calculated on salaries up to the maximum insurable earnings limit.

Earnings Limit We have adopted a rate of 3,00% pa for this assumption (i.e. 1,0% per

annum above the price inflation assumption).

Mortality We have used a general mortality table called EVK2000 at 84% level
which is based on Swiss mortality. This table is used to represent
expected mortality before retirement. We believe this table is a
reasonable representation of expected mortality for Cypriot employees.
The expected life for a male and female aged 65 under this table is 83,87
and 86,65 respectively.

Normal Retirements We have assumed that all employees will retire on their Normal
Retirement Date as dictated by the recent changes in Law 216(l) 2012,
i.e. at age 65 for both males and females.

Other Exits from We have adopted a nil assumption for other pre-retirement exits (like
Service disability, voluntary withdrawals, redundancy).
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The table below summarises the assumptions adopted as at 31/12/2017 and 31/12/2016:

Assumptions 31/12/2017 31/12/2016
Discount Rate 3,00% 2,70%
Inflation Rate 2,00% 2,00%
2017: 1,50%
Salary Increases 2,50% 2018-2019: 2,00%

2020+: 2,50%

Pension Increases

2018-2020: 1,00%
2021+: 1,50%

2017: 0,00%
2018-2020: 1,00%
2021+: 1,50%

SIS Supplementary Pension Increases 1,00% 1,00%

Increase on MIE Limit 3,00% 3,00%

Mortality 84% of EVK2000 88% of EVK2000

Normal Retirement Age 65 Age 65

Other pre-retirement exits None None
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Appendix 3: Glossary

Discount rate This is used to place a present value on a future payment. A ‘risk-free’
discount rate is usually derived from the investment return achievable by
investing in government gilt-edged stock. A discount rate higher than
‘risk-free’ rate is often used to allow for some of the extra investment
return that is expected by investing in assets other than gilts.

Funding surplus/deficit This is the value of assets less the funding target. If the funding target is
greater than the value of assets, then the shortfall is called the funding

deficit.
Funding ratio This is the ratio of the value of assets to the funding target.
Funding target An assessment of the present value of the benefits that will be paid from

the scheme in the future, normally based on pensionable service prior to
the valuation date.

Present value Actuarial valuations involve projections of pay, pensions and other
benefits into the future. To express the value of the projected benefits in
terms of a cash amount at the valuation date, the projected amounts are
discounted back to the valuation date by a discount rate. This value is
known as the present value.

Attained age method For schemes closed to new entrants, the attained age method is often
used as it calculates the cost of the benefits expected to accrue to
members over their expected remaining membership of the scheme
expressed as a percentage of their expected pensionable pay. It also
allows for projected future increases in pay through to retirement or date
of leaving service. The method is based on the current membership and
takes no account of the possibility of new members joining the scheme. It
is therefore used mainly for closed schemes where no new members are
admitted as in these circumstances the required contribution rate is
reasonably stable.

Prudent Prudent assumptions are assumptions that, if the Scheme continues on
an ongoing basis, are more likely to overstate than understate the amount
of money actually required to meet the cost of the benefits.

Recovery plan Where a valuation shows a funding shortfall against the technical
provisions, trustees must prepare a recovery plan setting out how they
plan to meet the statutory funding objective.
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About Aon

Aon empowers organizations and individuals to secure a better future through
innovative human capital solutions. We advise and design a wide range of
solutions that enable our clients’ success. Our teams of experts help clients
navigate the risks and opportunities to optimize financial security; redefine
health solutions for greater choice, affordability, and wellbeing; and achieve
sustainable growth by driving business performance through people
performance. We serve more than 20,000 clients through our 15,000
professionals located in 50 countries around the world.

For more information, please visit aon.com
© Aon 2018. All rights reserved.

To protect the confidential and proprietary information included in this material, it may not be
disclosed or provided to any third parties without the prior written consent of Aon Limited.

Aon Limited does not accept or assume any responsibility for any consequences arising from any
person, other than the intended recipient, using or relying on this material.
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