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Introduction

• Regulatory requirement for insurance 

companies to publish EV since 2007

• Israeli Embedded Value Rules and 

Guidance Note developed by professional 

committee with the aid of consulting firm

• A number of lessons can be drawn from 

the experience over the last few years
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Key Questions to Consider 

Does MCEV represent a credible measure 

of value in the eyes of the various 

stakeholders in Israel and elsewhere?  

If it doesn’t what needs to be done to 

remedy the situation? 
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MCEV in Israel - Overview

– The Israeli insurance market

– Introduction of EV reporting in Israel

– Recent trends in the Israeli insurance market

– Highlights from the Israeli EV Rules and 

Guidance Note

– Observations from the first few years' results

– Responses by various stakeholders

– Challenges ahead and potential implications 

for other markets
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The Israeli Insurance Market

• Five large composite companies represent 

95% of the long term savings and health 

insurance market

• Long term savings include life insurance, 

pension funds and provident funds

• Health insurance includes long term 

policies

• Industry highly regulated
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The Israeli Insurance Market
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The Israeli Insurance market was not spared from 

the financial crisis, but has recovered in 2009.



Introduction of EV in Israel

• Regulators objectives:

– Improved disclosure of financial position

– Better management of profit and risk

• Companies concerns:

– Applicability to Israeli insurance environment

– Consistency of reporting

• 2007 and 2008 results published

– Some companies also published 2006 results
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Trends in the Israeli Market

• Sale of “New” pension funds by State

• “Bachar” 2005 financial services reforms

– Sale of provident funds by banks

– Entry of banks into pensions and 

insurance

• Pension portability

• Increased transparency and disclosure

• IFRS in 2007

• Financial Crisis in 2007-2008

– Recovery in 2009

• Solvency II in 2012
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The Israeli insurance 
market has been 
subject to a 
significant amount 
of regulatory 
change over the last 
decade.  This has 
created uncertainty, 
making valuation 
much more difficult.



Embedded Value Rules and 

Guidance Note
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• Composed in the context of CFO Forum’s 

EEV note

• Criticism by analysts of then-current EV 

approaches in Europe 

• Leading companies were beginning to 

report MCEV

• Decision made to start with MCEV rather 

than evolve



Key Issues

• Definition of covered business

• Definition of Adjusted Net Worth (ANW)

• Financial options and guarantees

• Required capital

• Cost of Capital

• Non-economic assumptions and risk

• Inflation & discount rates

11http://ozar.mof.gov.il/hon/2001/insurance/memos/2007-1-11a.pdf



MCEV of Insurance and Pensions

(In NIS Billion, as at 31/12/2008)
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2008 VIF of Insurance

as a % of Combined Basis*

13* Combined Basis =  Life Insurance Reserves + Premium * 10  (Source: Ernst & Young)
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VNB of Insurance and Pensions

as a % of MCEV in 2008
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Analysis of Results

• The high VIF to capital ratio suggests that 

there is significant potential value to 

publishing MCEV.

• There appears to a measure of 

consistency between companies in 

reporting of the VIF.

• The picture is less clear with respect to 

VNB.
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Response to MCEV in Israel

• Stock prices of companies do not appear 

to reflect published MCEV

• Valuation experts skeptical of certainty-

equivalent approach with no allowance for 

non-hedgeable risk

• Investment analysts have begun to focus 

on MCEV but typically apply a discount 

when presenting company valuations
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Challenges Ahead

• Quantification of insurance industry 

structural changes

• Better modeling of risk distributions

• Allowance for non-hedgeable risk (?)

• Consistency with CFO Forum standards

• Integration with Solvency II and IFRS 4 

Phase II valuations

• More timely reporting
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Lessons to be Learned

Potential implications for other markets 

where MCEV is introduced

• Value of standards for EV reporting

• Challenge of implementing market 

consistent reporting

• Credibility of results can be a huge hurdle 

versus more traditional valuation and 

reporting measures
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