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Key objectives of the CFO Forum

What we are seeking in our financial ...and how it will benefit users and
statements... other stakeholders

= Better reflection of insurance
business model

Under- Compara-
standability bility .
= Transparency and comparability
of insurance contract accounting
= Global convergence of
insurance accounting
Relevance Reliability = Level playing field for companies

= Reconcilability with Solvency Il
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We agree:
With the conceptual framework

= Economic approach

Shareholders = Eliminates accounting missmatch
equity

= Covers options and guarantees

Market

value of = There are still conceptual flaws

assets VETCG o
value of = Some objectives not yet adequately

liabilities addressed (i.e. presentation issues,
revenue recognition)
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We agree:
With the three building blocks of liabilities valuation

Exit value

" Discount with market Margin
consistent rate
"

Best
estimate

liabilities
(BEL)

BEL BEL

(discounted) (discounted)

} But there are major issues
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Issue 1: No economic view on cash flows

= We agree with the basic idea of an unbiased probability weighted
best estimate of cash flows as the basis

= We agree with a single model for Life and General insurance

= Values options and guarantees are fully reflected

Unbiased
best However, we disagree with:

estimate
liabilities = Recognition of only contractual and enforceable cash flows unless

(undiscounted) the insurance contract is so beneficial that a policyholder would
have no desire to terminate the policy (Quaranteed insurability)

= Major impacts on large portfolios:
- Participating contracts
- Annuities

} Policyholder behavior not adequately reflected
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Issue 2: Margin split

“Day 1" profit =
Service margin

Risk margin

The IASB view

Best
estimate
liabilities

|<— Present value of premiums —>|

The “conventional” view

p - Highly arbitrary
= Using market averages in absence of a
“market price” cannot be sufficient
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Concept not well defined

Split based on “market
average” assumptions

“Day 1" profits according to
IASB are rare exceptions
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Issue 3: Upfront gain recognition caused by
market average exit value

Scenario 2 IASB view “base case” Scenario 1

A

“Day 1" profit

“Day 1” loss Service margin

—a (%))
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) 2
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3 E Present s 2
5 2 value of S
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n O estimate AT s
o = iabilities = 0
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Actual premiums Market value Market average Actual premiums
charged liabilities exit value charged

Significant upfront profit recognition to be expected because the exit value is
market average which leads to ...
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Issue 4: Artificial volatility

- Example 1: Expenses

Current bases

- <«— Under current bases actual entity
expense bases are considered in

the liabilities valuation so profit at

inception would be reduced

<+— Profit at inception

Year Year Year
1 2 3

Allianz ()

Discussion paper (DP) proposals

The DP will boost profits recognized
at inception for entities less efficient

<= than the market and recognize that
inefficiency as losses over the
lifetime of the contract

oo

Year Year Year Year
1 2 3 4

} Entity specific valuation of certain cash flows is a must
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Issue 4: Artificial volatility
- Example 2: Change in assumptions

22

20 :: Service margin
20 4
A

Change in
253 assumptions
160 estimate
liabilities +16
“‘Day 1" “‘Day X”
valuation valuation
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P&L impact:
Loss of 20

} Recognition of losses even if the contract still carries a service/profit margin
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Our preliminary assessments

1

Level playing field
- improve transparency
- allow cross sector comparability

Reflect business model of insurance
- the way we manage risk

- eliminate accounting missmatch

- no upfront gain recognition

Allow for convergence

Coherent framework with Solvency Il and
market consistent embedded value (MCEV)
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Status

..

..
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The way forward

|<— Accounting liabilities —>|

Option 1

Profit margin

Best
estimate

liabilities

Entry value
concept

Present value

of premiums

Option 2

Equity (OCI)

Best
estimate
liabilities

OCI approach
with recycling
through P&L

|<— Accounting liabilities —>|
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Difference between
option 1 and 2 rather
philosophical

No upfront gain recognition

Profit recognition in line
with release from risk

Margin/equity works as
“shock absorber”

Non financial risks based
on entity specifics
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Does the IASB discussion paper meet your
expectations and needs as one of the most

Important addressee of financial statements

= \We want you to become an
active part of the discussion
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Disclaimer

No offer
These materials do not constitute an offer to sell, or the solicitation of an offer to buy, any securities in any jurisdiction, including
the United States.

Cautionary Note Regarding Forward-Looking Statements

The statements contained herein may include statements of future expectations and other forward-looking statements that are
based on management's current views and assumptions and involve known and unknown risks and uncertainties that could
cause actual results, performance or events to differ materially from those expressed or implied in such statements. In addition
to statements which are forward-looking by reason of context, the words "may", "will", "should", "expects"”, "plans”, "intends",
"anticipates", "believes", "estimates", "predicts”, "potential”, or "continue" and similar expressions identify forward-looking
statements. Actual results, performance or events may differ materially from those in such statements due to, without limitation,
(i) general economic conditions, including in particular economic conditions in the Allianz Group's core business and core
markets, (ii) performance of financial markets, including emerging markets, (iii) the frequency and severity of insured loss
events, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi) the extent of credit defaults, (vii) interest rate
levels, (viii) currency exchange rates including the euro / US dollar exchange rate, (ix) changing levels of competition, (x)
changes in laws and regulations, including monetary convergence and the European Monetary Union, (xi) changes in the
policies of central banks and/or foreign governments, (xii) the impact of acquisitions, including related integration issues, (xiii)
reorganization measures, and (xiv) general competitive factors, in each case on a local, regional, national and/or global basis.
Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their
consequences. The matters discussed herein may also be affected by risks and uncertainties described from time to time in
Allianz SE'’s filings with the US Securities and Exchange Commission.

No duty to update
The company assumes no obligation to update any information contained herein.
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