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Disclaimer

This presentation presents information of a general nature.

It is not intended to guide or determine any specific individual situation and Milliman recommends that users of this 

presentation will seek explanation and/or amplification of any part of the presentation that they consider not to be clear.

Neither the speaker nor the speaker's employer shall have any 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.

All persons who choose to rely in any way on the contents of this presentation do so entirely at their own risk.

The contents of this presentation should not be modified, copied, quoted, distributed or shown to any other parties 

without Milliman's prior written consent. 

Copyright © Milliman 2025. All rights reserved
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Global Trend of Financial Management of Insurers
Strong tendency toward for “fair value” approaches – “New Paradigm”
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• EV is often used for valuation of insurers

• Global insurers developed Economic 
Models based on Stochastic ALM 
Analysis.

• Liability : Fair Value (discounting at market 
rates)

• Stochastic Model
•  UK ICA
•  EU Solvency II
•  Swiss Solvency Model
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•  US NAIC RBC
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•  Taiwan RBC
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Discussions about “Fair Value” regime

“Fair Value” will tell us everything

▪ Company value

▪ Performance measurement of management (KPI)

▪ Risk level of operation

▪ Profitability of products

▪ Financial planning of business
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Expectations from the market

▪ Company value

▪ Performance measurement 

of management (KPI)

▪ Risk level of operation

▪ Profitability of products

▪ Financial planning of 

business

Accounting information 

with “CSM” and “IFRS 

Equity” will be a key item 

for the operation of 

insurance companies. CSM + IFRS Equity



Insights

Can CSM Replace EV?

or 

Can CSM represent the 

shareholder’s value?
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CSM provides insight into “future profits.” However, the question remains: 
Does it truly encapsulate the “shareholder value” of insurers?

1

Comparability

Can we really assert that 

a company with a higher 

CSM holds greater 

"shareholder value" 

compared to other 

companies with 

lower CSM?

2

Realization into Profit

Can a company's 

reported CSM on the 

book really be realized 

into profits in the future?

3

Dividend

Once the insurers' 

reported CSM on the 

book gets amortized into 

profit, will investors be 

able to get that

as dividend?



8

1. [Comparability] IFRS17 Balance Sheets of insurers may tell a different 
story, depending on the choice of transitional approach and
accounting policy

Transitional Approach Accounting PolicyA B
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1A. (Backup) Insurers made various choices regarding the length of the 
retrospective period, compromising the comparability of CSM
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2. [Profit Realization] CSM represents the firm's estimation of its future 
profits. However, with negative experience, unexpected losses can occur
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3. [Dividend] A large CSM and IFRS17 Equity do not necessarily indicate an 
insurer's high dividend-paying capacity



Conclusions

CSM may not be the one 

we expected before.

▪ Fair value?

▪ Representing the 

shareholder’s value?



13

Also, the market appears hesitant to accept insurers’ reported financials 
under the new regulatory standards (IFRS17/K-ICS)

All of major M&A deals based on 

IFRS accounting information have 

been failed.

Market doesn’t want to recognize 

CSM and IFRS equity as a 

shareholder’s value.
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What is the shareholder’s values?

I will pay you based on the discounted 

value of “coupons”.

(discount rate = risk free + default risk 

E.g. 3% or 3.5%)

I will pay you based on the discounted 

value of “dividends”.

(discount rate = expected ROE 

E.g. 10% or 12%)

Bond Issuers Bondholders Share Issuers Shareholders

Coupons Dividends

Accounting information about CSM and IFRS Equity are not 

enough to derive “distributable earnings” for shareholders.

Distributable 

Earnings
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What is the value for the shareholders?

Profits(CSM)

+ Equity

Required

Capital

Shareholder’s value based on 

the balance between equity + 

CSM and required capital.
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CSM + IFRS Equity may not be enough to represent the shareholder’s 
value!

1 2 3 4
It means that CSM

is not what 

shareholders want 

from the company.

What the 

shareholders want is 

“dividend” from the 

company.

The Dividend amount 

will be driven by 

“distributable 

earnings” from the 

company.

So, if the shareholder 

is not able to receive 

dividends, then the 

value of the company 

would be “zero”.
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[Observation] EV Approach still remain as superior to CSM as it is a 
mechanism to reflect “key value factors” for the value of insurance 
companies

Actuarial Assumptions

Future Earnings with 
Direct Expenses

Future Earnings with 
Full Expenses

Required Capital

Long-term Capital Management

Free Cash Flow

Dividend Policy

Shareholder’s Expectation 
(Discount rate/ROE)

EV / VNBCSM

Capital Issues
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Comparison between CSM (under IFRS17) and VIF (under EV) in detail
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Bigger Issues when CSM is being used as “KPI”!

Products that require a 

significant amount of 

capital can hinder the 

firm’s ability to pay 

dividends, despite having 

a positive CSM
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[Case Study] Even a positive CSM can lead to “negative VNB(EV values)”.

Unit CSM

Cost of
Capital

VNB
(Embedded Value)

-5% +15%

-

≈

-17% +3%

Note: In reality, EV is calculated based on cashflow basis (i.e. net cashflow), not on accounting profit basis (i.e. amortization of CSM). But here, we are assuming CSM is proxy for profit for illustration purpose

Selling products with a 
positive CSM can 
potentially
destroy the firm’s EV, 
resulting in lower dividends 
in future.

Sales
Volume

Low Very High High Low

x

-12%

+3%

-12% -12%

-9%

+19%

-12%

+7%

The total VNB can be 
negative even when the 
CSM may be positive.
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How about others?

All of them are talking about how to 

maximize the dividends 

(=distributable earnings) within 

company for the shareholders.
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How about others?

PCA recently announced that they will stop reporting MCEV 

and start reporting TEV (free surplus basis) from 2025. 

What’s happening in PCA?
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How about others(2)?
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History of EV reporting?

▪ CSM is very close to MCEV in definition, so MCEV could be replaced by CSM under IFRS 17

▪ FCEV (Free Cash EV) or Free Surplus is simply an update version of TEV under IFRS 17 still looking for 

“distributable earnings” for shareholder values

▪ The calculation of “distributable earnings” for shareholders has been a consistent way in M&A market.

Company

(Disclosure)

Stat.

Earnings
TEV EEV

MCEV

MCEEV

IFRS17 

Equity 

+

CSM

Market (M&A) TEV

FCEV

(Free Cash)

/

Free 

Surplus

IFRS 17

Balance sheet (BS) approach Distributable earning basis

FCEV

(Free Cash)

/

Free 

Surplus
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▪ Yes! Yes!, but we should modify TEV a little 

bit for IFRS17 and capital regime to make it 

as “FCEV” or “Free Surplus”.

▪ Before we make the decision, we should look 

at the methodologies and assumptions of EV 

to make sure that it can represent “the value 

of shareholders”.

So, do we need EV calculations for shareholder’s value?
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[Proposal] New EV Approach [Free Cash Embedded Value (FCEV)] is 
needed by reflecting “ key value factors” for the value of insurance 
companies

1

Direct Linkage to 

“Free Cash Flow”

New EV Approach 

should be able to 

explain how the “Free 

Cash Flow” are being 

generated within 

the company.

2

Full reflection of the 

dividend policy

How the company would 

like to pay dividend to 

shareholders and to 

manage their capital 

position for long-term

3

Prudent reflection of 

market expectation

Risk discount rate 

should be based on “ 

long-term market 

observations” after 

reflecting reality in 

market.



Thank you

Chihong An

chihong.an@milliman.com 

mailto:chihong.an@milliman.com
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