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• Maximizing an insurance company’s shareholder value is highly reliant on 
maximizing return on equity (or risk-adjusted return on capital prospectively).

• Having sophisticated analytical capabilities to optimize the financial impacts of 
different strategies (e.g. asset allocation, reinvestment strategy, hedging strategy, 
M&A strategy) allows an insurance company to optimize return on capital.

• An insurer must first articulate and prioritize the company’s strategic 
objectives (e.g. risk-adjusted return on capital, the net present value of 
statutory dividends, etc.) and constraints (e.g. required collateral, required 
liquidity, available capital, etc.).

• Cutting edge modeling capabilities can then be applied to build the analytical 
platform to optimize decision making and thus financial value across the 
prioritized strategic objectives reflecting the constraints.

• Companies that have implemented this approach have a tremendous strategic 
advantage over their competitors, and have a substantial opportunity to 
outperform (e.g., Rothesay Life).

http://ppt/slides/slide43.xml
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Source: Bloomberg; information as of June 2018; estimated RoE is the mean of sell-side analyst estimates.
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Market Valuations driven by Return on Equity – P&C
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Source: Bloomberg; information as of June 2018; estimated RoE is the mean of sell-side analyst estimates.
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This optimization approach entails:
• Articulating and prioritizing the company’s strategic objectives to help define the 

prioritized objective functions for the optimization.
o As an example, one could seek to optimize in order of priority:

 Risk adjusted return on capital over time; and
 The distribution of excess capital over time.

• Constraints must also be identified as well, including:
o The amount of required capital (i.e., with respect to economic capital, rating agency 

capital and/or regulatory capital);
o The amount of required liquidity over time;
o The amount of collateral available;
o Financial and operating leverage ratio limits;
o Probability of ruin limits; and 
o Counterparty credit risk limits.
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• To facilitate the optimization, each individual business needs to be modeled 
in a consistent manner with respect to methodology and shared 
assumptions (e.g., interest rate and equity scenarios, credit market performance, 
mortality experience, lapse experience, etc.), and combined using certain correlation 
assumptions.

o Assumptions based on best-estimate internal experience and credibility 
weighted with industry or general population experience where necessary;

o Appropriately parameterized stochastic assumptions for the relevant 
variables (e.g. interest rates, equity returns, credit spreads, mortality, lapses, etc.);

o Consistent underlying mortality scenarios for all business lines, with 
specific distributions of the indemnity risk by business line to understand 
the mortality and longevity exposures and their interactions; and

o Correlation assumptions for simulating the interest rate, equity, credit, 
mortality and lapse outcomes for each time period for each scenario.

• The approach must utilize state of the art modeling of both sides of the balance sheet 
using efficient coding, the cloud, and an appropriate approach to distributed 
computing to reach the desired real-time analysis.
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This information and PricewaterhouseCoopers LLP’s (“PwC”) services (collectively, “Information”) are 
confidential and access, use and distribution are restricted.  If you are not PwC’s client or otherwise authorized by 
PwC and its client, you may not access or use the Information.

PwC performed and prepared the Information at client’s direction and exclusively for client’s sole benefit and use 
pursuant to its client agreement.  THE INFORMATION MAY NOT BE RELIED UPON BY ANY PERSON OR 
ENTITY OTHER THAN PwC’S CLIENT.  PwC MAKES NO REPRESENTATIONS OR WARRANTIES 
REGARDING THE INFORMATION AND EXPRESSLY DISCLAIMS ANY CONTRACTUAL OR OTHER DUTY, 
RESPONSIBILITY OR LIABILITY TO ANY PERSON OR ENTITY OTHER THAN ITS CLIENT.

The Information was performed or prepared in accordance with the Standards for Consulting Services of the 
American Institute of Certified Public Accountants (“AICPA”) and, where applicable, the AICPA Standards for 
Reports on the Application of Accounting Principles or the AICPA Statements on Standards for Tax Services.  The 
Information does not constitute legal or investment advice, broker dealer services, a fairness or solvency opinion, 
an estimate of value, an audit, an examination of any type, an accounting or tax opinion, or other attestation or 
review services in accordance with standards of the AICPA, the Public Company Accounting Oversight Board or 
any other professional or regulatory body.  PwC provides no opinion or other form of assurance with respect to the 
Information.  Client, in consultation with its independent accountants, is responsible for the presentation and 
preparation of its financial statements and related disclosures.

The Information shall be maintained in strict confidence and may not be discussed with, distributed or otherwise 
disclosed to any third party, in whole or in part, without PwC’s prior written consent, nor may the Information be 
associated with, referred to or quoted in any way in any offering memorandum, prospectus, registration 
statement, public filing, loan or other agreement. 
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