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[1]
106. As the name indicates, the Three-Bucket Approach is composed of three buckets which allow
for the segmentation of insurance liabilities in three different categories, to which different

adjustment methodologies are applied, depending on their features:

e The Top Bucket is the most entity-specific, as it relies on the group’s asset structure and
specific spreads. It should be applied only for those liabilities which meet the most restrictive
set of criteria, creating some degree of assurance that the IAIG will actually be able to hold its
own assets to maturity, therefore earning the spreads which are being used to discount

insurance liabilities. The criteria is defined in the 2018 Field Testing Technical Specifications;

The Middle Bucket aims to strike a balance between the Top and the General Buckets. It still
requires liabilities to meet a set of criteria for it to be applicable, but this criteria is, in many
aspects, more relaxed by comparison with the Top Bucket. The Middle Bucket mixes market
and group-specific inputs, by using market spreads weighted on the basis of the own asset

structure of the IAIG;

The General Bucket is the catch-all bucket which can be used for insurance liabilities that do

not meet the criteria which is set for the other buckets. It is therefore calculated on a market-

wide basis, using both spreads and portfolio structure which are determined for the entire

IAIG market (for the relevant currency).
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