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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”

Pricing & Valuation

Risk Management Approach

Earnings T X
based = | @ K orea
¥
Traditional
Embedded
Value E .
Economic cg;t;) ‘;g'l' &
« EV is often used for valuation of insurers Valuation Model

« Liability : Fair Value (discounting at market

____________________ Deterministic
Korea Actuarial
I Valuations
Asset Risk
Models

» Global insurers developed Economic
Models based on Stochastic ALM

Analysis.

» Stochastic Model

« UKICA

* EU Solvency I

» Swiss Solvency Model
Risk-Factor | + US NAIC RBC
Solvency } - Singapore RBC
(K-ICS) | + Taiwan RBC
f -------- . Simple
(__Korea Solvency

Margins

e Internal
IFRS 17 Model
Approach
IASB / IFRS 17
FASB / New GAAP

Historic P, S

Cost —  Korea

Accounting | = T

Accounting
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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

E) Milliman 4



Expectations from the market

Accounting information
with “CSM” and “IFRS

Equity” will be a key item
for the operation of
insurance companies.

L) Milliman

CSM + IFRS Equity

Company value

Performance measurement
of management (KPI)

Risk level of operation
Profitability of products

Financial planning of
business



Insights

Can CSM Replace EV?
or

Can CSM represent the
shareholder’s value?

) Milliman



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

) Milliman

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?



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 Policy

Most insurers have applied a mix of the MRA and the FVA at transition. Insurers have different accounting policies in determining the level of indirect
Differences between insurers have largely been from the selection of the expenses, different interpretations about IFRS17 rules, and different actuarial
retrospective period (0 to 5 years) (Unit: # of Insurers, %) approaches widely exist.

T R t tive P d for MRA FVA Total . . .

ype e e e Only o * Some insurers are using “best estimate”
- Level of assumptions, whereas others are adding some
Life Prudence “prudence margin” on their assumptions to
(5% (14% (45% (5% (14% (18% (100% avoid adverse experience variance
Non- 5 2 3 0 0 2 12

Life (42%) (17%) (25%) (0%) (0%) (17%) (100%)

Depending on the mix of approach, as well as the length of the retrospective = Insurers have different outlooks, especially on 1)
period, insurers will report different balance of IFRS17 equity and CSM future loss ratio development for medical
enghof IFRS17 Equity CSM (Profit) reimbursement products, and 2) lapse rate on
Beiospedve period nollow-CSV products

Yis .

Fair Value
oo A ¥

(FVA) . " -
= Insurers have different definitions of “indirect

expense,” which would result in different levels
of CSM

e
Retrospective ' ‘

5Yrs Approach (MRA)
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1A. (Backup) Insurers made various choices regarding the length of the
retrospective period, compromising the comparability of CSM

Modified Retrospective Approach ;E;;rﬁgﬁ

setl ospective 4 Years 3 Years 2 Years m
ears.
-] <o - O Hanwha Life () -
Companles. SAMSUNG FIRE & WAFINE (j Hanwha KYOBOLife WM NSURANCE (Y MG Non-Life Insurance
/
MIRAE ASSET <
.‘DB Insurance Life Insurance < SW A LA AT
: o () pesaa
Hyundai A MetLife PN GAS u
Marine & TONGYANG B
Fire Insurance LIFE INSURANCE -
A Better Life
[ ] let: {KDB Bankaf-f.iliate
meritz KDB Life
HIZ| X 2t} a @ [leungkuk
Profitability: 4%,
(CSM over Liability for 0
Remaining Coverage)

Source: KLIA, KNIA Statistics; 2. Contractual Servios Mergin as a raiio over Lisbilky for Remaining Coverage, s of 202330
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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

In an ideal situation, CSM would be amortized into profit If there is persistent variance in claims and/or expenses,
smoothly over time as services are provided. CSM needs to be revalued.

100 oAssumptions updated and

CSM written-down (-30)

100

In-Force CSM

(ignoring new 20 >0
0 0 e
0 1 2 3 4 5 6 7 0 1 2 3 4 5 6 7
20 20
Insurance = 10
Profit 0
(ignoring actual- 10 0 1 2 4 5 6 7
expected variance, RA, -20 50
indirect expense) 0 1 2 3 4 5 6 7 -30 | 0...and corresponding loss

recognized immediately

E) Milliman 10



3. [Dividend] A large CSM and IFRS17 Equity do not necessarily indicate an
insurer's high dividend-paying capacity

Relationship Between Free Surplus and 'IFRS17 Equity + Post-Tax CSM’ from New Business Sales
Why IFRS17 Fails as a Value Measure

) Milliman

Measure Point of Sale Post Sale

» Some IR managers and analysts contend that IFRS17 . . : = 'Expected Profit from the CSM
Equity captures the ‘current value' of insurers, with Post- %Sn',‘]" edﬁg';g;ew b“ﬁ'i;:zsoﬁi S amortization flows into IFRS17
Tax CSM representing their future value', thereby making Balance Sheet 9 equity, resulting in no net change.
IFRS17 Equity + Post-Tax CSM' a solid metric for IFRS17 Equi -~ 'Unexpected Profit' from

. quity Most of acquisition expenses are . .
company valuation. . experience varances and the
plus Post-Tax CSM defene:éjovlelzltqhse‘lp?ollcy benefi recovery of loss components
However, this measure fails to account for the capital that noease  term under » meaning Neutral would increase IFRS17 equity,
. . L . they are not recognized as .
insurers must set aside, which is not available for expense immecktaly though these are typically
dividends or reinvestment. In fact, this measure can ' assumed to be zero.
significantly inflate the company value with the sale of e — -
new business. E=Tlin ey ean
available capital. Concurrently, gﬁ;ﬁ;:gﬁsofﬁgm

Therefore, IR managers and investors should recognize new lesin%s §al&s int?ur amortization and 2) rdlease of
that free surplus—the excess of available over required Free Surplus plus ' Al I IS ENEE L2 o required capital. !
capital—and "VNB' provide more precise indicators of Distributable Eamings Free surplus typically declines This deperls on the firr's
potential dividends. Embedded Value aims to measure Decease  SinCe the increase in required Unknown  hroduct mix, channel mix, and
these exact fectors. gavgir:igtz:nt;passeﬁ therise in underwriting/claim capability.

This is what investors should focus on,
and this is what Embedded Value tries to measure

11



Conclusions

CSM may not be the one
we expected before.

= Fair value?

= Representing the
shareholder’s value?

) Milliman



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

The market is only acknowledging ~30% of the insurers’
stated “value of the company (FrRs17 Equity + After-Tax CSM)”’

Market Capitalization of insurers listed on the KOSPI

(Insurers’ View) Total IFRS17 Equity + After-Tax CSM:
144 Trillion KRW

gap between
x3 _3 Insurers and
] the Market
(Market’s View) Maximum Market Cap:

44 1 Trillion KRW

9,5) x-?-;u s'?j) 9@ «9@ x-?} 9@0 c?_;o -?30 s'?-? x-"d) «9@ «\-?9
o P "% "% 9% 6 O ‘0

1. As of 2023.1H; Source: Company Reports, KRX Market Data System

) Milliman

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.

13



What is the shareholder’s values?

-/ \ Coupons |-:|-|:-|1: Dividends @
@ on.
T T T T } oo : } —
iiaa E Distributable ]
Earnings

Bond Issuers Bondholders Share Issuers Shareholders

| will pay you based on the discounted | will pay you based on the discounted

value of “coupons”. value of “dividends”.
(discount rate = risk free + default risk (discount rate = expected ROE
E.g. 3% or 3.5%) E.g. 10% or 12%)

Accounting information about CSM and IFRS Equity are not

enough to derive “distributable earnings” for shareholders.

E) Milliman 14



What is the value for the shareholders?

Profits(CSM)
+ Equity

L) Milliman

®

—
1
1

Shareholder’s value based on
the balance between equity +

CSM and required capital.

15



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

1 2 3 4

It means that CSM What the The Dividend amount So, if the shareholder
is not what shareholders want is will be driven by is not able to receive
shareholders want “dividend” from the “distributable dividends, then the
from the company. company. earnings” from the value of the company
company. would be “zero”.

) Milliman 16



[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

Capital Issues —

Dividend Policy

Shareholder’s Expectation
(Discount rate/ROE)

E) Milliman 17



Comparison between CSM (under IFRS17) and VIF (under EV) in detail

Category CSM (under IFRS17) > VIF (under EV)

Objective Measure Unearned (Insurance) Profit Measure Shareholder Value
Calculation basis Future Insurance Profits Future Distributable Earnings
Expenses Direct Expenses only All Expenses
(directly attributable to insurance contracts) (including direct and indirect expenses)
Taxes Pre-Tax basis Post-Tax basis
Capital charges Insurance Risk only All Risks (insurance, market, operation, etc.)
Discount Rate Close to risk-free rate Shareholders’ risk discount rate
(risk free + illiquidity premium of ~1%) (risk free + risk premium; typically, in 10~12% range
Reporting classification Fixed within accounting principles Flexible depending on needs
Return from invested assets  Not reflected Reflected
Capital situations Not reflected Reflected
Usage Financial Reporting M&A, Transfer of closed-book, etc.
Other Contracts with negative CSM (“onerous contracts”) Includes both profitable and onerous (“loss-making”)
are not included on the reported CSM products

Measure of future “unearned Measure of future “distributable eamings”

L) Milliman
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Bigger Issues when CSM is being used as “KPI”!

Products that require a S = Much of the competition revolves around
ales . 1 i P
. o Hiah Hiah products offering extensive coverage and
SIinflcant amount of Volume g 9 longer benefit terms (i, those with positive CSM, but
capital can hinder the « Wit high amount of recpired capita)
firm’s abil Ity to pay N:ga_?_ve- Positive = When a product is sold, the expected future
.o . . Unit CSM ositive profits from that sale is booked on the
leldendS, desplte haVIng (Féotenﬁa"y (NOt Onerous) financial statement as “CSM”’
mgw ner
a positive CSM e°“5’
Cost of = Simultaneously, the insurer must allocate
Capital additional required capital, which is not
P directly disclosed in the financial statement.
Negative~ Negative~ * Despite positive CSM, the insurer might be
Positive Positive unable to distribute dividends if the capital
burden surpasses the increase in CSM
Selling products with a positive CSM can potentially (ie.increase in required capital exceeds the comesponding
destroy the fim's EV, resulting in lower dividend increase in available capital)

Note: Inredlity, EV is calculated based on cashflow basis (€. net cashfiow), nat on accounting profit basis (.e. amartization of CSM). But here, we are assuming CSM s proxy for profit for illustration purpose:

Insurance, as a long-term business, entails a significant amount of “cost of capital (i.e. business risk)”

This distinction underscores why investors should not solely focus on profitability (i.e. csm), unlike in many other industries

) Milliman 19



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

Sales
Volume

Cost of
Capital

~
~

L
rhedded Value)

Very High

9%

High

+15%

+3%

Selling products with a
+19% positive CSM can

potentially

destroy the firm’'s EV,

resulting in lower dividends

in future.

The total VNB can be
. negative even when the
7% CSM may be positive.

Note: In redlity, 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 ilustration purpose

L) Milliman
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How about others?

(Backup) Despite the early implementation of IFRS17 in Europe,
leading insurers continue to base their dividend policies on the Solvency Il

ratio, rather than IFRS17 measures

Allianz () M
Allianz Group AXA Group

* Maintain dividend payout ratio’ = Maintain dividend payout ratio of
greater than 50% 55~65%
= Annual growth rate of 5% on DPS?

Bl AvivA

AVIVA Group

= Annual growth rate of 5% on DPS

Solvency Il ratio® stays within the range Maintain Solvency Il ratio of at least

Condition
for Target of 150% to 180% 190%

Maintain Solvency |l ratio of at least
180%

1. Dividend Payout Ratio — total amount of dividend over netincome; 2. DPS —dividend per share; 3. Available Capital / Required Capital on Sl basis

L) Milliman

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?

What’s happening in PCA?

1H mong Financial Performaye/_\

Key takeaways

VONB

$2,029m

IFRS17 is a new accounting framework. No change to the
economics or attractive fundamentals of our business

$3,288m

After $3.6b

+4% per share
P s 1areholder returns

+10% per share

CSM release is the main driver of adjusted operating profit,
which remains a KPI

EV Equity
$70.6b

\ Operating ROEV 13.3% /

Operating RC
14.2%

vs 13.0% in Fy22

Interim Dividend Shgre Buy-Back

Per Share

42.29 HK cents

Compounding growth from new business CSM will support
growth in IFRS17 adjusted operating profit over time

Cumulative $5.5b
Embedded Value is linked to regulatory capital and future
capital generation and is more representative of shareholder
value

HY23 Results: 30 August 2023

PCA recently announced that they will stop reporting MCEV

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

E) Milliman 22



How about others(2)?

Free surplus generation drives capital return!

Capital Management Policy Returning $4.0b to Shareholders i

Illustrative free surplus ratio progression

Net OFSG Capits

$3.0b payout as follows:
Payout Ratio Target:
o v g >> = $2.4b total dividends

9
LSB{UF‘:LQQ':I‘:::US Generation following 10% increase in final dividend per share

= $06b remainder through share buy-back

Openingfree  Gross OFSG  Investmentin  Centralcosts Free surplus ralic  Ordlinary  Recurring Capital Free surplus ralio  Exce
surplus ratio new business pre-dividends  dividends! retums: post-dividends >0

Ongoing Regular Review and
. 1.0b additional share buy-back
o Return of Excess Capital >> $ ¥ Maintain "AA” financial strength rating, contingency reserves and liquidity buffers

Enhanced and sustainable capital allocation framework!

Shareholders’ View of Group Capital

Pro Forma Free Surplus ($b) Shareholders’ View of Capital ($b) Tokat onpial retiras tu shicehalders teve)
Growing ordinary  JRECREWUIE K DTN
dixideuds 2025-27
126 ©.7)
—-— .6
10.3 Shareholder 500
223%  capital Ratio .+ 2026: § m
Exgibie Pra Forma o - w'h?“z
T st - 2027: $600m )>
+ On track to complete current
s 172 $2bn share buyback in 2025
11.2
& + Intend to return initial net >$5bn @ oreeisde
proceeds from potential Capital returns to sharshoidars potentialIndia
i 2024-27 ANC TP
Fros Surplus  Share Buy-Back  New Share Pro Forma Pra Forma Required Capital " India AWC 1PO
End of 2024 Completed Buy-Back Free Surplus ‘Shareholder End of 2024
in Jan-Feb 2025 ‘Announced End of 2024 Capital Resources
Today End of 2024
- < Life &)
B et i = R e e e G P i

) Milliman
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History of EV reporting?

Balance sheet (BS) approach

Company
(Disclosure)

Market (M&A)

) Milliman

Distributable earning basis

IFRS 17

FCEV
(Free Cash)

IFRS17

Stat. Equity

Earnings + /

CSM Free

FCEV
(Free Cash)

= CSMiis 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.

24



So, do we need EV calculations for shareholder’s value?

= 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”.

A 4

) Milliman

A

A
kk
A

4
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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.

) Milliman

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.

26
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Thank you

Chihong An

chihong.an@milliman.com
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