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How do insurers create value? 

1. The theory 
2. The evidence 
3. The role of risk management 
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Different Performance 
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Time to double: 
>7 yrs

Time to 
quadruple: 

5 yrs

Different share performance… 
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Value Driven at a High Level by M/B Multiple, RoE

*  Assumes 33% dividend rate

M/B=1.0; 
RoE=12%*

M/B=1.5; 
RoE=12%*

M/B=1.5; 
RoE=15%*

Time to 
Double

Shareholder Value Model

…explained by a few things… 
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But what drives M/B ratio? 
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Current market consistent Net Asset Value 
Operating efficiency 

Underwriting excellence  
Profitable new business growth 
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How do insurers create value? 

1. The theory 
2. The evidence 
3. The role of risk management 
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What is the relevant valuation basis? 

Source: RBC analysis 
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What is the relevant valuation basis? 

 
 
 
 
 
 

Sector* Multiples PC LH
Market P/BV 1,12 0,78
Market P/NAV 1,36 0,88
Market P/EV 1,31 0,47
JPM 2012 Insurance Sector Report, June  



©
 A

lli
an

z 
S

E
 2

01
2 

 
9 
 

9 

Is it a self-fullfilling nightmare?  
A stroll down memory lane: 2008… 
 Equity markets declines  
 

Interest rates at historic low levels 
 

Credit spreads at all time high 
 

Unprecedented highs in volatility 
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Market Consistent versus Real World 
2008-09 experience 

Metric % Change, 
2008-09 

Comments 

MCEV reporting 
companies: Allianz, 
Aviva, AXA, Ergo, 
Swiss Life, ZFS 

MCEV1) - 32.0 % 
- 39.8 % 

As stated 
Estimated without 
liquidity premium, AXA, 
Aviva 

SoP Life valuation2) -50.0 % 

EEV reporting 
companies: Aegon, 
Generali, ING 

Traditional EEV1) -13.3 % 

SoP Life valuation2) -64.4% 

European Insurance 
Industry 

DJ Eurostoxx 
Insurance Index 3) 

- 62.5 % 

1) Change in MCEV / EEV based on annual disclosures, 2007& 2008 year end  
2) Merrill Lynch, “Not out of the woods” May 22, 2008; “Pausing the rollercoaster to look at valuations” June 23, 2009; “”, June 25, 2009. 
 Total firm SoP for AXA, Aegon, Aviva, Generali, ING and Swiss Life  
3) DJ Eurostoxx insurance index level, average values, August 2008 to March 2009 
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What will happen in a low rate 
environment?  
 

- PC companies   
 
 
 
 
 

- LH companies  
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How do insurers create value? 

1. The theory 
2. The evidence 
3. The role of risk management 
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How does risk management add value? 

Risk 
Communication 

 Is our risk profile and strategy 
understood by the market and 
reflected in our valuation multiple 
and required capital? 

 Mandatory disclosures 
 Complementary 

disclosures 

Risk Strategy  Do we have a clear risk and solvency 
strategy  

 Do we optimize our risk / reward 
profile accordingly? 

 Are delegated authorities set 
consistent with this strategy? 

 Risk appetite 
 Risk strategy 
 Delegation of  

authorities 
 Risk governance 

Risk Controlling  Is our risk profile transparent to 
management? 

 Is it within delegated authorities? 

 Internal model 
 Limit system: cumul, 

operational 
 Risk & limit reporting 

Risk 
Underwriting 

 Are the risks which we want to take 
appropriately structured, 
underwritten and priced? 

 Are all other risks (e.g. operational / 
reputational risk) appropriately 
identified and managed? 

 U/W policies  
 (Rorac) pricing  
 New product approvals 
 RCSA, TRA, ERI 

In practice… Asking the right questions… 
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Three lines of defense  

 
Independent functions 
which define the ERM 

framework within 
which the business is 

allowed to work 
 

Risk, Legal, 
Compliance 

 
Ensure that the 

framework is adhered 
to 
 
 
 

Audit 

 
Business responsible 

for both profit and loss, 
risk and returns 

 
 

OEs 

Second-Line Third-Line First-Line 

 Models - as 
abstractions of 
reality - will be wrong 
in the next crisis 

 Frameworks can be 
arbitraged 

 Framework may not 
adapt to new 
business needs 

Risk Controlling 
 Define frameworks within which business can be done 
 Control risk and limits and provide transparency 
 Provide technical analysis to support business decisions 

Risk Management 
 Have a deep, professional understanding of the business (not just the models!) 
 Be close to the business, discussing key decisions before they are taken 
 Exercise professional judgement, encouraging profitable growth but occasionally saying „no“ if 

our frameworks are inadequate 
 Allowing the right to escalate up the chain of command 
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A Balancing Act 

Business Partner 
• Underwriting 

excellence 
• Profitable 

Growth 
• Capital efficiency 

 
 

Value Creation 

ERM Framework 
• Policyholders 
• Shareholders 
• Regulators 
 

 
 
 

No Surprises 

Shareholder 
Value Creation 
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