Risk, Solvency and
Value Creation In
Insurance

Thomas C. Wilson,
CRO Allianz

ASTIN Congress
The Hague, 24 May, 2013

Allianz ()



Allianz ()
How do insurers create value?

1. The theory

2. The evidence
3. The role of risk management
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Different share performance...
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...explained by a few things...

Percent
400 -

350

300 -

250 4

2006

150 -

100 -

50 -

Shareholder VValue Model

Allianz ()

M/B=1.5;
RoOE=15%*

M/B=1.5;
RoE=12%*

M/B=1.0;
RoE=12%*

Time to
Double

* Assumes 33% dividend rate

Copyright © 2003 Mercer Oliver Wyman
N1000-01-024

10

1

© Allianz SE 2012



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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What is the relevant valuation basis? Allianz @

Which Metric Does the Market in Aggregate Focus On?

2013E P/E 2012A P/B 2012A P/EV - Stated 2012 FCF Yield (0 2012E P/IMCEV ex LP
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24 Source: Capital 1Q, 24 April 2013, Bloomberg 15 April 2013. * Delta Lioyd’s MCEV calculated as IGD adjusted for hybrids, non-covered business and implied liquidity (
premium from the ECB AAA curve fo swaps (taken af the 20 year point). (1) Operational Cash Generation / market capitalisation. (2) Stated MCEV &%@
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Source: RBC analysis
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Sector Valuation Multiples

What is the relevant valu

MCEYV / Economic Capital as Driver of Value?

Sector* Multiples PC LH

120 Market P/BV 1,12 0,78

Market P/NAV 1,36 0,88

e . Market P/EV 1,31 0,47

100 Allianz — MCEV per Share ex. liquidity premium Alian JPM 2012 Insurance Sector Report, June
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Market Consistent versus Real World
2008-09 experience

Metric % Change, | Comments
2008-09

MCEV reporting MCEVYD -32.0%  As stated

companies: Allianz, -39.8%  Estimated without
Aviva, AXA, Ergo, liquidity premium, AXA,
Swiss Life, ZFS Aviva

SoP Life valuation? -50.0 %

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 10
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What will happen in a low rate
environment?

PC companies
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How do insurers create value?

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

Asking the right questions...

Risk = Are the risks which we want to take
Underwriting 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
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Three lines of defense

r- Models - as ‘

Business responsible abstractions of Ensure that the
for both profit and loss, reality - will be wrong framework is adhered
risk and returns in the next crisis to
=  Frameworks can be
arbitraged
OEs =  Framework may not

adapt to new
business needs

A A

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 14
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A Balancing Act

Business Partner ERM Framework

* Underwriting e Policyholders
excellence  Shareholders

* Profitable * Regulators
Growth

» Capital efficiency

Value Creation No Surprises

Shareholder
Value Creation
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