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Working in the insurance industry since the 1980s and in Asia since 1989, joining Towers Watson (then 
Tillinghast) in 1997Tillinghast) in 1997

Before Towers Watson he was Asian Regional CEO and Executive Director Board Member of international 
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Agenda Some Food for ThoughtAgenda … Some Food for Thought

1. Impacts of recent events and demonstrating that M&A is hot in Asia…p g

2. Challenges in M&A. Bigger picture.

3. Actuaries, financials and price…, p

4. Some insights into top-down pricing considerations and metrics…

5. Useful metrics and benchmarks?5. Useful metrics and benchmarks?

6. Final food for thought…

Risk and Opportunity in action…
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Impacts: M&A
Some media headlines …
So not exhaustive nor all correct

1. “Three European insurers exit Taiwan”
2. “Prudential pays S$428 million for UOB Life”
3. “AXA to double the size of it’s Asian business”
4. “ING to dispose of its insurance unit and Korea is the jewel in the Asian crown”
5. “MaxNYL sheds 4% pie to Axis Bank”
6. “AIA to IPO in Hong Kong” Chronological order through 2010. 
7. “Met to acquire ALICo for US$15.5 billion”
8. “AIG to sell Taiwanese operation Nanshan for US$2.15billion”
9. “Prudential to pay US$35.5 billion for AIA”

“P d ti l t US$1 billi i d i ’ f ”

g g

10. “Prudential to pay US$1 billion in advisor’s fees”
11. “New York Life to exit China”
12. “Prudential offer reduced bid of US$30.4billion for AIA but AIG reject it”

“W t l d t i M tLif ’ T i it f NT$3 5billi ”13. “Waterland agree to acquire MetLife’s Taiwan unit for NT$3.5billion”
14. “AIA IPO back on”
15. “Chinese consortium to buy AIA”
16. “Taiwanese regulators prohibit Nanshan US$2.15billion sale”16. Taiwanese regulators prohibit Nanshan US$2.15billion sale
17. “AIA to raise US$20billion in first IPO tranche”
18. “Prudential Financial to pay US$4.8billion for AIG’s Japanese units”
19. “ACE said to be in talks for New York Life’s Asian units”
20. “ACE buy NYL’s HK and Korean businesses for around US$425 million”
21. “AIA up 17% on first day of trading”
22. “Mass Mutual to sell stake in Taiwan JV with Mercuries for T$3billion”

“Aviva to exit Taiwan”
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23. “Aviva to exit Taiwan”
24. “Tower to agree to a A$1.2billion takeover from Dai-ichi”

Also IPOs in Japan and Korea



Impacts: M&A -- Key landscape changes:Impacts: M&A Key landscape changes:

The relatively high number of recently completed deals and listings provides 
more transaction and valuation data points for Asian insurancemore transaction and valuation data points for Asian insurance 
businesses than ever before

The AIA listing provides more comprehensive disclosure and detailse st g p o des o e co p e e s e d sc osu e a d deta s
relevant for Asian businesses than have been available in the public domain 
ever before and will likely continue to do so going forward

All future transactions and assessments of economic value in Asia will be 
compared against these to some degree or another

As an insurance business influencer you must gain as much intimateAs an insurance business influencer you must gain as much intimate 
knowledge of the assessments of value as possible

Must do: Study the AIA Prospectus
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Agenda Some Food for ThoughtAgenda … Some Food for Thought

1. Impacts of recent events and demonstrating that M&A is hot in Asia…p g

2. Challenges in M&A. Bigger Picture.

3. Actuaries, financials and price…, p

4. Some insights into top-down pricing considerations and metrics…

5. Useful metrics and benchmarks?5. Useful metrics and benchmarks?

6. Final food for thought…

Risk and Opportunity in action…
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Key challenges for M&A deals in achieving successKey challenges for M&A deals in achieving success 

Global Deals
Rank Top 10 challenges in achieving synergies

Negative
Impact

1 Incompatible cultures 5.60
5 39

Global Deals

3 Unable to implement change 5.34

5 Did not anticipate foreseeable events 5 14

2 Inability to manage target 5.39

4 Synergy non-existent or overestimated 5.22

5 Did not anticipate foreseeable events 5.14

7 Acquirer paid too much 5.00
6 Clash of management styles/egos 5.11

8 Acquired firm too unhealthy 4.58

9 Need to spin off or liquidate too much 4.05
8 Acquired firm too unhealthy 4.58

10 Incompatible marketing systems 4.01

So execution risk is high. Note the issue about price is in 7th position. And poor 
financial state is in 8th. These are often the areas focused on in due diligence but 
clearly there are even more pertinent factors to consider than financials of the deal

So execution risk is high. Note the issue about price is in 7th position. And poor 
financial state is in 8th. These are often the areas focused on in due diligence but 
clearly there are even more pertinent factors to consider than financials of the deal
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Actuarial & financial analysis for M&A

OK so execution and people issues are massive but, for now, let’s get back to the financials…

Actuarial & financial analysis for M&A

Financial valuation Strategic FitGeneral
Reserve adequacy
Projected earnings
Product profitability analysis
Reinsurance evaluation and

Strategic Fit

Marketing

General 
Management

Reinsurance
Reinsurance evaluation and 
optimisation
Capital management
Asset-liability analysis and options

Valuation

Supporting synergy analysis
Regulatory analysis and approval
Representations and warranties
Risk mitigation strategiesRisk mitigation strategies
Distribution capabilities
Market analysis
Underwriting & claims handling reviews 

Capital Risk
management

g g
Management meetings
Deal structuring

towerswatson.com
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Much more than just number crunching!!



So achieving a successful M&A is easier to get wrong than get 
i ht Th i l l t t i d ti i kright… There is clearly strategic and execution risk …

… and all can be exacerbated by not getting the price of the deal 
i ht l ’ f k f M&A i hi iright… so let’s focus on a key component of M&A in this presentation;

The PRICE… and so the deal pricing risk…

What is the right price?...
Assess the risk/opportunity and the earnings stream to be realised
Determine the commensurate right price

Actuaries play a critical and vital role in helping inform parties in pricing of the deal
Present different perspectives/scenarios/sensitivity tests/”what ifs” supported by extensive experience …
Help understanding of the drivers of value

But please don’t bring credibility into question by just producing numbers based on 
ti h th d l th t (i l di !) b li iassumptions, approach or methodology that no-one (including you!) believes in…

“Here are the results of some calculations based on a methodology and set of assumptions that may or 
may not be correct but that’s all we’re doing for you…good luck!?!”
This is a disappointing practice and reflects badly on the actuaries involved and our profession

towerswatson.com
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— It reduces the importance of actuaries and exacerbates the negative perception of just being 

technical calculation machines who don’t really understand the business …



Complex and extensive analysis and calculations but essentially the 
basis of value being determined is: “Present Value of Future Profits”g
1. Best estimates of projected future cashflows
2. Determination of earnings distributable to shareholders

Valuation
3. Discounted at an appropriate risk discount rate Valuation

Date

An issue in India ??? … should one use MCEV or TEV or ???
To successfully assess the economic value of a life insurance business one 
needs to consider an array of metrics and KPIs which include short term andneeds to consider an array of metrics and KPIs which include short term and 
long term metrics
— Which is your headline basis depends on the way your company runs it’s 

business and the market level of acceptance, practice and understanding

towerswatson.com
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— Fact is that leading companies who might only show TEV gain comfort from 
MCEV techniques especially as that’s what international investors expect



Components of a traditional assessment
f E i V lof Economic Value

A traditional actuarial appraisal approach valuation typically develops the 
economic value of an insurance company in the following components:

Other 
Profitability Analysis
•Value of One Year’s Sales

Discounted Cash Flows of Earnings

Value of

Sources of 
Value

•Value of In Force Business
•Embedded Value

In particular the CHANGE and 
MOVEMENT of these 
values give great Value of 

Existing 
Structure

Economi
c Value

g g
insights

Value of In 
Force 

Business Embedded
Value

Appraisal 
Value 
(AV)

c Value

Adjusted 
Net Worth

(EV)

towerswatson.com
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Market value versus appraisal valueMarket value versus appraisal value

External 
Market View

Internal Economic View
(Appraisal Value)

Value of
Franchise Value

Value of 
New 

Business

Market Value
Value of in-

force 
b i

Embedded Value
business

Net Worth
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Movement in EVMovement in EV

t = 1t 0

VNB

t = 1t = 0

Value of
in force

(I+r) x VIF
+ variances

Net Worth (l+i) x NW

in-force

Net Worth (l+i) x NW

Si li ti t ti f AV EV NB lti l VNBSimplistic representation of AV = EV + NB multiple x VNB

But most insights can be gained by detailed analysis of movement of EV

© 2011 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.towerswatson.com D:\Mark Saunders M&A GCA.ppt
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The Control CycleThe Control Cycle

INITIAL 
ASSUMPTIONS

The Actuarial
C t l C l

PROFIT TEST

ASSUMPTIONS Control Cycle

UPDATING OF 
ASSUMPTIONS

MODEL

ASSUMPTIONS

MONITORING

VALUE OF 
BUSINESSANALYSIS OF VARIANCE
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EV analysis of movement is the key 
ff i f i ito effective performance monitoring

Analysis of Movement in MCEV

MCEV
BoY

Expected
investment

profit

Unexplained

MCEV
EoY

Experience
variances

BoY

Opening 
adjustments

Assumption

profit

Unexpected
investment profit

EoY

Assumption 
changes

NNew
Business

Dividends to
shareholders

Investment results

Insurance results

© 2011 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.towerswatson.com D:\Mark Saunders M&A GCA.ppt
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Presentation of MCEV analysis of earningsy g
Earnings on MCEV analysis

Free 
Surplus

Required 
Capital VIF MCEV

Opening MCEV

Opening adjustments

Adjusted opening MCEV

New business contribution

Existing business contribution (reference rate)

Existing business contribution (in excess of reference 
rate))

Transfers from VIF and required capital to free 
surplus

Experience variances

A ti hAssumptions changes

Other operating variance

Operating MCEV earnings

Economic ariancesEconomic variances

Other non operating variance

Total MCEV earnings

Closing Adjustments

© 2011 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.towerswatson.com D:\Mark Saunders M&A GCA.ppt
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Closing Adjustments

Closing MCEV
Source: Appendix A, CFO Forum MCEV Principles



MCEV framework for understanding and managing risk

Economic balance sheet

MCEV framework for understanding and managing risk

Market value of 
assets

Market value 
of liabilities

Insurance balance sheetInvestment balance sheet

Replicating 
portfolio

Market value 
of liabilities

Insurance balance sheet

Market value of 
assets

Replicating 
portfolio

Investment balance sheet

Insurance resultsInvestment results

Tactical asset 
allocation

Strategic asset 
allocation

Technical resultExpense result
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Equivalently but splitting out more explicitly strategic and tactical 
investment results…To measure performance, insurers need to
understand insurance and investment resultsunderstand insurance and investment results

Economic balance sheet

Market 
value of 
assets

Market value 
of liabilities

R li ti M k t l

Insurance balance sheet

M k t l St t i t

Investment balance sheet

St t i t R li ti

Strategic Asset Allocation

Insurance results

Replicating 
portfolio

Market value 
of liabilities

Investment results

Market value 
of assets

Strategic asset 
allocation

Strategic asset results

Strategic asset 
allocation

Replicating 
portfolio

Stock picking 
variances

Actual mis-match 
variances relative 
to expectations

Experience 
variances

Cost savings

Identification of 
niche opportunities

to expectations
Changes in 
assumptions
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Agenda Some Food for ThoughtAgenda … Some Food for Thought
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Common valuation metrics for life insurers
h h f h i l “ il b ll ” ?-- the search for the simple “silver bullet”… ?

P/EV earningsPrice/earnings ratioIFRS P/E
SupplementaryPrimary Valuation metric

P/EV earningsPrice/earnings ratioIFRS P/E

P/EVPrice/bookP/ IFRS NAV P/EVP/EVPrice/bookP/ IFRS NAV

-YieldsDividend yield

P/EV

YieldsDividend yield
Earnings yield

RoEVReturn on equityRoE q y
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Price/EV – European Life Companies

2.5

Price/EV European Life Companies

2.0

1.5 June 01–June 07 Av P/EV = 1.4

1.0

0.5

0.0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
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T&D Holdings Share Price since April 1 2004T&D Holdings Share Price since April 1, 2004
T&D Holdings Share Price vs EV per Share
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Price/EV for major Chinese Life CompaniesPrice/EV for major Chinese Life Companies
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Implied NB multiples for major Chinese Life CompaniesImplied NB multiples for major Chinese Life Companies
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Price/EV – Europe and Asia – mid 2010Price/EV Europe and Asia mid 2010
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Current ranking … 
hi h i i h b i i h k i ?which metric gives you the best insight to market price?

Assets Premiums EV VOYS Mkt Cap

China Life 2 1 1 1 ?

Dai-ichi Life 1 2 2 2 ?

Samsung Life 3 3 4 3 ?

AIA 4 4 3 4 ?AIA 4 4 3 4 ?

© 2011 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.towerswatson.com D:\Mark Saunders M&A GCA.ppt
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Current ranking…
HHmmm…

Assets Premiums EV VOYS Mkt Cap

China Life 2 1 1 1 1

Dai-ichi Life 1 2 2 2 4

Samsung Life 3 3 4 3 3

AIA 4 4 3 4 2AIA 4 4 3 4 2
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Life Sector Regression: P/EV vs RoEVLife Sector Regression: P/EV vs RoEV
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But this is not as straightforward as it might appear. Polishing for consistency is no mean task!



Turning financial results into share price:
E l f i l ti l iExample of insurance company valuation analysis

© 2011 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.towerswatson.com D:\Mark Saunders M&A GCA.ppt
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M&A -- Benchmarks? Help or hinder?  
AIA AIA AIA HK AIA AIA AIA AIAAIA 
Australia

AIA 
China

AIA HK AIA 
Indonesia 
(US$ 
denominated)

AIA 
Indonesia 
(Rupiahs 
denominated)

AIA 
Korea

AIA 
Malaysia

Risk discount rate 9.00% 10.00% 8.00% 12.50% 17.00% 10.00% 9.00%Risk discount rate 9.00% 10.00% 8.00% 12.50% 17.00% 10.00% 9.00%

Expected long term 
rate of inflation

2.50% 2.00% 2.00% 6.00% 6.00% 3.50% 3.00%

10 year Government 5.75% 3.74% 3.83% 6.92% 11.00% 5.16% 4.46%y
bond yield

AIA New 
Zealand

Philam 
Life

AIA 
Singapore 
& Brunei

AIA Taiwan AIA 
Thailand

AIA 
Vietnam

Risk discount rate 9.00% 14.00% 7.50% 8.00% 10.00% 16.00%

Expected long term 
rate of inflation

2.00% 4.50% 2.00% 1.00% 2.00% 5.0%

10 year Government 
bond yield

6.30% 7.47% 2.93% 1.73% 4.16% 9.25%

Useful … but beware … Many moving parts, components, and considerations
Any measure in isolation is dangerous…

In addition to what is here what is not here?!?
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In addition to what is here, what is not here?!?
Source: Prudential Prospectus May 2010



M&A -- Benchmarks? Help or hinder? 
AIA AIA AIA HK AIA AIA AIA AIAAIA 
Australia

AIA 
China

AIA HK AIA 
Indonesia 
(US$ 
denominated)

AIA 
Indonesia 
(Rupiah 
denominated)

AIA 
Korea

AIA 
Malaysia

Risk discount rate 8.75% 10.00% 8.00% 12.50% 17.00% 11.00% 9.00%Risk discount rate 8.75% 10.00% 8.00% 12.50% 17.00% 11.00% 9.00%

Expected long term 
rate of inflation

3.25% 2.00% 2.00% 6.00% 6.00% 3.50% 3.00%

10 year Government 5.75% 3.74% 3.83% -- 8.94% 5.16% 4.46%y
bond yield

AIA New 
Zealand

Philam 
Life

AIA 
Singapore 
& Brunei

AIA Taiwan AIA 
Thailand

AIA 
Vietnam

Risk discount rate 9.00% 14.00% 7.75% 8.00% 10.00% 16.00%

Expected long term 
rate of inflation

2.00% 4.50% 2.00% 1.00% 2.00% 5.0%

10 year Government 
bond yield

6.30% 7.47% 2.93% 1.73% 4.16% 9.25%

Useful … but beware … Many moving parts, components, and considerations
Any measure in isolation is dangerous…

In addition to what is here what is not here?!?

© 2011 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.towerswatson.com D:\Mark Saunders M&A GCA.ppt
36

In addition to what is here, what is not here?!?
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So need Top Down as well as Bottom Up assessments…
1. Do the bottom up determination

Together with range of perspectives/scenarios/sensitivities/’what ifs”…
And detailed analysis of movement in values and sources of earnings

2. Apply deep knowledge and expertise from all available benchmarks and 
comparativescomparatives

Certainly don’t use one measure or one aspect in isolation
Use an array and matrix of metrics in your assessment … and support views

3. Don’t lose sight of common sense and be aware of alternative perspectives
Eg. How much additional value needs to be created in order to justify the price? 

— Profits/synergies/expenses/improvements/effectiveness/distribution/products(mix)/ 
…”we’ll do things better….” …but don’t forget the execution risk post acquisition…

— “What growth in VOYS is required per annum compound over the next ten years to 
realise an IRR of x% in our investment in the franchise value?”realise an IRR of x% in our investment in the franchise value?

Seasoned actuaries and practitioners are THE professionals best 
placed to determine and inform other parties about economic values 

f i
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And finally… We live in interesting and exciting times …
Take a fresh look … Have an insatiable hunger for knowledge…
Be better informed… 

…GRASP THE OPPORTUNITY…

Mark Saunders, FIA, FIAI, FSA, FSAS, FSAT

Managing Director Insurance Sector Asia Pacific andManaging Director, Insurance Sector, Asia Pacific and 
Asia Pacific Risk Consulting Practice Leader & 
Managing Director, Hong Kong
Towers Watson

Telephone: +852 2593 4535
Fax: +852 2525 9706
E-mail:
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DisclaimerDisclaimer

This presentation has been prepared by Towers Watson for general information 
purposes only and does not constitute professional advice It is incomplete withoutpurposes only and does not constitute professional advice. It is incomplete without 
the accompanying oral explanations. The information, opinions and illustrations 
contained are derived from various sources and have not all necessarily been 
independently verified by Towers Watson. The presentation is not intended to 
guide or determine any specific individual situation and persons should consult 
qualified professionals for appropriate professional advice before taking any 
specific actions. Neither the presenter, nor the presenter’s employer, shall have 
any responsibility or liability to any person or entity with respect to damagesany responsibility or liability to any person or entity with respect to damages 
alleged to have been caused directly or indirectly by the content of this 
presentation. If you require professional advice or require any further information, 
please contact Mark Saunders or your usual Towers Watson representative.
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