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In less than 20 years, a small French insurance company, Mutuelles Unies
Drouot, has transformed itself into AXA, one of the world’s leading finan-
cial protection institutions. How do you explain this rapid success? How
has AXA negotiated the balance between external and internal growth?
Claude Brunet: Two decades ago, our leader, Claude Bébéar, wanted to trans-
form AXA into the biggest insurance company, first in France, then in Europe
and later in the US. To achieve these aims, he correctly decided to focus on
external growth and the name of the game became acquisitions. Thanks to
Bébéar's fantastic flair, AXA has profited from a spiralling model of growth,
consistently executing the best opportunities.

Insurance is a highly regulated activity worldwide and regulatory cons-
traints are different from one country to another. Is this a key factor AXA
had to take into account in conducting its acquisition strategy? More spe-
cifically, do regulations prevent a company like AXA from executing a truly
global strategy?

CB: Regulation is far from being the main impediment to our global strategy,
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in general, and to acquisitions, in particular. In fact, | cannot remember any
instance in which a regulatory restriction halted one of our acquisition
attempts. The primary impediment to merger and acquisition opportunities
has been resistance either from shareholders — we have had difficult cases in
which shareholders prolonged an acquisitory bid as they waited for a ‘white
knight' to step in and offer a higher price for their company — or from manage-
ment, directly. Indeed, it is never pleasant to be acquired when you think you
can make it alone. However, | should point out that none of our takeovers has
ever been hostile.

Regulation only becomes a defining factor when it restricts our ability to get
control over companies. This is precisely the case in India, for example, where
no foreign entity can own more than 26% of an insurance company’s shares,
thus denying external control of such a firm and preventing us from entering
the market. At the same time, regulations exist to evolve and as such, deci-
sions on our behalf have to be taken on a long-term, not a short-term, basis.
So, we conform to regulations but they will not impede our business strategy
outright. However, if we are not in a market and prevailing regulations inhibit
the possibility of sufficient margins, we will not privilege this market. In brief,
we set our sights on the long-term potential of a market, and regulation sim-
ply is not a primary determinant in this analysis.

AXA Financial, your subsidiary in the US, acquired Mony in 2004. What type
of resistance did you encounter in this endeavour?

CB: With respect to Mony, it was the resistance of a few shareholders — in
practice, a few hedge funds — that delayed the takeover, not that of regula-
tion or management. In fact, AXA and Mony's boards have cooperated excel-
lently and our discussions have been truly beneficial. The offer was transpar-
ent from the outset and there was a clear understanding from Mony's man-
agement — and also from most of the shareholders — that they could not
stand alone. They knew they had a strategic problem with attaining prof-
itability and they had already discussed this shortcoming with many US com-
panies.

What types of benefits or synergies can AXA expect from this acquisition?
CB: The first benefit we anticipate is to rapidly gain distribution capacity. Thus,
Mony will allow AXA to increase its distribution capacity in the US by 25%,
while it would have taken five years to reach the same result through organic
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growth. Mony also has precious knowledge of US products and we are eager
to profit from this insight, and vice-versa.

Last but not least, we also expect synergies in the back-office. AXA Financial
is bigger than Mony, but our two business models are remarkably comple-
mentary. Mony is a company that broke-even for the last few years, so
economies of synergy will not be tremendous, but we think that the combina-
tion of the two companies will allow them to raise efficiency and to build val-
ue in the long-term. Moreover, we feel that AXA Financial possesses the
strong management capabilities that are needed for this type of acquisition to
be successful.

Do you anticipate further acquisitions in the near future? If so, which parti-
cular regions of the world does AXA favour?

CB: We are always looking for true opportunities. However, we must remain
selective as we don't have unlimited capital.

In Europe, the US, Japan and Asia Pacific, the question is whether we do or
do not have a strong operating team. In essence, we invest where our current
operations are particularly capable so that we can begin extracting value out
of our acquisition quickly. If an acquisition opportunity exists in a strategic mar-
ket where AXA’s management is not strong enough, we may not proceed
with the transaction. This does not mean that our management is bad; it may
be that the management is working to turn around the situation or that the
environment is difficult. For instance, in Germany and in the UK, we first need
to consolidate our operations so as to be in a good position for future acquisi-
tions. If an opportunity comes, we will consider it, but it is unlikely that we will
pursue it before such internal improvements are realised. In the US, France,
Belgium, the Mediterranean region, Australia and Spain, we already have suf-
ficiently strong operations and could begin draw advantages immediately from
new acquisitions.

However, the issue is different in other parts of the world. We will continue to
grow in the Chinese market or we may enter India, but in both cases, it is
going to be via small investments.

In sum, we invest in countries where we have either strong operations and
sound management presently, or where we believe the market could develop
to such a point as to become a strategic asset in the future.

Your cautious approach to China, a market very high on the agenda of most
global companies, may appear surprising as AXA has been the first
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European insurance company to receive a license from Chinese authorities
to provide life insurance there through a joint venture, AXA Minmetals.
How do you foresee AXA’s development in China in the forthcoming years?
CB: Our Chinese operations are still very small, with revenues amounting to
12 million Euros versus our aggregate Group revenues of 75 billion Euros.
Indeed, we only have licences for life insurance and investment products in
two cities. Being so small in such a huge market is not an easy position. Yet,
China is an extremely important long-term market for us strategically, so we
have decided to enter. To be sure, we expect to obtain more licences in the
next few months, or years, so our business will grow. However, our entry has
been slow despite the fact that Hong Kong can now be used as a short-cut for
some activities: people who live in China may cross the border and buy insur-
ance contracts from Hong Kong, which is new.

China is a perfect example of strategic willingness: we want to be present in
the market, so we have to conform to the regulatory environment. As you
mentioned, we have a local affiliate — this is compulsory in China —and we
share a 50%-50% partnership with them. Thus, because Minmetals is not in
the insurance business, we control the operations and this is essential to
delivering the results.

In China, we are presently trying to design a business blueprint that we will
be able to duplicate as soon as we get more licences: as yet, we still need to
establish the right structure and distribution channels, not to mention the
appropriate commercial and marketing approaches. \When in place, we hope
to graft this business strategy onto a place like India later on.

AXA has grown rapidly in South East Asia and Japan, and you mentioned
them as two of your global acquisitory priorities. What is your strategy in
terms of geographic diversification? What type of balance between emer-
ging and mature markets are you looking for in this part of the world?

CB: Japan is our main focus in Asia as it is one of the biggest insurance mar-
kets in the world. So, we entered the market in 1999 when we bought a con-
trolling interest in Nichidan, the thirtieth largest Japanese life insurance com-
pany. At the time of our acquisition it was almost bankrupt and we are still
working to turn it around. Indeed, like many other insurance companies, we
still have difficulties in Japan but this is no reason for us to give up. We are
committed to a long-term engagement and in the future | believe we will con-
tinue to grow in Japan. Since our acquisition, the Nikkei declined from 40,000
to 10,000 and the value of Nichidan has nearly been halved. So, one could
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argue this acquisition was not judicious. However, nobody can predict how
markets will evolve, otherwise all acquisitions would be executed at the opti-
mal points in time. In sum, the Japanese market is a strategic one for us and
this acquisition has a twenty-year horizon. One day the market will rebound,
but we simply don't know if this will occur over the course of the next year, or
perhaps in a decade. The new management of AXA Japan has been very active
turning around the operational performance of Japan despite those difficult
market conditions.

Similarly, in South-East Asia, we have not grown dramatically due to the finan-
cial market crisis of 1998, and our investments, as the ones of our competi-
tors, have weakened since then. However, it is a very promising market for us
and we intend to accelerate the rate of our investments there in the future.
You see, our business is where the wealth is and the market's maturity is
essential. In pre-market economies, people are not yet utilizing the invest-
ment products that are now commonplace in Europe, the Far East and the
US. Consider South America. We have decided to exit these markets because
we could not reach critical mass. It allows us to concentrate our efforts and
resources in our key markets.

The rationale is different in China: we have decided to invest there because
we think an early entrance is essential if we are to profit when the market
matures. The same reasoning may also apply to India due to the size of the
population.

How global is AXA's strategy?

CB: | don't know whether our objective is to become a truly ‘global’ company;
one must be very careful when using such a catchword. Rather, | would say
that our strategy is multi-national because we are highly selective in approach-
ing the market’s diverse geographic sectors. In this respect, we know where
we want to be and what businesses we are interested in deploying, and we
certainly don't want a presence everywhere. Thus, our vision is clear: we don't
seek to be a patchwork of independent companies but a network of compa-
nies that mutually endow value upon one another. Whether | would call AXA a
‘global’ company is another question.

Don’t you think that frequent acquisitions prevent AXA from departing
from the patchwork situation?

CB: Not necessarily. The fact that we have established an organised network
of companies makes it substantially easier for us to absorb the full potential of
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a new acquisition early on. Of course, if we bought a company tomorrow equal
to our size, this situation could be entirely different.

During our rapid phase of growth in the past, the problem was different. Today,
as AXA is already one of the world’s biggest insurers, our merger and acquisi-
tion policy will less likely be transformational given our current size. At this
stage, our acquisitions only serve to strengthen our structure.

What are the three top challenges facing AXA as it unrolls its international
strategy?

CB: The most important challenge is to clearly define the name of the game.
For three years now, we have started calling our business ‘financial protec-
tion, thus phasing out the divide between ‘insurance’ and ‘financial services. |
think this is a term that AXA coined and we have to continually attach mean-
ing to it. It is not just that we want to differentiate ourselves from the compe-
tition, but that we think our business is more than insurance and banking,
independently. Ideally, it is something hybrid, more dynamic.

The second challenge is to strengthen our platforms. After so many mergers
and acquisitions over the last 20 years, AXA has developed tremendously and
we must now strive to be a consistent, powerful and independent company,
encompassing both operational and efficient processes.

Lastly, AXA must continue the acquisition track. We are already one of the
biggest insurance companies in the world, but we do not yet reach the 10%
global market-share that is commonplace in other industries. So, there is still
room to grow and we'll need to pursue this objective very aggressively.

Let us now focus on the second challenge you just mentioned: operational
excellence. You are in charge of transversal operations and projects, and
you recently re-organised these operations under different units: AXA
Technology Services (AXATech), AXA Group Solutions. What is the role of
these units in achieving operational performance? What type of balance
between centralisation and local initiatives is pursued? Are there key ele-
ments to making sure that AXA is a network rather than a patchwork of
companies?

CB: Claude Bébéar's vision was that of a decentralised company. Under his
leadership, all activities and decisions were decentralised, except a few such
as capital management, consolidation, branding and top executive manage-
ment. This remains AXA's underlying concept.

However, the group has now reached such a scale that new opportunities to
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leverage the size of the Group could be pursued while keeping our decen-
tralised vision alive. In this vein, services can be provided to all the companies
within the Group more efficiently than in a purely decentralised manner. So,
AXA Investment Managers and Alliance Capital Management, separate enti-
ties within the AXA Group, are taking care of asset management for the whole
group. This is also the case for AXA Corporate Solutions, a core business unit
of AXA that is handling industrial risk insurance for the Group. AXATech is a
further example: they provide IT infrastructure to most of the companies in
the Group. Thus, in certain arenas we have decided to have one company that
works as a shared service for the others and all these units allow AXA to act
as a network of organisations, finding ways to use the Group's leverage while
maintaining a decentralised environment.

AXA has now created a new entity, Group Procurement, whose aim is to
optimise IT, telecom and insurance-related expenditures, and general
expenses. Are benefits expected to be limited to cost cutting or are they
broader, perhaps encompassing transparency, efficient management and
so on?

CB: Obviously, Group Procurement can generate savings because negotiating
purchases with one company globally versus having upwards of 50 suppliers
does impact the price we incur. As of April 2002, we had no procurement
organisation so we decided to create one while maintaining a decentralised
spirit. Our new procurement board includes the top procurement people in
each of our companies worldwide who jointly collaborate with the global pro-
curement officers from the Group's Board. Acting together, they then decide
on which type of products we are interested in pursuing and at which
level — global, regional or local. This means that decisions are not imposed top
down: everybody is part of the decision process on a global level. AXA Group
Procurement also aims at creating internal transparency so that everybody
knows what the others have done and can assess the local efficiency of glob-
al decisions.

As AXA's focus on improving productivity and efficiency is not limited to pro-
curement processes, the same governance procedure is implemented across
many other aspects of our business. For example, we have looked at all our
premises — buildings and so on — and have tried to identify certain common
measurement criteria. Some basic issues include measuring the number of
square meters per employee, the cost per square meter for each AXA sub-
sidiary in the world and assessing how these figures compare to local bench-
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marks. Having a procurement organisation helps provide data and analytical
tools to local entities for them to optimise their production costs. In so doing,
this also enables a continuous process improvement.

Taking premises as an example, a country may be excellent in terms of cost
per square meter but may still have considerable amounts of underutilised
space. What we hope is that such procurement policies can give each entity
the ability to learn, and to profit from, the experience of others more familiar
with particular facets of the business. Thus, it has to be a sort of win-win
approach: the scope of the common analysis should allow us to identify the
best practices in every operation and hence to develop a constant feedbacks
loop of dialogue from one division, or employee, to the next.

In a decentralised system, decision makers are entrepreneurs: they interpret
the data we provide them, and select the most relevant criteria, focusing on
the bottom-line — management’s basis for judgement. Conversely, centralisa-
tion would shift power from the local level to the benefit of the global one. If
the job is less interesting locally, this may diminish the entrepreneurial spirit
upon which our business model so heavily relies. \We therefore have to be
very cautious about using the Group's leverage without killing this entrepre-
neurial spirit, and also to ensure that each time we do something, our employ-
ees recognise the inherent value in it for them.

What type of indicators do you use?

CB: We have defined nine key performance indicators (KPls) that are recog-
nised as important at the Group level. Among them, you find a customer and
employee satisfaction combined ratio: this is an indicator on which one can
only agree and we are measuring each of the entities within the Group. At the
same time we have KPIs that are driven by what we call ‘specific professional
families:" procurement, IT, HR and finance people. So, continuing with the pro-
curement example, members of the Procurement Group confer with each oth-
er about the relevant KPIs. Finally, we also have KPIs that are used locally for
specific reasons and these we don't try to benchmark with other companies.
Again, we strive to maintain a healthy balance between what we measure on
a global and local basis, continually seeking to adapt to the local environment.
Our products, distribution channels, customers and regulatory conditions are
different by region and we have to accept these variations.
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As part of its vast expense-reduction program undertaken after 9/11, AXA
has created AXA Business Services in India. What is the scope of this off-
shore operation? AXA UK was the first AXA company with off-shore opera-
tions in Bangalore. Do you plan to off-shore back-office activities from other
countries?

CB: Firstly, of the 1.2 billion Euros in cost reduction we have witnessed, off-
shoring accounts for 40 or 50 million Euros, no more. So, we have reduced
costs by improving productivity and efficiency company-wide, not merely by
off-shoring back-office activities.

However, we do possess an off-shore operation. Or, to be more precise, AXA
has a subsidiary in India that it acquired when it bought Guardian Royal
Exchange, a UK company, in 1999. At that juncture, it was a 30-person opera-
tion but it has been growing since and allows us to increase our competitive-
ness. At the moment we have around 1,300 employed there and this figure
may double over the next three years.

You may know that the UK market is highly competitive, and its regulatory
environment very adverse. So, we use off-shoring as one way to increase the
competitiveness of our UK operations. Some Australian and Japanese back-
office operations are similarly off-shored to India. In total, we see this as one
potential manner to boost our competitiveness in the long run, but we are
playing it cautiously.

AXA'’s values are frequently mentioned as one of the key elements of its
success? What do you consider to be AXA's ‘core values’ and how do you
intend to grow and sustain these at the global level?

CB: First, let me underline that we have to be very cautious when mentioning
‘values:’ the best presentation of ‘values' | have ever read was in Enron Annual
Report! So, the key question is whether these values are believed, or not, to
exist within the company. In the case of AXA, a few key people, particularly
Claude Bébéar and Francoise Colloc’h, made sure that certain values perme-
ate the company. We sum them up in five words: innovation, team spirit, prag-
matism, integrity and professionalism.

Our approach is identical for sustainable development: we prefer to show what
we are doing rather than what we would like people to think we are doing.
Thus, AXA is very in touch with reality and one of our primary KPls is our
employee index: annually, we measure our employees’ satisfaction and the
way they perceive AXA's pursuit of its values worldwide.
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You mentioned sustainable development. Is AXA pushing actively in that
direction? Would you say it is part of the company’s mission?

CB: AXA Atout Coeur' was created 15 years ago as a firm-wide initiative to
encourage staff members to devote time and skills to charities and social work
of their choice. When | was still with Ford, we looked at how to improve our
performance in terms of ‘corporate citizenship’ — we did not call it ‘sustainable
development’ at that time —and | realised that some of the most impressive
initiatives in France at that time had been executed by AXA. Every year, approx-
imately 20,000 people worldwide are involved in AXA Atout Coeur activities
and it is now part of people’s habitual lives. We are still trying to push this ini-
tiative, which predates the formal emergence of sustainable development.
Our present goal is to categorise our ongoing initiatives and to embark upon a
few new ones. For instance, we have recently decided to begin assessing the
precise environmental impact of our various sites in France: electricity and
water consumption, transportation means used by employees, etc. This then
gives comparative tools to all our employees and allows upper management
to come to terms with potential deficiencies at diverse local levels. Our next
step is then to turn to social rating agencies to assess how we rank versus
other companies. This approach may not appear that fancy but it is important
because it belongs to the people.

How difficult is aligning different parts of your organisation? Do corporate
values play any role in such an alignment?

CB: Alignment without a focused agenda is valueless. It needs to bring value
and to strengthen the bottom-line. Let me return to my previous comparison
between network and patchwork. Network means something stronger than
patchwork and to make a network happen, you need several elements. First
you need trust. With regard to procurement, for instance, people locally need
to trust that central management will create value locally. AXA must not betray
this and we are very vigilant in this arena. All changes, unless mandatory for
reasons that will be obvious to all, must create value both locally and centrally,
and this is an essential element of credibility.

As you know, | come from an industrial environment and remain convinced
that unless we measure, we don't know where we stand. So, one of AXA's

1. See Albert BRESSAND & Catherine DISTLER, Enhanced Transparency (Paris : PROMETHEE, 2003), p.26.
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main tasks is to build pertinent measurement systems with our employees to
provide them a clearer picture of their competitiveness and performance.
Employees may feel uncomfortable with this but it is not confrontational as
we choose this measurement system together and everybody realises how
significant this is to the development of the company in real, not theoretical,
terms.

As | mentioned earlier, we are trying to bring real meaning to the agendas we
advocate. Team spirit means a lot of things! If we want to improve, we have
to both measure and face reality, and this means not ignoring the thermome-
ter when the temperature is hot. These are very simple concepts and it always
comes back to trust. You need to create an environment in which employees
don't feel overly judged and then you need to put these managerial tools to
use to assess where they stand and to expediently resolve their problems.

How does AXA ensure brand consistency?

CB: Considerable progress has been made in the last five to seven years to
establish convergence towards a unique brand. A good example exists in
Belgium where we maintain both AXA Belgium and AXA Royal Belge. Initially,
Royal Belge awareness was 95% and AXA awareness was 20%, but upon
changing the name to AXA Royal Belge approximately three years ago, the
AXA name now has a brand awareness of 90%. The situation was similar in
Japan where Nichidan is now AXA Japan. In the US, the circumstance is dif-
ferent and although AXA Financial has been the name there for nearly five
years, our customers remain more familiar with Equitable than with AXA
Financial, despite the fact that we acquired Equitable in 1992 and no adver-
tisements have promoted this brand since that time. Presently, then, aware-
ness of Equitable is still at 70% while AXA is below 20% and in September
2004 we have changed the name to AXA Equitable in anticipation of profiting
from the same turn-around exhibited in Belgium and Japan. In total, we are
therefore highly focused on name convergence.

To return to your question, major efforts at addressing brand consistency have
been enacted over the previous two to three years but we are still at an early
stage. To further enhance this means to design a common charter. Thus, upon
identifying a clearer brand positioning, all future advertisements will be tested
against this before being aired. Nevertheless, you must realise that however
significant advertising is for AXA — and it is substantial, accounting for about
25% of the company’s perception — the rest of our image is rooted in behav-
iour; that is, the concrete services we provide our customers. So in the end,
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we need to work with our customers to ensure that the services match the
brand strategy we envision.

Insurance is a retail business and you have some 50 million customers
worldwide. If advertising represents 25% of the brand and 75% is indivi-
dual experience, how do you plan to align the attitude of your employees
to deliver a unique and coherent perception?

CB: What we have defined is, in fact, what we must ideally achieve if we are
to be successful over the next decades. In this respect, people must recog-
nise AXA as capable of providing leading expertise in insurance solutions and
simultaneously managing close relationships with its customers. This means
that each time |, as a customer, contact AXA, | am sure to get the right answer
in an expedient and efficient manner. This, of course, is the fundamental task
of all our employees globally.

The more complex question is how to deliver consistent service from one
locality to the next; indeed, the care and attention one anticipates in the West
may greatly diverge from similar expectations in Asia. And, again, our brand
will be influenced not merely by advertising, but principally via the behaviour
of the employees. In this respect, every employee is an ambassador of AXA's
brand. Thus, it is the behaviour of our employees on a global scale — in terms
of distribution, in the shops, over the telephone, etc. — that will secure our
prominence in the years to come and we feel that however they may diverge
in execution, the fundamental tenets of these services will remain highly con-
gruent from Japan, through France and into the US.
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