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Foreword

Welcome to the 2012 Embedded Value results overview, 
in which Deloitte analyses the results of 18 major 
European insurers.

In this paper, we compare the Embedded Value methodologies and assumptions used by the industry to highlight 
differences in approaches used by the companies in our sample and to explain the impact on Embedded 
Value results. We draw out the key themes that have emerged over the course of 2012, including the impact 
of regulation, and look at the relationship between Embedded Value and the life insurance market’s overall 
performance.

Over the year there was an 11% increase in aggregate Embedded Value to £195bn for the companies in our 
sample, fully recovering the value lost in the prior year. Drivers of growth included positive movements in financial 
markets and, interestingly, some very significant increases from methodology changes. The value of new business 
rose marginally over the year compared to 2011 with volumes unchanged, reflecting improving margins in certain 
product lines and markets, with UK new business value posting an impressive 14% growth. It is no surprise that 
regulatory change played a major part in the 2012 story, and we draw out the way that some companies were able 
to take advantage of these changes to improve their competitive position. Our analysis of Embedded Value versus 
market capitalisation shows that the discount to Embedded Value fell to its lowest level for some time, perhaps 
reflecting improved investor sentiment.

There is still more to do to improve the usefulness of Embedded Value as a reporting metric, but with lower 
economic variances and better perception of the companies by investors it is still adding value.

Roger Simler
Partner
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Results
Despite the continuing uncertainty in financial markets, 2012 featured slow and steady equity gains and relatively 
low volatility. Over the year, investments benefited from narrower sovereign and corporate spreads that mitigated 
the negative impact of the continuing low interest rate environment. This was reflected in the 2012 embedded 
value results: overall, we saw only four out of eighteen companies in our sample reporting a decrease in embedded 
value, compared to fifteen out of eighteen companies last year, on a like-for-like basis.

Regulatory challenge
2012 was a year with a number of notable regulatory changes that happened and one that did not! For example, 
in the UK, insurers invested significant time and effort in preparing for the changes, amongst them the Retail 
Distribution Review (‘RDR’), gender neutral pricing and workplace pensions auto-enrolment. It is too early to assess 
the impact of these changes on new business, but 2012 saw new business volumes (as measured by the present 
value of future premiums) remaining flat across the companies in our sample, compared to a 7% fall last year. This 
was due to a late flurry of activity increasing the volume of protection and annuity sales before the introduction of 
unisex rates, broadly offset by a decrease in sales of products falling under the RDR regime, as the market adjusted 
to the new environment. New business value, on the other hand, has slightly improved reflecting continued focus 
on higher margins. The full impact of these changes will emerge over the next year or two, as the regulations bed 
down and the scope of auto-enrolment widens to include small and medium sized companies.

Convergence of embedded value with Solvency II
In September 2012, the CFO Forum released interim transitional guidance for embedded value reporting in which 
it advised that, until the full implications of Solvency II are known with sufficient certainty, including the effective 
date and the publication of all relevant standards and guidance, there is no requirement to make allowance for 
Solvency II and associated consequences when complying with the Market Consistent Embedded Value (‘MCEV’) 
or the European Embedded Value (‘EEV’) Principles.

Despite this, we have seen a number of insurance companies updating their embedded value methodology to 
reflect the most recent Solvency II developments. Coincidently or otherwise, the changes had a largely favourable 
impact on the embedded values of most companies in our sample.

Economic variance
In line with improving financial markets over 2012, the majority of insurance companies in our sample reported 
positive economic variance, in contrast to 2011 when large negative economic variance was particularly prevalent. 
The positive movements ranged from 0.5% to 33% of the opening embedded values with only one company 
reporting a slight negative economic variance of -0.6% of its opening embedded value. These positive variances 
were mainly attributed to narrower corporate and sovereign bond spreads, lower volatilities and improved equity 
performance. However, for some insurers, economic assumption and reference rate methodology changes formed 
part of the economic variance. This has made it difficult to separate the impact of market conditions from the 
impact of a change in outlook.

Executive summary

… we saw only four out of eighteen companies in 
our sample reporting a decrease in embedded value, 
compared to fifteen out of eighteen companies last year, 
on a like-for-like basis.
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Experience variance
Several companies in our sample benefited from much better than expected operating experience over the year, 
resulting in a positive contribution to their embedded value. For some companies we noted consistently positive 
experience over the past four years. It could be that these companies remain overly prudent when setting their 
operating assumptions; alternatively it could be a sign of effective and proactive management of the business. 
In any case, disclosures tend not to provide sufficient information to enable us understand the true drivers of such 
positive experience.

For example, some companies include the impacts of one-off changes as part of the operating experience variance, 
making it hard to draw meaningful comparisons with peers who reported such one-off items as part of ‘other’ 
operating variance.

Methodology and assumptions
As expected, there was no evidence of more companies moving to reporting on a solely market consistent 
embedded value basis. As the CFO Forum withdrew its intention to make MCEV the only recognised format of 
embedded value reporting methodology, we continue to observe a mix of market consistent and non-market 
consistent methodologies in our sample.

However, in 2012 we saw some further convergence in methodologies, with several insurers in our sample moving 
towards the reference rate extrapolation methodology used in the most recent Solvency II discussions. Once there 
is more certainty around Solvency II, we expect more companies to choose this route.

Disclosure
Insurers continue to provide additional disclosures to help the users of the information interpret the results. This 
year, following the change in yield curve methodology in its embedded value calculations, Ageas, for example, 
included a set of additional sensitivities to help its investors understand the implications of this change on both the 
embedded value and the value of new business as at 31 December 2012.

Disclosure of a cost of capital charge in respect of non-hedgeable risks has shown some convergence, but the 
range of rates used remains wide. We also note that three companies in our sample reported sensitivities to 
changes in the cost of non-hedgeable risk (‘CNHR’).

As last year, Aviva reported its modified version of embedded value, which they have called ‘EEV equivalent 
embedded value’, alongside its MCEV disclosure. This is intended to allow comparisons to be made with companies 
reporting on an EEV basis.

Other features include companies continuing to disclose cash flows, capital generation and reconciliations between 
their embedded value results and IFRS results. Whilst this is positive, differences in both approach and the level of 
information provided make direct comparisons between companies challenging.

Embedded value versus share price
Our comparison of embedded value versus share price showed that, on average, the quoted life companies in our 
survey traded at a discount of 11% to their embedded values. The gap has narrowed from the 26% discount seen 
last year end, perhaps reflecting an improving view of the sector from investors and analysts.

In the remainder of this report we provide a more in depth analysis of the matters covered in the executive 
summary. 
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This year our sample included eighteen insurance companies, fourteen of which produced a positive return on 
embedded value. The aggregate embedded value for long term covered business in our sample increased to 
£195bn from £175bn the year before, an increase in value of 11% compared to the year-end 2011 fall of 10%. 
In other words, during 2012 these insurance companies recouped the value lost in 2011, as a whole.

Of the £195bn, £38bn was from business written in the UK, £95bn in Continental Europe and £62bn in the rest 
of the world. Figure 1 below shows the total embedded value for each company over the last three years (in 
descending order) split by region. 

Results

Axa reported a 10% increase in its embedded value and remains the largest insurer in our sample with a 
considerable margin over the rest.

The largest increase in the embedded value was reported by Swiss Life (45% return), followed by Ageas (35% 
return), and Baloise (26% return). For comparison, last year’s top performers were Prudential (8% return), Swiss Life 
(8% return) and Legal & General (4% return). It is interesting to note the double digit returns achieved by the top 
performing companies over 2012 compared to the top performers in our survey last year.
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Figure 1. Global Life embedded value by region for years 2012-2010 for covered business (£m)

Source: Companies’ disclosure and Deloitte analysis
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… even in challenging markets there is still an 
opportunity to achieve strong results from both 
economic and non-economic experience.

Swiss Life’s increase in embedded value largely reflects a CHF 1.5bn positive economic variance as a result of 
changes in economic scenario assumptions, lower credit spreads and lower volatilities. Other items included a 
strong operating return on the in-force business and a positive variance as a result of assumption changes such as 
future expenses, surrender, mortality, morbidity and longevity.

Like Swiss Life, Ageas explained its growth by positive economic variance due to narrower corporate and 
government spreads and lower interest rate volatilities. In addition, management decreased the guaranteed interest 
rates for group life products for both new and existing businesses, which also had a favourable effect on value as a 
result of a decreased cost of options and guarantees. Around 10% of the increase in embedded value over the year 
was due to the changes in the methodology for determining and extrapolating the yield curve and the adoption of 
a new calibration method of the yield curve. 

For Baloise, the biggest contribution was from the return on its existing business, in particular from the emergence 
of value from spreads on bonds, which were particularly high in 2011. Like its competitors, Baloise benefited from 
positive economic experience over the year and from a change in parameters used for the extrapolation of the yield 
curve. In addition, it made favourable changes in lapse, mortality and expense assumptions following better than 
expected experience over the year.

The double digit growth rates above illustrate that even in challenging markets there is still an opportunity to 
achieve strong results from both economic and non-economic experience. In the remainder of this section we will 
have a closer look at the key drivers of the growth in embedded values over 2012 for our sample.

Updating extrapolation methodology
Two thirds of companies in our sample used the swap curve as a basis for the reference rate. Swaps are short 
duration instruments, while insurance liabilities typically have much longer duration. As a result, it is necessary 
to determine the longest duration of a swap curve for which reliable data is available (i.e. the last liquid point) 
and to extrapolate beyond that point to an ultimate forward rate in order to produce a curve of long enough 
duration to use for liability cash flow discounting. The extrapolation approach has been subject of much debate, 
in particular, around the last liquid point, convergence period and ultimate forward rate to use. For example, the 
most recent Solvency II developments proposed a reduction in the last liquid point for Euro swaps from 30 years, 
as recommended by Quantitative Impact Study 5 (‘QIS 5’), to 20 years. The convergence period is also the subject 
of fierce debate with the European Commission proposing a 40 years convergence period, while the European 
Parliament favours a much shorter period of just 10 years. Changing these parameters may have a significant 
impact on the value of insurers’ liabilities. In the current low interest environment, bringing the last liquid point 
forward and reducing the convergence period would result in an upward shift of a curve, i.e. higher discount rates 
for liability, meaning that the present values of insurers’ liabilities will reduce. The Solvency II Long-Term Guarantee 
Assessment (LTGA) proposes to test the last liquid point and the convergence period. The latest industry comments 
on LTGA conclude that a shorter period should be considered as an appropriate tool to limit volatility of insurers’ 
liabilities.
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While the extrapolation approach is not set in stone as yet, seven companies in our sample updated their reference 
rate extrapolation methodology to reflect the most recent Solvency II discussions at that time. Six companies 
reported the impact of the change in the form of an opening adjustment with one company categorising it as an 
economic assumption change. Only three companies, however, separated out the effect of this change from other 
changes, as shown in the table below. The impacts on embedded value, especially in the case of Allianz, were 
generally large.
 

Table 1. Impact on opening embedded value of extrapolation methodology changes

Company Actual impact (€) As % of opening EV

Allianz 2,757m 13%

Axa 958m 2%

Generali 378m 2%

Source: Companies’ disclosure
 

 

Changes to methodology to bring it more into line with the most recent Solvency II developments come amidst the 
backdrop of the CFO Forum’s interim transitional guidance for embedded value reporting released in September 
2012. In this announcement the CFO Forum advised that, until the full implications of Solvency II are known with 
sufficient certainty, including the effective date and the publication of all relevant standards and guidance, there is 
no requirement to make allowance for Solvency II and associated consequences when complying with the MCEV or 
the EEV Principles. This reflects the continuing evolution of Solvency II and consequent uncertainty around how it 
will affect embedded value reporting.

Economic variance
Last year the vast majority of companies reported a significant negative economic variance with the exception of 
Legal & General, which was the only company to report a positive variance.

This year, we see completely the reverse with only Legal & General reporting a negative variance, albeit a very small 
one as shown in the table below.

Most companies in our sample attributed the favourable economic experience to a decrease in bond spreads, lower 
volatilities and favourable movements in equity markets, which all contributed to a positive economic variance, 
despite the continued low interest rate environment. The significant swing from negative economic variances seen 
in 2011 to the positive movements observed in 2012, given only slight improvements in financial markets, signals 
how sensitive embedded values can be to changes in the economic environment. 

Table 2. Economic variance as % of opening embedded value

Ageas 33% Generali 6%

Swiss Life 27% Storebrand 5%

Munich Re 18% Axa 4%

CNP 12% Zurich 3%

Baloise 10% Pru 3%

Old Mutual 7% Resolution 2%

Standard Life 7% Allianz 2%

VIG 7% Phoenix 0.5%

Aviva 6% L&G -0.6%

Source: Companies’ disclosure & Deloitte analysis
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Under the current MCEV guidelines, companies are not obliged to split out the impact on embedded value of the 
market movement and economic assumption changes. For most companies in our sample, the economic variance 
item is the total of these two elements. In addition, in its economic variance item, Baloise included the impact 
of the extrapolation methodology change: “… the impact of both economic experience during the year and 
assumption changes at the year-end regarding economic items such as reference yields, volatilities, inflation rates, 
returns on investments, and taxes. The economic variances were driven by the narrowing of credit spreads during 
the year and favourable investment results in all entities. These effects outweighed the declines in interest rates and 
liquidity premiums whose negative impacts were reduced by a change of the parameters used for the extrapolation 
of the yield curve following the current Solvency II guidance”. Such an approach, driven by the MCEV guidelines, 
illustrates how hard it can be to interpret the economic variance item given the large number of items 
it encompasses.

For some companies, however, the economic variance item included only the impact of deviations between actual 
and expected investment performance, or a split of the underlying key drivers was provided. Where the split was 
provided, it was interesting to see whether the value was created by proactive asset management or by the effects 
of favourable market movements outside of management’s control. 18% increase in the embedded value for Ageas 
was due to favourable market movements, whereas 14% increase was due to changes in economic assumptions 
and management’s actions in Belgium to decrease the guaranteed interest rates from 1 January 2013 for its group 
life products. We also note that one third of the EUR 1.5bn economic variance for Axa came from changes in 
strategic asset allocations. This signals that management of these companies actively seek opportunities in asset 
and liability management (‘ALM’) to add value to their businesses. In uncertain financial times like those we are 
experiencing today, strategic and careful deployment of ALM techniques remains a vital tool for investment risk 
management.

Experience variance
Several companies in our sample reported a positive operating experience variance as one of the key drivers behind 
their value generation. The operating variance reflects profit or loss due to the deviation of actual operating 
experience from expected operating experience over the year. Operating assumptions include items such as 
mortality, persistency and expenses, all of which are under management’s control and reflect management’s view 
on future expected experience. In a well-managed business we would expect to see minor deviations year on year, 
due to short term volatility, which should converge to zero over the long term, as a whole.
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The table below summarises the operating experience variances, expressed as a percentage of the opening 
embedded value, reported for the period 2009 – 2012 by the companies in our sample. 

Table 3. Operating experience variance as % of opening embedded value for the period 2012-2009

% of opening EV2012 2011 2010 2009

Axa 2% 1% 0% -1%

Prudential 2% 2% 2% 1%

Allianz 0% 0% 1% 2%

Generali -1% -1% -1% 0%

Aviva -2% 0% 0% -1%

Zurich -1% 0% 0% 0%

CNP 2% 1% 2% 0%

Munich Re -4% 3% -1% 3%

Legal & General -1% 4% 3% 1%

Standard Life 10% 2% 0% 4%

Old Mutual 0% 2% 1% -4%

Swiss life 0% -1% -7% -5%

Resolution -1% 0% 1% -1%

Ageas -1% 0% 1% 1%

Phoenix 0% 4% 6% 2%

VIG 2% 1% 2% 2%

Storebrand 6% 5% 4% 1%

Baloise 0% 4% 4% n/a

Source: companies’ disclosure and Deloitte analysis 

A number of companies consistently report positive operating experience variances, including Prudential, CNP, 
Standard Life, Phoenix, VIG, Storebrand and Baloise, albeit that some of the variances are small.

In the case of Prudential positive mortality experience has more than offset negative expense experience variance 
each year over the past four years. For Baloise, consistently positive variance was due to positive mortality, persistency 
and expense experience. For Storebrand, lapse experience was generally positive over the past four years. It may be 
that these companies adopt a prudent approach when setting their operating assumptions, or that they successfully 
manage the underlying risks, for example, by careful expense control or underwriting methodology.

From disclosures it is hard to determine what the explanation is. Perhaps there is value in increasing levels of 
disclosure for those companies for whom positive variances is a sign of strong risk management rather than simply 
a cautious approach to basis setting.

Some of the variances represent one-off changes. For example, Standard Life’s experience variance of 9.85% of its 
embedded value in 2012 was due to one-off management actions, including a sale of property in Canada, an asset 
strategy change, a large professional indemnity insurance claim and modelling changes. Similarly, Phoenix’s variances 
in 2010 and 2011 of 6% and 4% respectively related to asset restructuring and improved asset allocations, amongst 
other things. VIG and Storebrand also explained some of the positive movements by one-off management actions 
such as premium adjustments, portfolio restructuring, and a resolution of an administrative system backlog. Normally, 
we would expect to see one-off items reported as part of the ‘other’ operating experience variance item and we note 
that some companies adopted exactly this approach. The fact that there is no consistency in how companies report 
their ‘experience operating variance’ makes it difficult to analyse and compare the companies’ results.
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New business
New business value was another key contributor to the embedded value profit. The table below summarises the 
new business value expressed as a percentage of the opening embedded value for each company in our sample to 
illustrate the significance of this item as the driver of the embedded value generation.

 
Table 4. New business value as % of opening embedded value

Company NBV return on EV 2012 NBV return on EV 2011

Prudential 9% 8%

VIG 7% 5%

Munich Re 6% 6%

Standard Life 6% 6%

Zurich 6% 3%

Axa 5% 4%

Generali 5% 4%

Legal & General 4% 4%

Allianz 3% 3%

Swiss life 3% 3%

Old Mutual 3% 3%

Aviva 3% 3%

Resolution 3% 2%

CNP 3% 3%

Storebrand 2% 1%

Ageas 2% 1%

Baloise 1% 1%

Phoenix 1% 0%

Source: companies’ disclosure and Deloitte analysis

We noted earlier that Baloise and Ageas were in the top three performers this year in terms of the embedded value 
return. The table above shows how little of this return can be attributed to new business contribution: 2% return 
for Ageas and only 1% for Baloise.

Both companies’ new business suffered from the low interest rate environment. Ageas, however, reported an 
increase in new business value in Asia mainly due to a successful programme to stimulate sales in more profitable 
products. This signals that Ageas is, perhaps, trying to diversify its business portfolio.

Prudential also benefited from success in both its Asian and US businesses, together explaining about 80% of the 
group’s sales, with margins of 12% in Asia and 6% in the US. Legal & General also experienced high margins in the 
US; the protection business there achieved margins of 11.8%, up from 10.7% in 2011.

Overall, the total volume of new business of our 18-company sample (as measured by present value of new 
business premium – ‘PVNBP’) remained stable: £295bn in 2012 compared to £295bn in 2011 on a like-for-like 
basis. However, over the same time period, the value of new business (net of tax) increased by 2% from £7.6bn to 
£7.8bn, which reflects a slight improvement in the underlying margins for some, though not all, companies in our 
sample. It is worth noting that some of this growth in margin could be due to the low interest rate environment 
increasing the present value of future fixed charges rather than through companies increasing their charges.
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Figures 2 and 3 below summarise the new business value and sales (measured as PVNBP) for the companies in our 
sample over the past three years.

Source: Companies’ disclosure and Deloitte analysis

Figure 2. Value of New Business net of tax by region for years 2012 – 2010 (£m)
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Figure 3. New business volumes (measured by PVNBP) by region for years 2012-2010 (£m)

Source: Companies’ disclosure and Deloitte analysis
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Interestingly for a market considered to be ex-growth, the aggregate value of new UK business increased by 14% in 
2012 compared to 6% over 2011 on a like-for-like basis.

In 2012, Aviva had the largest value of UK new business (£319m net of tax) of the companies in our sample (Legal 
& General in 2011), closely followed by Legal & General (£258m) and Prudential (£241m). The overall volumes of the 
new business in the UK written by the companies in our sample remained flat (7% increase in 2011).

Table 5 below demonstrates how the relationship between the UK new business values and the UK new business 
sales differs for life insurers selling UK new business. 

Table 5. UK new business value versus UK new business sales percentage change in 2012 versus 2011

Company selling UK NB % change in Value of NB % change in NB volumes % change in NB margin

Resolution 153% 8% 134%

Standard Life 25% -7% 34%

Prudential 24% 20% 3%

Zurich* 21% 14% 6%

Aviva 14% -8% 23%

Legal & General -11% -18% 9%

Old Mutual -11% 1% -13%

Axa* -76% 2% -77%

*The movement includes the impact of changes in exchange rates
Source: Companies’ disclosure and Deloitte analysis 

This year, Resolution translated single digit growth in volumes into significantly higher growth in value. The increase 
came from the UK protection business and the UK retirement business, reflecting a focus on higher value critical 
illness and income protection products as well as the migration to a lower cost strategic platform for the UK 
protection business and careful pricing levels for the UK retirement business.

Standard Life’s sales were impacted by the corporate business segment due to employers delaying decision-making 
prior to the phased introduction of auto enrolment. At the same time, new business acquisition expenses reduced 
as a result of efficiency improvements and absolute reductions in costs, improving margins.

Aviva reported an increase in the value of new business, reflecting the benefit of improved margins in protection 
and annuity businesses as a result of continuing pricing discipline. These benefits were negatively impacted by a 
reduction in volumes in Ireland due to closing of Ark Life to new business and withdrawing from the large scale 
bulk purchase annuity market in the UK, as it did not meet economic hurdle rates.

While sales of new business have slightly increased for Axa, the company reported a significant reduction in the 
UK’s new business value due to an unfavourable business mix.

… for a market considered to be ex-growth, the aggregate 
value of new UK business increased by 14% in 2012 
compared to 6% over 2011 on a like-for-like basis.
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Overall, there seems to be a continued focus on margins, be it as a result of a disciplined pricing approach or a 
cost reduction exercise. Another factor impacting companies’ new business strategy was regulatory change, as 
discussed in the next section.

Regulatory challenges
In December 2012, a European Court of Justice ruling took effect preventing insurers from using gender as a 
rating factor for pricing retail business. The Retail Distribution review (‘RDR’) in the UK went live on 1 January 2013 
resulting in a move from a commission-based to an adviser charging scheme for certain products. In additon, 
the phased implementation of workplace pension auto enrolment began in October 2012. As such, 2012 can be 
characterised as a year when insurers made final preparations for these regulatory changes and associated impacts.

A number of companies in our sample took a highly proactive approach to the regulatory challenges lying ahead 
of them. For example, Legal & General (one of the largest distributors through commissioned markets in the 
UK) delivered its RDR solution in November 2012 (ahead of the January 2013 deadline) for an early start. It also 
confirmed the launch of a range of new products as part of its RDR-compliant proposition.

Our expectation was that business from financial advisers would reduce in 2012 due to the need for advisers to 
reshape their own businesses. The post-RDR world is likely to bring further reductions in sales volumes, changes 
in the type or mix of new business and pressure on margins, due to increased competition and costs of adjusting 
business models. While we note that Legal & General’s new business margins for annuities and savings products 
fell over the year, it is difficult to say whether this was a result of the RDR transition. Similarly, sales of annuity, unit-
linked and with profits savings business fell over the year, whereas sales and new business margins of protection 
business, which does not fall under the RDR, increased. It might be that we started seeing the early effects of RDR 
or a late rush for protection policies before unisex rates kicked in. Wherever the truth lies, the full impacts of the 
changes are yet to be seen.

Auto-enrolment, on the other hand, brought early benefits to some companies, most notably Legal & General. 
The company explained 62% growth in its pension business sales by significant inflows of business through digital 
underwriting and automated loading of schemes onto its workplace pension platform.

Other companies that were explicit in terms of the impact of regulatory change on their business were Allianz, 
which experienced higher sales of health business, driven by ‘last opportunity’ sales before unisex rates were 
introduced in December 2012 and Resolution, which reported a boost to protection volumes for similar reasons. 
As already seen above, Resolution not only saw an increase in sales but a significant increase in new business 
margin associated with protection business from 2.8% to 10.5%, reflecting focus on higher value products and 
their lower cost strategic platform. This dual effect resulted in a much improved new business value for this 
business.

Standard Life experienced no change in the sales of its protection business, but reported a 48% increase in sales of 
its annuity business. For its corporate pension schemes Standard Life confirmed that, although in 2012 there were 
no significant business inflows, the company secured new business which will transition to the company later in 
2013 and 2014. Overall, sales of new business in the UK fell as a result. While Standard Life is considered to be the 
biggest winner from RDR due to abandoning commission in 2006, we are yet to see this play out in full.

Overall, regulatory changes are always challenging but also provide opportunities, be they one-off sales benefits or 
a long-term opportunity. We see that, despite tough regulatory pressures, companies are adapting relatively quickly 
with the aim to keep delivering strong results.
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Sensitivities
Disclosure of sensitivities is one of the embedded value reporting principles. Sensitivities help to show the 
significance of the risk drivers to the results of an insurer. Analysing sensitivities provides analysts and investors with 
an indication of how the embedded value moves for a given change in an underlying parameter 
(e.g. interest rate or equity values). As such, it should help them reach a view on how they might expect the results 
to perform given a change in the environment.

In order to better gauge the potential impact of market movement on the insurers’ embedded values we analysed 
the economic sensitivities disclosed by the companies in our survey.

Given much lower illiquidity premium levels in 2012 compared to those seen in 2011, we would expect sensitivities 
to changes in illiquidity premium assumption to reduce. This is borne out in the figures shown in tables 6 and 7. In 
particular, the impact of completely removing the illiquidity adjustment is, not surprisingly, significantly reduced.

Given the continued lower interest rate environment, we would expect higher risk free rate sensitivities to be 
reported this year for companies which sell business associated with options and guarantees. In particular, we 
would expect to see higher sensitivity to a 100bps fall in the risk free rate, as in this scenario the guarantees are 
more likely to bite.

We note that this is the case for Axa, which reported that the current low interest rates lead to options and 
guarantees being more in the money. In addition to this, the increase in sensitivity was driven by the US variable 
annuity block, with management updating policyholder behaviour assumptions for this business.

Zurich reported a change in the magnitude of its reference rate sensitivities, which can be explained by the 
company’s continued shift to protection and unit-linked business away from products with high levels of 
guarantees, as disclosed in its annual report.

On the other hand, several insurers reported much lower risk free rate sensitivities. Baloise, Ageas and Generali, 
for example, explained this by the reduction of the duration gap between assets and liabilities, signalling that 
uncertainty associated with reinvestment has been reduced. For Aviva, we note that US variable annuity business, 
as a discontinued operation, was excluded from the sensitivity analysis this year, which could explain the reduction 
in the sensitivities, compared to last year when the business, characterised by the high level of guarantees, was 
included in the analysis. For Storebrand, we note that the company performed a series of de-risking activities for its 
guaranteed business.

For companies with lower levels of business associated with options and guarantees and with more sophisticated 
ALM together with appropriate hedging strategies, the reported sensitivities are symmetric and broadly unchanged 
compared to the 2011 risk free rate sensitivities.

Swiss Life has not published illiquidity premium sensitivities this year, although the company has used the assumption 
in its embedded value calculations.
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Another trend is a general decrease in sensitivity to changes in equity/property values following better performance 
in financial markets over the year. This is in line with expectations.

Table 6. Economic sensitivities as a percentage of EV – Illiquidity premium and risk free rate

2012 2011 2012 2011

Illiquidity Premium Illiquidity Premium Risk free rate Risk free rate

Company

10bp 
increase 

to 
reference 

rates

Remove 
premium

10bp 
increase 

to 
reference 

rates

Remove 
premium

+100bps -100bps +100bps -100bps

Axa 2% -9% 2% -22% 5% -12% 3% -9%

Allianz — — — — 7% -14% 19% -35%

Aviva 2% — 4% — 0% -1% 0% -5%

Baloise — -7% — -29% 17% -38% 35% -57%

CNP 0% — 0% — -2% -2% -1% -1%

Ageas 3% -9% 5% -28% 2% -7% 16% -19%

Generali 3% -13% 3% -35% 8% -15% 12% -17%

Legal & 
General

— — — — -3% 3% -3% 3%

Munich Re 0% — 0% — -5% 4% -3% 2%

Old Mutual 0% — 0% — -2% 2% -2% 1%

Phoenix — — — — -3% 3% -4% 4%

Prudential 1% — 1% — -3% 2% -4% 4%

Resolution — -10% — -11% -1% 1% -2% 1%

Standard 
Life

— — — — -8% 9% -8% 10%

Storebrand — — — — 7% -19% 15% -36%

Swiss Life — — — — 2% -7% 5% -15%

VIG — -6% — -34% 6% -13% 7% -15%

Zurich — -4% — -11% -2% 2% 4% -10%

Source: Companies’ disclosure and Deloitte analysis
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Table 7. Economic sensitivities as a percentage of EV – Equity/property values and volatilities

2012 2011 2012 2011

Equity/Property values Equity/Property values Volatilities Volatilities

Company
– 10 % – 10 %

Equity 
option 
+25%

Swaption 
+25%

Equity 
option 
+25%

Swaption 
+25%

Axa -4% -5% -1% -2% -2% -3%

Allianz -2% -4% -3% -3% -3% -2%

Aviva -4% -5% -2% -1% -2% -2%

Baloise -14% -17% -6% -7% -4% -9%

CNP -5% -4% -2% -4% -4% -2%

Ageas -6% -7% 0% -4% -5% -1%

Generali -7% -6% -2% -3% -2% -1%

Legal & 
General

-3% -2% — — — —

Munich Re 0% 0% 0% 0% 0% 0%

Old Mutual -3% -5% -1% 0% -2% -1%

Phoenix -4% -4% 0% 0% -1% -1%

Prudential -2% -3% — — — —

Resolution -5% -4% -1% 0% 0% 0%

Standard 
Life

-5% -5% — — — —

Storebrand -8% -11% N/A N/A -3% -6%

Swiss Life -9% -16% -3% -6% -6% -5%

VIG -3% -4% -1% -2% -1% -2%

Zurich -1% -3% -1% -1% -1% -1%

Source: Companies’ disclosure & Deloitte analysis 
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Embedded value versus share price (including non-covered business)
We continue to monitor life insurance companies’ equity performance against the market. Figure 4 shows how 
the life sector has underperformed the market in 2012 based on the FTSE 350 indices, and continues to trade well 
below 2008 levels. In particular, we note a consistently wide gap since 2009. 

Figure 4. Market versus life assurance sector performance

The value of embedded value

Comparing embedded value and market capitalisation can be helpful in showing how the value the market places 
on a company differs from that of its management. There are many reasons why embedded value and market 
capitalisation will diverge, including the absence of new business in an embedded value, timing issues and the 
complexity of the calculations. In addition, significant value can be placed on a company’s goodwill and non-
covered business. Assuming that an insurer is writing profitable new business, its market capitalisation should, 
all other things being equal, exceed the embedded value.

This year we repeat our analysis of how market capitalisation compares to embedded values for our sample 
insurers. The results for the year-end 2012 show that the embedded value has been higher than the market 
capitalisation for most companies in our sample. This has been the case for several years now, with none of the 
companies trading above embedded value as at year-end 2011. Based on this year’s overall sample of companies, 
the ratio of market capitalisation to embedded value was about 89%, up from 74% as at 31 December 2011.
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Figure 5. Group embedded value versus market capitalisation at year-end 2012 (£m)

Over recent years companies have tailored their disclosures more towards the needs of analysts and investors, with 
the inclusion of cash generation and reconciliations to other reporting metrics. It is tempting to conclude that the 
improvement in the ratio of market capitalisation to Group EV may be a result of this better information, though 
evidence to that effect is hard to come by. 

… the improvement in the ratio of market capitalisation 
to Group EV may be a result of this better information …
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The chart below shows ratios of market capitalisation to group embedded value for five major UK insurers together 
with both market and life sector performances over the past six years. There is a notable trend: the ratios seem to 
broadly follow the overall performance of the life insurance sector, falling when the FTSE 350 life insurance sector 
index falls and increasing when the performance improves. Interestingly, Prudential has maintained its position as 
the company with the highest ratio in almost all of the years shown. 

Figure 6. Life insurance sector performance versus market capitalisation (left axis) to group’s embedded value ratios 
(right axis) for 2012-2007

Source: companies’ disclosure, Bloomberg
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Methodology
In May 2004, the CFO Forum published its European Embedded Value (‘EEV’) Principles, which provided a 
consistent basis for European insurers to prepare their embedded value reports. Along with additional guidance, 
published by the CFO Forum in October 2005, the principles described how companies should prepare their 
supplementary embedded value reporting on the performance of their life insurance operations. In June 2008, the 
CFO forum published Market Consistent Embedded value (‘MCEV’) principles designed to bring greater consistency 
and improved disclosure to the insurance industry.

In April 2011, the CFO Forum withdrew its intention that MCEV should be the only recognised format of embedded 
value reporting from 31 December 2011. This decision was driven by the on-going development of insurance 
reporting under Solvency II and IFRS. Reflecting this shift in intent, just over two thirds of companies in our sample 
reported under the MCEV Principles, around 20% of sampled companies reported under the EEV Principles using 
a market-consistent approach and the remaining 20% reported under the EEV Principles without being market 
consistent. This is consistent with what we observed in 2011 and suggests that companies have put the transition 
from EEV to MCEV on hold, pending any future guidance from the CFO Forum.

We also note that Aviva continues to publish its own measure of embedded value, ‘EEV equivalent embedded 
value’. Aviva deems this to be more comparable to other UK insurers who publish EEV rather than MCEV. Under this 
methodology Aviva’s EV (covered business) is £15.8bn (£16.8bn in 2011), compared to £14.9bn under the MCEV 
approach (£12.3bn in 2011).

The CFO Forum, however, remain committed to the value in providing supplementary information, including 
embedded value. We agree that providing supplementary information should remain a vital part of insurance 
companies’ reporting processes, especially considering current uncertainty around Solvency II and IFRS 
developments.

Assumptions
For year-end 2011 results we noted that there was evidence of assumptions converging towards the expected 
Solvency II specifications with Swiss Life reintroducing* and Zurich introducing illiquidity premium adjustments 
calculated using the CFO/CRO Forum and QIS 5 proposed formula. This year, this trend continued with over one 
third of insurers in our sample updating the reference rate extrapolation assumption approach to that prescribed 
by the then most recent Omnibus II developments. We also note that 2 out of 18 companies in our sample make 
an adjustment to swap rates to account for the credit risk inherent in swaps. This is in line with EIOPA guidance for 
Solvency II, as published by the CFO/CRO Forum in chapter 3 of the QIS 5 Technical Specification risk free interest 
rates.

The tables in the appendix show a summary of the main assumptions used by our sample companies. We comment 
on the main assumptions below.

Reference rate
Two thirds of companies in our sample have used the swap curve as a basis for the reference rate. Other 
methodologies included applying territory specific risk discount rates, derived using a risk-free rate plus a risk 
margin, and calculating the liquid interest rate curve for durations of less than 10 years and a long term assumption 
for the longer durations.

We note that companies generally do not explicitly define their chosen rate curves. For example, the definition of 
the Eurozone curve is unclear, and could be based on a single economy (e.g. Germany) or an average of various 
economies. This would give rise to unexplained variances between different companies’ results.

Illiquidity premium
Since October 2009, when an illiquidity premium was first introduced by the CFO Forum, most companies (twelve 
out of the eighteen companies in our sample) have adopted some form of adjustment to the yield curve they use 
for embedded value reporting. Eight out of the eighteen companies have used the formula used in QIS 5.†

Methodology and assumptions

* Swiss Life applied an 
illiquidity premium 
adjustment once before 
in 2008 year-end results.

† [Max (0, 50% x (Spread – 
40bps))].
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All companies using this approach bucketed their liabilities in line with QIS 5 proposals so that varying levels of 
illiquidity premium (i.e. 100%, 75% and 50%) were applied according to the nature of the liabilities.

Over the year, the allowance for illiquidity premium for business written in Euros has reduced by an average of 
60% in contrast to what we observed last year, when we saw an increase of more than 150%. The table below 
compares the illiquidity premium for those companies in our sample writing business in Euros that were affected 
by this. Note that some companies in our sample apply a Eurozone country-specific adjustment rather than a single 
Euro-specific adjustment. 

Table 8. Illiquidity premium adjustments in 2012 versus 2011 for business written in Euro

Illiquidity premium (bps) 2012 2011

Ageas 29-35 43-53

Allianz 44 118

Aviva 30-44 88-118

Axa 46 108

Baloise 37 108

CNP 37 108

Generali 44 118

Swiss Life 48 107

VIG 34 100

Zurich 48 107

Source: Companies’ disclosure

The change was driven by narrowing spreads over the year.

Cost of Residual Non-Hedgeable Risk (‘CRNHR’)
Most companies in our sample demonstrated consistent approaches in this area, with many insurers adopting 
a market consistent cost of capital to determine CRNHR and considering the CFO Forum recommended range 
of charges of 2.5% to 4.5%, as per the CRO Forum paper ‘Market Value of Liabilities for Insurance Firms’ dated 
28 July 2008.
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Figure 7 below shows the range of cost of capital charges adopted by the companies in our sample.

Figure 7. Cost of capital charges for non-hedgeable risks at year end 2012

Source: Companies’ disclosure

The capital charges vary between 0.5% and 7%, with the majority of companies in our sample applying a charge 
below 4.5%. This is lower than the charge of 6% applied in the calculation of the risk margin under the Solvency II 
framework. This perhaps reflects the general market view that the Solvency II cost of capital is too high.

Volatilities
Volatility assumptions have, historically, been relatively consistent across our sample of insurers. For year-end 2012 
there is further evidence of this, with most insurers using implied volatilities as at 31 December 2012 for interest 
rates and equity (where available) and historic or fixed volatilities for property.

<2.5%

2.5%-4.5%

>4.5%

22



To start a new section, hold down the apple+shift keys and click  

to release this object and type the section title in the box below.

Conclusion

The positive movements in financial markets have made 2012 a year of improvements for life insurance companies’ 
embedded values. Companies have benefited from the narrower sovereign debt spreads, improved equity markets 
and lower volatilities. This was reflected in improved returns on embedded values, lower economic variances and 
better perception of the companies by investors.

Methodological changes have also played a large part in increases in Embedded Value, although it can be hard to 
isolate the impact from that of other factors.

2012 was also a year of significant regulatory change – presenting opportunities for growth for those best able to 
adapt to the new environment, either through new product offerings or operational efficiencies.

As noted above, the ratio of market capitalisation to Embedded Value increased over 2012 to its highest level 
since 2007. There is still more to do to improve the usefulness of Embedded Value as a reporting metric, but let’s 
conclude by celebrating this milestone on that journey.
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Appendix: Embedded value year-end 
2012 assumptions summary

Company Methodology Implied Discount 
Rate (IDR)

Reference Rates Illiquidity 
Premiums 
(Methodology)

Illiquidity 
Premiums (Value)

Volatilities CRNHR

Ageas EEV (Market 
Consistent)

Not disclosed Swap rates less 10bps CFO/CRO Forum 
and QIS 5 illiquidity 
formula*

•  EUR: 29-35bps
•  HKD: 35bps
•  GBP: 43bps
•  USD: 46bps

Implied volatility, 
except for property 
volatilities where 
historic market data 
is used.

0.5% post-tax capital 
charge applied to 
projected total 
required equity

Allianz MCEV Not disclosed Swap rates less 10bps CFO/CRO Forum 
and QIS 5 illiquidity 
formula*

•  EUR: 44bps
•  CHF: 3bps
•  USD: 59bps
•  CZK, HUF, PLN, THB: 

9bps

Implied volatility, 
except for property 
volatilities where best 
estimate levels are 
used.

3.95% capital charge 
applied to risk capital

Aviva MCEV Not disclosed Swap rates CFO/CRO Forum 
and QIS 5 illiquidity 
formula* (for the US 
business x = 60%)

•  GBP: 130bps
•  France: 44bps
•  Spain: 30bps
•  USD – immediate 

annuity: 91bps
•  USD – deferred 

annuities and other 
contracts: 77bps

Implied volatility, 
except for property 
volatilities where best 
estimate levels are 
used.

3.6% capital charge 
applied to group-
diversified capital

Axa EEV (Market 
Consistent)

7.0% Swap rates CFO/CRO Forum 
and QIS 5 illiquidity 
formula*

•  EUR: 46bps
•  GBP: 75bps
•  USD: 64bps
•  JPY: 0bps
•  CHF: 0bp
•  HKD: 64bps

Implied volatility Allowance for 
non-financial risk 
assuming a higher 
locked-in capital base 
(corresponding to a 
solvency coverage 
ratio of 1.5 times the 
minimum solvency 
coverage ratio).

Baloise MCEV Not disclosed Swap rates CFO/CRO Forum 
and QIS 5 illiquidity 
formula*

•  EUR: 37bps
•  CHF: 5bps

Implied volatility, 
except for property 
volatilities where 
historic market data 
is used.

4.0% capital charge 
applied to risk capital

CNP MCEV (except 
Caixa Seguros 
– TEV)

6.3% Swap rates CFO/CRO Forum 
and QIS 5 illiquidity 
formula*

•  EUR: 37bps Implied volatilities, 
except for property 
where it is fixed 15%.

5% capital charge 
applied to risk capital 
(i.e. equivalent to 
2.4% charge on 
capital)

Generali EEV (Market 
Consistent)

7.9% Swap rates CFO/CRO Forum 
and QIS 5 illiquidity 
formula*

•  EUR: 44bps
•  CHF: 6bps
•  GBP: 77bps
•  USD: 59bps

Implied volatility, 
except for property 
volatilities where 
historic market data 
is used.

4% capital charge 
applied to relevant 
risk capital

Legal & General EEV UK RDR = 6.0%
USA RDR = 5.5% 
Europe RDR = 5.4%

N/A N/A N/A Determined using 
market data and 
claimed to be 
comparable to 
implied volatilities.

N/A

Munich Re MCEV Not disclosed Swap rates 
(government bonds 
for countries without 
deep and liquid swap 
markets)

No illiquidity 
premium

N/A Implied volatilities 7% capital charge 
applied to relevant 
risk capital

2012 Embedded Value Results Overview Still adding value     25



To start a new section, hold down the apple+shift keys and click  

to release this object and type the section title in the box below.

Company Methodology Implied Discount 
Rate (IDR)

Reference Rates Illiquidity 
Premiums 
(Methodology)

Illiquidity 
Premiums (Value)

Volatilities CRNHR

Old Mutual MCEV Not disclosed Swap rates •  South African 
Immediate Annuity 
business and Fixed 
Bond business: 
Illiquidity premium 
adjustments reflect 
the illiquidity 
premium component 
in non-government 
bond spreads over 
swap rates.

•  All other business: 
No adjustments 
are made to swap 
yields to allow for 
illiquidity premiums 
or credit risk 
premiums.

50bps of illiquidity 
premium for South 
African Immediate 
Annuity business 
and 45bps for South 
African Fixed Bond 
business

Implied volatility 
for deep and liquid 
markets. Historic data 
and expert judgment 
elsewhere.

2.4% capital charge 
applied to Group 
diversified capital

Phoenix MCEV Not disclosed Gilt yield plus 10bps Reference to the bond 
yield allowing for 
credit risk deductions

60 bps Implied volatility, 
except for property 
volatilities where best 
estimate levels are 
used.

No charge

Prudential EEV N/A Weighted RDR:
•  6.1% (Asia),
•  5.6% (Jackson),
•  7.95% (UK)

Top down UK annuity: 96bps Combination of 
actual market data, 
historic market data 
and an assessment of 
longer-term economic 
conditions.

Allowed as a margin 
in the discount rate. 
Defined as:
•  100 bps for UK 

annuity business
•  50 bps for Group’s 

other business
•  additional 100 to 

250 bps for Group’s 
Asian operation

Resolution MCEV Not disclosed Swap rates Two approaches used:
•  A component of 

the difference 
between the spread 
on corporate bonds 
and a credit default 
swap; and

•  Use of option 
pricing techniques 
to decompose 
the spread into 
its components 
including illiquidity 
premium

UK annuity: 75bps Implied volatility, 
except for property 
volatilities where 
initial volatility of 15% 
and a running yield of 
4.3% is used.

Capital charge of 
1.5% on projected 
Group required capital

Standard Life EEV N/A RDR = risk free 
government bond 
yield + a risk margin:
•  6.24% (UK Heritage 

WPF)
•  4.04% (UK other)
•  6.22% (Canada)
•  3.82% (Europe 

Heritage WPF)
•  2.62% (Europe 

other)
•  3.81% (Hong Kong)
•  4.14% (Standard 

Life International 
Limited

N/A N/A Implied volatility, 
except for property 
volatilities where 
historic market data 
is used.

Allowed as a margin 
in the discount rate. 
Defined as:
•  2.60% (UK Heritage 

WPF)
•  1.00% (UK other)
•  1.50% (Canada)
•  1.80% (Europe 

Heritage WPF)
•  0.60% (Europe 

other)
•  1.50% Hong Kong
•  1.00% Standard 

Life International 
Limited
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Company Methodology Implied Discount 
Rate (IDR)

Reference Rates Illiquidity 
Premiums 
(Methodology)

Illiquidity 
Premiums (Value)

Volatilities CRNHR

Storebrand MCEV 10% •  Market interest rates 
are applied 
to the liquid part 
of the interest 
rate curve up to 
10 years.

•  A long-term 
equilibrium level 
is applied from 
20 years and 
onwards.

•  Linear interpolation 
is used between 
10 years and 20 
years.

No allowance No allowance Implied volatility, 
except for property 
volatilities where 
historic market data 
is used.

2.0% capital charge 
applied to diversified 
risk capital

Swiss Life MCEV Not disclosed Swap rates CFO/CRO Forum 
and QIS 5 illiquidity 
formula *, with 
different bucketing:
•  0% for PPLI, unit-

linked and variable 
annuities business.

•  50% for health 
insurance and 
assumed external 
reinsurance.

•  75% for all 
participating and 
other business, 
including traditional 
annuities.

100% illiquidity 
premium:
•  EUR: 48bps
•  USD: 68bps
•  CHF: 28bps

Implied volatility, 
except for property 
volatilities where 
historic market data 
is used.

4% capital charge 
applied to capital 
at risk

VIG MCEV –  Austria/Germany: 
4.7% (3.2% for NB)

–  CEE: 3.6% (3.4% 
for NB)

Swap rates 75% of the liquilidity 
premium calculated 
based on QIS 5 
formula*

•  EUR: 34bps
•  CZK: 17bps
•  HUF: 16bps
•  PLN: 2bps
•  RON & HRK: 34bps

Implied volatilities 2% net of tax capital 
charge on the 
projected risk capital

Zurich MCEV Not disclosed Swap rates CFO/CRO Forum 
and QIS 5 illiquidity 
formula *

•   EUR: 48bps
•  GBP: 85bps
•  USD: 68bps
•  CHF: 28bps

Implied volatility, 
except for property 
volatilities where 
historic market data 
is used.

4% capital charge 
applied to diversified 
non-hedgeable risk 
based capital

*  CFO/CRO Forum and QIS 5 illiquidity formula:
Illiquidity premium = max (0, X * (spread – Y)), where X=50% and Y=40bps.
Different proportions of the illiquidity premium adjustment (for example, 100%, 75%, 50% and 0%) are applied to different liability buckets, which are defined by 
the nature of liabilities and how liquid these are.
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