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European Insurance CFO Forum Market Consistent Embedded Value Principles
(MCEV Principles) © O—#p ke

G7.2 Where management discretion exists, has passed through an appropriate approval
process and would be applied in ways that impact the time value of financial options and
guarantees, the impact of such management discretion may be anticipated in the allowance for
financial options and guarantees but should allow for market and policyholders’ reaction to
such action. The management discretion should assume that the shareholders pay out all
claims even if the assets of the company are exhausted. Management discretion is subject to
any contractual guarantees and regulatory or legal constraints. The application of such
discretion must consider the environment arising in the future projection which will likely be
different from the current environment, but any changes from current decision rules (for
example regarding flexible crediting rates or policyholder bonuses) must be supported by
appropriate approvals.

© Stichting CFO Forum Foundation 2008
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