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About the speaker — Tom Wilson m'a'é_é}"'l.
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2008 —current:  CRO, Allianz Group Value and Capital
2005 - 2008: CRO, ING Insurance . Management, 2015
2002 — 2005: Global Head, Finance & Risk, Oliver Wyman ) Capita| Wlley Finance. Also
1998 — 2002: CFO, Swiss Re New Markets ,‘"&i‘anagemem in Korean (2017),
1990 - 1998: Global Head, Risk Practice, McKinsey Chinese (2018) and
1989 PhD Economics, Stanford —— Japanese
1984 BSc Business Administration, UC Berkeley we | (forthcoming)

= One of world’s largest insurers and Segments o 5§§)i8£‘esraﬁng I

Allianz @ asset managers (excluding corporate segment)
* 85+mn insured customers AM PIC  Growth markets Germany
= EUR 125+bn total revenues | SpeCIaIty

= EUR 1,960bn total AuM

= EUR 11.1bn operating profit

= 229% Solvency Il capitalization

= EUR 83bn market cap (Feb 2018)
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MANAGING CAPITAL AND VALUE
Managing value requires an alignment of
risk appetite, capital and business planning
combined with a dynamic ORSA process.
What are some lessons learned under a
risk-based regime?

ROLE OF RISK AND ACTUARIAL

Managing value and capital in insurance is
complex with substantial implications for
business strategies. How can risk and
actuarial support the process?
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Accounting

Return on
Capital

Economic
or Market
Consistent

® Expense vl

Ratio
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What drives share valuations?

N 2018

Aegon
Ageas
ASR
A NN Group
Profitable
SCOR
Allianz
G ro Wt h & Hannover Re
Munich Re
. . Generali
Dividends
Poste Italiane
Gjensidige
Sampo
Storebrand
Swiss Life
Swiss Re
VIG
ZIG
i Aviva
Small Multi- Nordic P/C L&G
Line Phoenix
Large Multi- UK Life (ex Int. Prudential
Line o cos) Std Life Abdn
Direct Line
Contirféntal Other P/C Hiscox
Life & ykLife (Int. Lancashire
RSA

RoE = Return on Equity, M/B = Market to . 9.0x 10.0x 11.0x 12.0x 13.0x 14.0x 15.0x 16.0x 17.0x Saga
Book valuation multiple, P/E = Price to P/E(2017)
earnings valuation muptiple

R?=0.6468

)

=
=]
=]
®

Reinsurance
>

* BofA Merrill Lynch European Insurance
Valuation Sheet, Feb 2018, Allianz analysis

Dividend Payout (2017
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The ,,theory™ and the practice mzaﬁl!

BERLIN 2018
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ROE = Return on Equity
CoC = Cost of Capital
g = Growth

* BofA Merrill Lynch European

Insurance Valuation Sheet, Feb
2018, Allianz analysis
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Valuations track economics during crisis ?,';31-.
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Allianz share price vs MCEV- and IFRS equity roll-forward*, 2011 BERLIN 2018

Accounting metrics do not

1157 track share prices during

periods of financial market

1057 distress...

95+

851

75 ..whereas economic metrics L\//\C

—— AZ share price track share prices better

65- = Group MCEV per share roll forward (indexed) during periods Of financial

~ IFRS S/h equity per share roll- forward :
(indexed) market distress.

55 T T T T T T T T T T T T T T T T T T T T T T T T T T
g 5 8 B ¥ F & 8 B 8 8 8 % B & B K 8 8 8 I B B & 8 &5 8
5 2 2 8 % B3 B 2 2 8% % 8 8 % 3 % 8 8 8 8 B B E E B B B
5 8 8 8 8 8 8 8 38 38 8 8 B8 8 8 8 8 B B 8 8 383 38 383 3 3 3
ey s = P P = = =3 = P = = P = = =S = = = = = = = = = = P
o [ = = = = = [ [ [ [ = = = = [ [ [ [ = = = = [ [ [ [

* Roll-forward based on 2010 disclosed IFRS and MCEYV sensitivities without quarterly rebalancing.
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The mechanics of value and capital mgmt ?,';31-.
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Net Financing Dividends, Strategic Net Accretion to
Income internal / share invest- external  free surplus / BERLIN 2018
external buybacks ments  financing liquidity
Growth flows buffer

Managing for value

___-___ requires a sustainable

cycle of profitable

RoE= =+
growth and returns

to shareholders,
supported by capital
management

Capital held
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Shareholders agree...

KEarnings analysis is of \ /

limited use ... We prefer
composites that i) generate
strong cash flow after
‘maintenance capex’ ... , ii)
have high growth capex that
supports future earnings and
iii) ... surplus cash
generation, driving financial
flexibility and the ability to
redeploy capital for growth.”

\> Morgan Stanley 2012/ \\

(Investors need to
understand)... how the capital
is spent ...We are supportive of
investment in new business ...
(if it generates) IRRs above the
company’s cost of capital and
with reasonable payback
periods . . . (but) business at or
sub 9% IRRs which takes 9
years to break even ... is not a
viable source of value for

s

shareholders.”
Barclays zoy
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(In lieu of profitable growth
opportunities)...dividends have been the
key attraction for investors in the European
insurance sector. A focus on cash and
dividends has driven the sector to an
unprecedented fourth consecutive year of
outperformance of the European equity
market...

Regulatory capital is the fuel for dividends
...(and) Given the importance of dividends
we think it is crucial to understand how
capital will be generated going forward.”

Morgan Stanley zoy

.

...capital management is value management!
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ROLE OF CAPITAL IN VALUE CREATION
0 1 Insurance is a risk-based, long-term, capital BERLIN 2018

intensive business. What role does capital
play in value management?

nda

ROLE OF RISK AND ACTUARIAL
Managing value and capital in insurance is

complex with substantial implications for
business strategies. How can risk and

actuarial support the process?
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How to manage capital and value?

Setting risk appetite — Capital,
liquidity and risk

Allocating capital — aligning
risk and business strategy

anaging capital — The role of
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Capital and liquidity thresholds

Net
Income

RoE= =~ Target Capital
& Range

Minimum
Capital
Threshold

Target liquidity buffer
Minimum liquidity level

Capital Held Required
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Optimal capital buffer and risk-based regimes

!?5}1
Net -

Income

2 European Sector Sll Ratio Sensitivities*

BERLIN 2018

15 14pp14pp

1"

5w4rm4p0

5 R
. i B | 'm

RoE= =+

] -4pp-4pp

-5pp-5pp - Bpp
? o | Tep Spp Gop~5PP
L]

-15
-1
~19ppi%pp
Equities Equities Int. rates Int. rates Corp. spreads Corp. spreads Sov. spreads
-25% +25% -1% +1% -100bps +100bps +50bps
=HY16 «FY16 HY1Tlatest reported®

* Deutsche Bank, European Insurers — Solvency Matters, Feb 2017

Capital Held Required
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Allianz Solvency Management Ratio [Eiﬂllf!‘-!!—'

Minimum ratio after the worst stress

Sl ratio not
resilient

Too much
capital

135% - 145%*

Appropriately

. capitalized

* Up to 10%p for SlI credit spread
risk, deemed less relevant for

BERLIN 2018
T Historic Stress Scenarios
S1: 2012 Sovereign Debt Crisis
S2:2014-15 low rates and UFR at 3.2% Target
_ . —» Solvency
S3: 2008 Financial Crisis Ratio

S4: 1997-2000 Dot-com Bubble

Parametric Stress Scenario

S5 1:10 years modelled event

Scenario-based process also for

liquidity buffer (idiosyncratic,
systemic scenarios)

liability driven investors
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Industry acceptance of Allianz approach Vil

Figure 5: Methodology

I

We highlight the following on our methodology: B E R LI N 20'] 8
= The basis of this methodology is centred on how | gigyyre 7: |llustrative capital positions after 2008 shock to 4Q16 capital positions
Allianz calibrates its Solvency Il target range. It
calibrates its Solvency Il target level as a Solvency Il . -
ratio that would enable it to absorb a 2008 shock, Cg?ﬂp;:al Impact of 2008 shock (%) 4Q16* Solvency N ratio (%)
and remain above a 135%, a level where the 267%
company believes it would not need to raise
capital. Allianz has disclosed an 80ppt hit from a 250% I 241%
2008 scenario; a ‘floor’ of 135% therefore implies 218% . 225%
it targets a Solvency |l ratio of 205%, in the middle 202% 201%
~ @ oo . 195% 197% 7949% 189% B 1s9% B 949
of its 180-220% range; 200% 180% 174% W 176% wm
171% [ | =
5 q . 165%
= In calculating this 2008 scenario, we stress for 157% l 158% u 15456 | 149% - l — = = ! |
movements cbserved in the 18 months from the 150% 144% - . . = I ! ! [ ] | | —
date Lehman Brothers filed for bankruptcy (15 B _. . B = — L] [
September 2008). This equates to 125bps r —
widening in credit spreads, a 30% reduction in I
. ! . 100% — 2 =) kS
equity markets and a 100bps reduction in yields; = ] | e = e 8 e = £ ﬁ 23 = © &
E3 #| B EX = = & £ = = = & o r-] © - -
= Note that we have adjusted for positive spread e par m m m Y _9_ = ¥ = - - — o = =
sensitivities as we do not see these as a real world 50% =i f % g — = = = =
reflection of the risks. Please see adjacent = 0 ]
footnotes;
0%
= Backing out Allianz's disclosed 80ppt hit for a 2008 Qb o & (& ol z =Y JC S - 2 A &= 2 ) P S 3 % o)
& @ & < & & & ¢ & P S ¥ o ud
Solvency shock, implies an amplification of 1.3x to ?‘5\@ Q@c’? s A & (\\@ ‘;35’“ & c,)'p& ¥ N@ v\\\% ‘;? (\L.\\ (5\0 A5 ,?\b ¥ éb\' 5‘2-(\ ‘9(" «
its disclosed sensitivities due to correlation between L)\d @‘) (')\\ (5*2' \h‘\ ‘\Q&’ @(b N
sensitivities. We apply this 1.3x factor to companies . . K
disclosed sensitivities (see Figure to the right). This — Assgt correlation estimate Inte_rest rates -100bps e Spreads +125bps
is consistent with the average diversification credit Equity -30% Ratio post 2008 stress — = 135%
(c30%) across the sector. Source: UBS estimates. *4Q16 UK Life shown on a shareholder basis, except Standard Life.
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Allocating capital: Simple rules... :ra:!ém’ 1

BERLIN 2018
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Simple Rules
* Don‘tinvest if long-run returns
below the cost of capital — fix or
exit the business
Invest as much as possible if
long-run returns above the cost
Bus 2

of capital, even raising capital if . ROESCoC
necessary - grow
Maintain resilient capital

sturcture, respecting regulatory
constraints and risk appetite
Return excess capital to
shareholders




Allocating capital: ... complex problem m%gii'l_.

BERLIN 2018
Complexity 1: Allocation to business activities Complexity 2: Backward, Forward View

" epected |
Z =3 Return

T ncluiil
|

el

[
= * Capital
Bus 4 eq | Capital . p .
Bus 4 R |nten5|ty
Bus 5
Bus 5
Group IFRS Equity IFRS Required Requireo! + buffer Realized Present value expected
— anchor point * Financial < Less than * Clear view on performance — performance — for
for 'evsrage acwa:c' " ex:ess @ target reality vs steering change in
communication? ¢ Arbitrary, * No reflection o return romises i i i
historical required buffer ¢ Reflects buffers P business mix, strategies
allocation required

4 — 8 June 2018, www.ica2018.org




— AN
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Risk & Capital Mgmt

ORSA Report
Section 1: Description of Frejet soIvengy, analyze
scenarios

Risk & Capital Enterprise Risk Management
is apita . . .
Mgmt System Review aga}nst risk ORSA Report
Section 2: Forward looking appetite

assessment of risk profile, Use "toolkit" of

capital and solvency position. . .
P yp contingent actions

Approved by Board,
submitted to Regulator

Align risk, capital and
business strategy
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ROLE OF CAPITAL IN VALUE CREATION
Insurance is a risk-based, long-term, capital BERLIN 2018
intensive business. What role does capital
play in value management?

MANAGING CAPITAL AND VALUE
Managing value requires an alignment of
risk appetite, capital and business planning
combined with a dynamic ORSA process.
What are some lessons learned under a
risk-based regime?
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Managing value and capital

1 [

r-Optimize WACC,
resilience / flexibility,
fungibility
eCapital markets
eReinsurance

| “Business model Finance Prevent
the unwanted
business? outcome?
Build
profitable SR
4 Vision?

franchise?

eOperational strategy

eTechnical excellence:
customer value-, u/w-
cost-mgmt, growth

CAIigned incentives

eStandards & policies\
eBusiness model
eLimits

eReinsurance
eDerivatives

oClear strategy

*Value management
eTone from the top
eAligned incentives
eExternal commitment)
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...in a ,team sport"

Strategy
Information
Execution

Strategic vision,
stakeholder
promises

Performance
Steering, Capital
Allocation

EI%O Deliver sustainable

Business economic
Heads outperformance

— ] @

!7E ‘!"i"'l

BERLIN 2018

Aligning Risk and
Business Strategy

Innformation and
independent advice

Treasur . .
/Capit;/l Financing &

Mgmt Liquidity
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Role of risk and actuarial [EE!%E.;’“

BERLIN 2018

Senior partner in the business - ,,tone at the top"
Focus on long-term sustainable value creation
Aligned objectives

Provide technical information, advice and an opinion
Balance between IQ, EQ and leadership
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Thank you very much for your attention! m =1
BERLIN 2018

Contact details:
Tom Wilson, Chief Risk Officer, Allianz SE

address: Koeniginstrasse 28

80802 Munich Germany
phone: +49 (0)89 3800 177 84
mail: tom.wilson@allianz.com
web: www.allianz.com
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