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MCEV analysis

Development of the MCEV in 2019

Million Euros

Key highlights
 Changes in the model in Brazil. The duration of projections has been increased from 2030 to natural life in




Banco do Brazil's annual renewable business.
Fall in discount rates in major currencies. This causes an increase in VIF by 385 million euros (8.7% more
than in 2018) and a reduction in expected financial income.
Favourable variation in the experience as the actual profit generated in 2019 was higher than that
estimated the previous year under MCEV with risk-free returns (+232 million).
Good performance of the value added by the new business due to an increase in the volume of premiums.
3

(1) No adjustments made for the share of Non Controlling interests.
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MCEV analysis

MCEV components and their variation in 2019
MCEV 2018

Million Euros

MCEV 2019
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MCEV analysis

Breakdown of the 2019 MCEV
By business line

By distribution channel

By undertaking

Million Euros
(1) Net PVFP = PVFP - CoC
(2) Includes the in-force values of the Life assurance and Accidental Death insurance businesses.
(3) CoC calculations based on an amount of capital equal to 100% of the solvency capital requirement, applying the new rules of Solvency II. Brazil's business is considered by third country equivalence.
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MCEV analysis

Share of the parent company in the 2019 VIF

Million Euros
Net PVFP = PVFP - CoC
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MCEV analysis

Value added in 2019
Change in Embedded Value

Million Euros
(1) Return on Embedded Value = value added in the year / Embedded Value 2018, adjusted for changes in model and current exchange rate
(2) There is no additions in 2019 calculus.
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MCEV analysis

Analysis of the main variations in MCEV
Change

Description

Changes in
model

 There has been an increase in value due to the increase in the scope of the
business projection under the agreement of Banco do Brasil and MAPFRE. The
duration of projections has been increased from 2,030 to the natural life of the
business (+ 1,308.7 million euros).

Changes in
assumptions

 In non-economic assumptions, unfavorable behavior in claims (-100 million euros),
lapse rate (-77 million euros) and increase in management expenses (-24 million
euros).
 In economic assumptions, the joint effect due to variations in financial returns
and the discount rates is +178.8 million euros. The changes in the TVFOG have an
impact of +20 million euros.

Dividends and
other items

 Payment of dividends in the 2019 financial year from the Life businesses included
in the Embedded Value (-460.1 million euros).
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MCEV analysis

Analysis of the main variations in MCEV (contd.)
Change

Description

Value of New
Business

 Reflects the impact on the MCEV of the value of the new business issued in 2019
(+424.5 million euros).

Operating
variances

 It reflects the differences between the expected and actual value (+129.8 million
euros). Mainly due to a better result of Spain Life and Brazil Life in 2019
compared to what was expected based on the 2018 VIF.

Inclusions and
exclusions

 There have been no inclusions or exclusions from the covered business in the 2019
calculation.
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MCEV analysis

Value added by new business (VNB)
Key highlights

1

Increase in the value of the new
business in Brazil Life compared to
2018 (+59.7 million euros), with an
increase in the volume of premiums
and a decrease in margins.

2

Increase in the value of new business
in Spain Life compared to 2018 (+43.3
million euros), with an increase in the
volume of premiums and margins.



3

Increase in the value of new business
in Perú Life compared to 2018 (+ 8.2
million euros).



Development of the value added



1

4

Decrease in the value of the new
business of Mexico Life and Spain
Burial(-3.4 million euros).
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PVNBI = Present Value of New Business Incomes
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MCEV analysis

Sensitivity analysis of the Market Consistent Embedded Value (MCEV)(1)
Sensitivity

Million Euros
(1) MCEV = ANAV + VIF

Variation in MCEV

Resulting value
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MCEV analysis

Sensitivity analysis of the value added by new business (VNB)
Sensitivity

Million Euros

Variation in VNB

Resulting value
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Methodological appendix

Covered business


The 2019 Embedded Value of the Life and Burial business generated by the companies with
the highest business volume (measured in provisions) of the MAPFRE Group has been
determined, consisting of the following business blocks:
–

–
–

–

–
–
–
–
–

Life assurance (including complementary) and Accidental Death insurance businesses sold through the
agent channel in the IBERIA(1) region (MAPFRE VIDA in Spain and MAPFRE SEGUROS DE VIDA in
Portugal).
Life assurance business (including complementary) and Accidental Death insurance businesses in
BANKIA MAPFRE VIDA.
Life assurance (including complementary), Accidental Death insurance businesses and Pension Funds
businesses of CCM VIDA Y PENSIONES and BANKINTER SEGUROS DE VIDA (including business in Spain
and Portugal).
Mutual fund and pension fund businesses of MAPFRE INVERSIÓN S.V., S.A., MAPFRE INVERSIÓN DOS,
S.G.I.I.C., S.A. and MAPFRE VIDA PENSIONES, E.G.F.P., S.A. de Seguros, S.A. ("MAPFRE INVERSIÓN Y
PENSIONES").
Burial business of MAPFRE ESPAÑA.
Life business of MIDDLESEA VALLETA in Malta.
Life and Burial business of MAPFRE PERU Vida.
Life business in Brazil of Brasilseg Companhia de Seguros, MAPFRE Previdencia S.A., MAPFRE Vida
S.A., MAPFRE Seguros Gerais S.A. .
Life business in Mexico of MAPFRE Tepeyac.

Non-covered business


(1)

The MAPFRE Group operates in the Life insurance business in other countries that have not been included in the
calculation scope of the MCEV 2019. These entities, out of reach in this information, represent around 5% of the total
technical provisions of the life insurance of the MAPFRE Group as of 12/31/2019.
18

The recent acquisition of life businesses from Caja Granada and Caja Murcia by Spain Life will be added to the MCEV calculation once systems integration between both entities is carried out.
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Methodological appendix

Methodology


The embedded value of the Life assurance, Accidental Death insurance, Mutual funds and Pension
funds businesses includes the adjusted net asset value and the value of in-force business, defined as
follows:
–

Embedded value = Adjusted Net Asset Value + Value of In-Force Business

–

Adjusted Net Asset Value (ANAV) = Shareholders’ equity at market value, adjusted to obtain the economic value of capital

–

Value of the In-Force Business (VIF) = PVFP – TVFOG – CoC



The calculation methodology for 2019 follows the Market Consistent Embedded Value (MCEV) criteria
and principles.



According to the latest version of the MCEV principles, a methodology aligned with Solvency II criteria
has been chosen, except for:
–

–

Contract limits: in annual renewable products in which solvency II criterion establishes that the contract limit for
valuation purposes is at the end of the current annuity, the criterion applied in the MCEV has been to project the
successive renewals, considering the probability of cancellation, until the expiration of the contracts.
Consistent with the above, the cost of capital has been calculated on a theoretical required capital, which would
correspond to applying that same limit of contract to the calculation of the risks.

In particular, Solvency II criteria have been followed in:
–
–

Discount Curves: Risk-free reference rates published by EIOPA at the valuation date have been used, including volatility
adjustments or matching adjustments (by product).
Risk Margin methodology has been followed for the cost of capital, including the factor of 6% per annum (before taxes).
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Apéndice metodológico

Methodology (contd.)


Adjusted Net Asset Value (ANAV):
–



Adjusted Net Asset Value or "ANAV" is equal to equity in accordance with IFRS adjusted by: committed
donations and dividends; goodwill; deferred expenses; and any other element necessary to obtain the
economic value of capital.

Present Value of Future Profits (PVFP):
–

–

The Present Value of Future Profits or "PVFP" is equal to the present value of expected future accounting
profits of the portfolio in force at the valuation date, after tax and discounted to the reference curve.
The financial performance of the business in force has been calculated on the basis of interest rates on
the reference curve, except for fixed interest rate assets related to Life-Savings insurance, where book
yields have been used with an adjustment for credit risk based on the market value of the assets. The
PVFP includes the "intrinsic value" of the FOG granted to the insured.
The financial performance of future investments has been calculated based on interest rates of the
reference curve.
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Methodological appendix

Methodology (contd.)


Time Value of Financial Options and Guarantees (TVFOG):
–

–

Under MCEVP, FOG (Financial Options and Guarantees) are defined as those features of the covered
business conferring potentially valuable underlying guarantees, or options to change, the level or
nature of policyholders’ benefits and exercisable at the discretion of policyholders, whose potential
value is impacted by the performance of financial variables.
The cost of FOG is valued through the measurement of two different elements:
•
•

–
–

–

The intrinsic value of FOG is already recognised implicitly in the calculation of the PVFP. It is therefore
necessary to include the additional cost arising from the time value of FOG (TVFOG).
TVFOG was calculated for the main FOG in the covered Life business. Specifically, the calculation
focused on the TVFOG corresponding to the guaranteed interest rate in with-profits products, as well as
in other products with variable interest rates and minimum guaranteed returns.
The calculation of TVFOG assumed the realisation of gains/losses on equity and property investments
to:
•
•

–

intrinsic value: the cost of FOG under existing conditions at the valuation date
time value: the change in the cost of FOG resulting from potential changes in policyholders’ benefits
that may occur throughout the life of the policy

minimise the impact of profit sharing on the Company’s results; and
keep the asset mix close to its breakdown as at 31.12.2019.

TVFOG is based on stochastic simulations of market-consistent financial assumptions (between 1,000
and 2,000, depending on the entity) and is equal to the difference between the value of in-force
business calculated under a deterministic approach and the average value of the in-force business
calculated stochastically.
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Methodological appendix

Methodology (contd.)


Cost of Capital (CoC):
–

–
–



In line with the Risk Margin Solvency II calculation, the CoC used in the 2019 MCEV has been measured
by applying a fixed rate of 6% (gross of taxes) to the required solvency capital, excluding market risks.
The same criterion of contract limits has been considered as in the calculation of the PVFP.
It is an adjustment for frictional costs and non-hedgeable risks, not considered in the Present Value of
Future Profits.
To calculate the CoC, the required capital has been projected into the future based on the most
appropriate drivers for each line of business.

With-profits business:
–

MAPFRE’s with-profits in-force business in Spain comprises products with the following features that are
common in the Spanish insurance market:
A minimum return guarantee, ranging between 0.5% and 6.0% in MAPFRE’s case.
• A profit-sharing mechanism defined as: X% of (Financial return – minimum guaranteed return – expense
loadings) over the average mathematical reserve, which cannot be negative under any circumstance. X% varies
by product, although it is equal to 90% in most cases. Financial returns and their volatility depend on the book
returns of the assets backing the product, and is subject to some degree of discretion by management
including, for instance, decisions on the realisation of gains/losses and on the asset mix.
•

–

–
–

The combination of a minimum return guarantee and a profit-sharing mechanism that cannot yield
negative results generates asymmetric flows for shareholders and, as a consequence, a positive time
value of FOG.
The profit-sharing business in Malta consists of products with flexible future discretionary participation
with characteristics similar to those in the English market.
Peru's with-profits business functions similarly to the business in Spain.
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Methodological appendix

Methodology (contd.)


Look through MCEVP:
–

In order to correctly assign revenues and expenses to the businesses that generate them and measure
the value of each block of business more consistently with its economic reality, the following
adjustments were made:
•

The Mutual Funds business, as well as a part of Pension Funds and Accidental Death businesses, are sold
through the distribution network of MAPFRE VIDA. The MCEV and VNB of the aforementioned Mutual
Funds, Pension Funds and Accidental Death businesses have been adjusted in order to include the net
present value of the future profits/losses expected to arise in the distribution company from this
business.

•

The assets of the Life assurance business are managed by MAPFRE INVERSIÓN Y PENSIONES. The MCEV
and VNB of the aforementioned Life assurance business have been adjusted in order to include the net
present value of the future profits/losses expected to arise in the asset management company from this
business.

 Sensitivity:
–

In interest rates downward sensitivity, where the shift of 100 basis points drops rates below 0%, they
are floored at zero according to the MCEV Guidance. Where the base rates are already negative they
are not further reduced.
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Methodological appendix

Methodology (contd.)




Value added by New Business (VNB):
–

In Life assurance and Burial insurance, new business is defined as single, extraordinary and regular
premiums written in the year, as well as extraordinary contributions to existing policies not already
considered in the valuation of the in-force business. In the Mutual Funds business, new business is
defined as new contributions. In the Pension Funds business, new business is defined as single,
extraordinary and regular contributions from new participants, as well as extraordinary contributions
from existing participants.

–

The value added by new business is the intrinsic value added by new business in the period, net of
acquisition expenses, TVFOG and CoC, valued at year-end using the assumptions applicable at that
point in time.

Statement of Directors:
–

The Board of Directors of MAPFRE, S.A. confirms that the results shown in this document have been
prepared in all material respects in accordance with the Market Consistent Embedded Value
Principles issued by the European Insurance CFO Forum in April 2016.
This document presents the results, methodology and underlying assumptions used to calculate the
2019 MCEV for all the covered business.
Willis Towers Watson has been engaged to review the calculation of the embedded value results. The
scope and conclusions of this review are stated in the Willis Towers Watson opinion letter.
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Methodological appendix

Assumptions

25
(1) With Volatility or Matching Adjustment for certain businesses, as applied under Solvency II.
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Statistical appendix

Breakdown of the value added by new business (VNB)
Breakdown by business line

Breakdown by distribution channel

Million Euros
(1) Present Value of New Business Incomes
(2) Value added by New Business at the point of sale.
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Statistical appendix

Breakdown of 2019 change in MCEV between ANAV and VIF(1)

Million Euros
(1) VIF = PVFP – TVFOG – CoC
(2) Return on Embedded Value» = Value added in the year/ Previous Embedded Value, adjusted for changes in the model.
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Statistical appendix

Breakdown of the sensitivity analysis
Sensitivity of the Market Consistent Embedded Value

Sensitivity of the value added by New Business

Million Euros
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Statistical appendix

Reconciliation of the Adjusted Net Asset Value (ANAV)

Million Euros
1) It refers to the Own Funds of the covered business included in the MCEV, not to the total of Own Funds of the MAPFRE Group.
2) Amount used in Market Consistent Embedded Value calculations. It only includes ANAV of covered business.
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Statistical appendix

Share of the parent company in the MCEV

Million Euros
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Statistical appendix

Share of the parent company in the Value added by New Business (VNB)

Million Euros
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Glossary

 The Market Consistent Embedded Value Principles or “MCEVP” are the principles that establish the
methodology that must be applied in order to calculate the Market Consistent Embedded Value. The
MCEVP were agreed upon by the CFOs of the multinational European insurers belonging to the “CFO
Forum” in order to increase the comparability and transparency of the embedded value calculations
carried out by insurance companies. The document that contains the MCEVP can be obtained at the
following Internet address: www.cfoforum.nl.
 The Adjusted Net Asset Value or "ANAV” is equal to the shareholders’ equity as defined under IFRS
adjusted for: unrealised gains or losses belonging to shareholders; committed donations and dividends;
goodwill; deferred expenses; and any other item needed to calculate the economic capital.
 Financial Options and Guarantees or “FOG” are those features of the covered business conferring
potentially valuable guarantees underlying, or options to change, the level or nature of policyholders’
benefits and exercisable at the discretion of policyholders, whose potential value is impacted by the
performance of financial variables.
 The Value of an Option is composed of two elements: the Intrinsic Value and the Time Value. In the case
of a call option, the intrinsic value is equal to the difference between the price of the underlying asset
and the strike price of the option (in the case of a put option the order of the difference is inverted). The
intrinsic value cannot be less than zero. The time value is equal to the difference between the total value
and the intrinsic value and it is ascribed to the potential for benefits under the option to increase in value
prior to expiry.
 The Present Value of Future Profits or “PVFP” is determined as the present value of future statutory
profits which are expected to be generated from the existing business in force at the valuation date, after
tax and discounted using the risk free curve. Investment returns for existing business have been calculated
on the basis of the risk free curve, except for existing fixed interest assets backing Life-Savings business,
where book returns adjusted for credit risk and defaults rates have been used. PVFP includes the intrinsic
value of financial options and guarantees granted to the insured.
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Glossary

 The Cost of Capital or “CoC” represents an allowance for frictional costs, non-hedgeable risks as well as
unexpected credit risk which has not been considered in the value of in-force business. The CoC used in the
calculation of the MCEV was measured on the basis of an amount of capital equal to 100% of the minimum
regulatory requirement.
 The Value of In-force Business or “VIF” is equal to: PVFP – TVFOG - CoC
 The Market Consistent Embedded Value or “MCEV” is the embedded value calculated in accordance with
“Market Consistent Embedded Value Principles”. MCEV is equal to: ANAV + VIF
 Changes in Assumptions are changes in the future experience assumed in the calculation of the present
value of in-force business, including economic, expense, lapse and mortality assumptions.
 The Expected Return on the Beginning of the Year Embedded Value is equal to the actual after-tax
investment return on the beginning-of-the-year adjusted net asset value less the cost of capital, plus the
return, at the discount rate, on the beginning-of-the-year value of the in-force business and capital.
 The Deviation of Actual Value from Expectations arises mainly from the variance between the actual
experience and the assumed experience used to calculate the beginning-of-the-year embedded value.
 The Return on Embedded Value or “RoEV” is obtained by dividing the value added in the year by the
embedded value at the close of the previous year, adjusted for changes in the model.
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Glossary

 New Business is defined as: in the case of Life assurance, single, extraordinary and regular premiums from
policies written in the year, as well as extraordinary contributions to existing policies not already
considered in the valuation of the in-force business; in the case of mutual funds, new contributions; in the
case of pension funds, single, extraordinary and regular contributions from new participants, as well as
extraordinary contributions from existing participants.
 The Present Value of New Business Income or “PVNBI” corresponds to: in the case of Life assurance, the
present value of received and expected premiums from new business; in the case of mutual funds,
contributions received in the year; and in the case of pension funds, contributions received in the year and
expected from new business.
 The Value added by New Business or “VNB” is the intrinsic value added by new business in the period, net
of acquisition expenses, TVFOG and CoC, valued at year-end using the assumptions applicable at that point
in time.
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Disclaimer
This document is purely informative. Its content does not constitute, nor can it be interpreted as, an offer or an invitation
to sell, exchange or buy, and it is not binding on the issuer in any way. The information about the plans of the Company, its
evolution, its results and its dividends represents a simple forecast whose formulation does not represent a guarantee with
respect to the future performance of the Company or the achievement of its targets or estimated results. The recipients of
this information must be aware that the preparation of these forecasts is based on assumptions and estimates, which are
subject to a high degree of uncertainty, and that, due to multiple factors, future results may differ materially from
expected results. Among such factors, the following are worth highlighting: the development of the insurance market and
the general economic situation of those countries where the Group operates; circumstances which may affect the
competitiveness of insurance products and services; changes in the basis of calculation of mortality and morbidity tables
which may affect the insurance activities of the Life and Health segments; frequency and severity of claims covered;
effectiveness of the Groups reinsurance policies and fluctuations in the cost and availability of covers offered by third party
reinsurers; changes in the legal environment; adverse legal actions; changes in monetary policy; variations in interest rates
and exchange rates; fluctuations in liquidity and the value and profitability of assets which make up the investment
portfolio; restrictions in the access to third party financing.
It is possible that for reasons of rounding there is some mismatch in the first decimal between different tables or graphs
throughout the presentation.

MAPFRE S.A. does not undertake to update or revise periodically the content of this document.
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