Risk modelling and
valuation
Jak to vidi Tom Wilson




Tom Wilson

 CRO, Allianz Group

* Previously
— CRO ING insurance
— Global Head Finance & Risk, Oliver Wyman
— CFO, Swiss Re New Markets
— Global Head, Risk Practice McKinsey

« Value and Capital Management, 2015, Wiley
Finance


https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html
https://www.actuarial-center.org/capital-management-%e2%80%93-from-modelling-to-creating-value_e2322c690.html

What drives shareholder value in insurance?

e Growth

« Accounting Profit

* Return on Capital

« Economic or Market Consistent Value
* EXxpense Ratio



Valuations track accounting during good times

« Corporate finance approach
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Valuations track economics during crisis

e Good ALM is critical

Allianz share price vs MCEV- and IFRS equity roll-forward*, 2011 BERLIN 2018
Accounting metrics do not
115 track share prices during
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* Roll-forward based on 2010 disclosed IFRS and MCEV sensitivities without quarterly rebalancing




Capital management is value management

Net Financing Dividends, Strategic Net Accretion to
Income internal / share invest- external free surplus /
external buybacks ments  financing liquidity
Growth flows buffer

-

Capital held
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Managing for value
requires a sustainable
cycle of profitable
growth and returns
to shareholders,
supported by capital
management




Optimal capital buffer and risk-based regimes

 Historical sensitivities
« EXxperience makes discussion easier
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Threshold resilient Historic Stress Scenarios

Target liquidity buffer Too much S1: 2012 Sovereign Debt Crisis

Minimum liquidity level r caphal $2: 2014-15 low rates and UFR at 3.2% Target

i i % D5* - Solvenc
Capital Held Required 135% - 1459 $3: 2008 Financial Crisis o y
$4: 1997-2000 Dot-com Bubble

Appropriately

capitalized Parametric Stress Scenario

S5 1:10 years modelled event



Industry approach — Acceptance of Allianz approach

« Targets depend on the risk position of the
company

 Life more risky than P&C

Figure 7: lllustrative capital positions after 2008 shock to 4Q16 capital positions
Capital impact of 2008 shock (%)
TV




Minimum targets?

« Allianz target 200% group level

« P&C with resilient BS — 150%-160% SII ratio
 Life —above 200% SII ratio



ORSA / stress test frequency

« At least bi-weekly basis
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