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Components of Embedded Value / Appraisal Value

Value of in-force Embedded

(NAV) b”(f/“l“Fe)SS Value

Net Asset Value

Note that the Embedded Value reflects the value from business written to date (as at the valuation date).

The NAV reflects the surplus assets in a Company that can be attributable to shareholders, whereas the VIF reflects the
value from the projected run off of in-force business.

It does not include the value of future new business. Inclusion of the value of future business would result in an Appraisal
Value.
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Value of in-force business

A calculated value, or metric. Widely used in the life insurance sector.

Value to shareholders of future profit expected from the run-off the
portfolio of business in-force as at the date of assessment.

A function of underlying assumptions:

= Economic assumptions
— Investment return, inflation, taxation etc.

= Demographic assumptions

— Persistency, mortality, morbidity, maintenance expenses,
commissions etc.

Allowance for the cost of holding regulatory capital.

Allowance for future policyholder bonuses/dividends on participating
business.

Profits discounted at the assumed risk discount rate.
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Various embedded value reporting bases have emerged

Examples oo

GUIDANCE ON SUPPLEMENTARY ACCOUNTING FOR LONG TERM
INSURANCE BUSINESS (THE ACHIEVED PROFITS METHOD)
INTRODUCTION
value most commonl = -
shareholders” profts from long term insurance business an o

comesponding balance sheet presentation is inten or adoption

- - supplementary reporting in the accounts of p
a O p e I n S I a or in the consalidated accounts of propristary

usad for primary reporting where directors and auditors befieve that this is in

line with UK generally accepted accounting principles (GAAP)

P aC I f I C - - e e gk Euro pean

: e Embedded
Value

Principles

Accounting for UK Insurance Business) or any other solvency or defemal and
matching method applicable to 3 non-UK subsidiary.

3 This guidance note showd however be read in conjunction with the SORP and
provides the ahemative method of accounting refemed 1o in paragraph 1 of
that statement.

4 The results may be presented within the format prescribed by Schedule 94 of
the Companies Act 1985 and the method complies with constraints on the
caboulation of the long tem business provision in acoordance with EC Council
Directive 82/86/EEC

CFO Forum

Traditional Embedded Value European Embedded Value Market consistent Embedded
(TEV) (EEV) Value (MCEV)

ABI Guidance 2001 Introduced in May 2004 by Introduced in June 2008 by
“Achieved Profits Method” the CFO Forum the CFO Forum(*)
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Observations on methodology and assumptions

oo! -
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Embedded value methodologies Assumptions Perception
= Notwithstanding the various standards which e Some assumptions can be on the optimistic side, « These points can contribute to a market
exist, there are a very wide range of for example allowances for expense overruns are perception that EV is generally optimistic.
approaches for producing EVs. often excluded in some markets, but on the o The life insurance industry and individual
= The degree of prudence within assumptions and c?fr?tr_ary, _the _benef:t 3f ;u_turetsxpenske < (i cor?p?nlis tg];ﬂUlneI)l/(tktnnk tr]:elr Et\és are ot
allowances for risk can vary considerably from efficiencies is e‘>‘<c ude |n”o er markets (India). realistic, but the market can form the view tha
company to company, e Lapses may be “long term” allowances. they are optimistic.
_ _ . e Allowances for required capital (oftenlinkedto =« An EV considered realistic by the market would
= This can make it more difficult for analysts regulatory capital) can often fall short of what is be considered prudent by the life industry and
and the market to compare and understand required by internal capital management policies. individual companies.
results. o Allowances for risk, and in particular operational, e« This is not to say who is right and who is wrong.
risk, can also be perceived to fall short of what a It is just a difference of expectations.

full own risk assessment may require.
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Other Observations

Embedded value as a metric

= Nevertheless, EV is an accepted way to judge
value, and give comparators vs other
companies/ industries.

= Embedded value excludes allowance for new
business, which would be included in an
appraisal value:

— For smaller companies, embedded value
would be a small proportion of appraisal
value.

— For larger mature companies, embedded
value would be a larger proportion of
appraisal value.
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Listed companies

= For listed companies analysts often compare

Price to Embedded Value (P/EV). Price will not
reflect EV for a variety of reasons:

— Insurance is a regulated industry (which can
result in EV being 'marked down’).

— Is there enough allowance for a third party’s
assessment of risk?.

— Is the stock actively traded? If not, then market
can result in giving a discount to EV.

Disclosures (in some markets)

= Embedded value can be a very useful
management tool (analysis of movement in
embedded value and variance analysis can be
very illuminating). Can equally expect positive
and negative variances but does the market
react the same way for positive and negative
variances?

= Also, sensitivity analyses can be helpful, but
often information is not granular enough.



Asian Companies

Limited amount of disclosure of EV for Asian companies

Price-to-Embedded Value
Milliman Report — 2022

Most insurers are trading
below 1.0x of P/EV, except for
AlA and several insurers in

India. .

Source: Milliman 2022 Embedded Value
[RESVISHASIEY
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Price can be more volatile for traded stocks
Prudential & AlA recent P/EV ratio — JP Morgan publication

P/EV ratio

Frice to FY1 group embedded value (from Sept 2021 for Prudential, prior to that this is based on estimated Asia
embedded value)

For the more actively
20 ’ : traded shares of

Closure of HK / PrUdentlaI and AIA, the

China border

D China phasing out Zero 1
A Cove Dec 23, and H stock price can be seen
ban . border re-opened Feb o e .
200 1 ) ; g to move in line with
! I !
I ] !
. ) R Th external events.
1.5x 1 A e '
/ Prudential intentic : I ',
h to demerge UK It I 1
v business Mar 2018 [, i [
1.0x — '
| ! i
! 1 i
IJ ¥ I
0.5 4 AR Jackson National (US Liife) o
Formal separation | demergercompleted and Pru Anil Wadhwani
of M&G Oct 2018 '1 capital raise Sept 2021 jains as new CED
\ of Pry Jan 2023
UIOK&E::&EEE’EEFEEEREERRRERQQRS&?&EREE
R 3385 5385533858385 538533843%%5%3833%5
wm Prudential Implied Asia P/EV (Group from 13 Sept 2021) — A Group PIEV

Source: Each company’s annual report and J.P. Morgan estimates.
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Asian examples

Trading volumes vary

Share price  ====Volume (shares traded)

Trading volume

GE SP Prudential
30 125,000,000 2,000 125,000,000
25 105,000,000 e 200D
= S s 65,000,000
8 15 65,000,000 g 8 1,000
@ 45,000,000 &£ I 45,000,000
5 10 25,000,000 & B 500 A 25,000,000
S 5000000 2,000,000
1;3 oo’o 000 ; +15:000.000
01/2019 01/2020 01/2021 01/2022 01/2023 012024 01/2019 01/2020 01/2021 01/2022 01/2023 01/2024
AlA Hongkong PingAn Hongkong
120 125,000,000 120 125,000,000
100 105,000,000 100 105,000,000
8 o 85,000,000 £ 8 8o 85,000,000
a o 65,000,000 2 = o0 65,000,000
(&)
& 45,000,000 & = 45,000,000
5 40 25,000,000 E 6 40 25,000,000
20 5,000,000 20 5,000,000
) -15,000,000 _ -15,000,000
01/2019 01/2020 01/2021 01/2022 01/2023 01/2024 01/2019 01/2020 01/2021 01/2022 01/2023 01/2024
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UK/EU market

We show the ratio of market
capitalisation to Group Own Funds for a
number of the biggest insurance groups
in the UK and EU for year-end 2022
(year-end 2023 data is not available yet).
[In Europe Solvency 2 Own Funds is often
used to approximate Embedded Value]

The table shows that for 9 out of 14 of
the groups the market capitalisation is

less than the Group Own Funds, with
some firms showing a market
capitalisation that is less than half of
their Own Funds. For the other 5 groups
the Own Funds exceed the market
capitalisation.
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India P/EV multiples

Indian IPOs commenced in 2016; LIC more recent but a very mature company (trading with P/EV <1)

Estimated EV Multiple

Estimated EV multiple
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Conclusions

= GEH is not alone in having with a P/EV of less than one, a trait that
Is exhibited my more mature life insurance companies, globally.

= EV can be calculated using a variety of methodologies and
assumptions which makes comparison of EV across companies \
somewhat challenging. ”

= EV has been an accepted metric for life insurance companies for
close to 30 years. The emergence of IFRS17 will likely see the
emergence of other metrics (AlA/Prudential have started to disclose
IFRS17 metrics and other Asian insurers are starting to follow). EV

s likely however to remain a core metric for many years and will be 9‘\,
7

a cornerstone for M&A related transactions (where future new

business is also considered). ‘
= The life insurance sector in South East Asia remains an attractive

sector, with scope to expand into many underpenetrated segments.
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Reliances and Limitations

Usage and distribution Reliances
We have prepared this Presentation for delivery at the Annual General Meeting of - In preparing this Presentation we have relied upon certain information provided by
Great Eastern Holdings to be held on 25 April 2024. GEH including information on GEH and competitor share prices. We have also relied
upon certain other publicly available information on embedded values and share
This Presentation is subject to the terms and limitations, including limitation of liability prices across Asian and the UK/EU.

and legal jurisdiction, set out in our Engagement Letter dated 23 April 2024.
- We performed no audit or independent verification of any of the information furnished

We note that this Presentation will be part of other material that is routinely disclosed to us or which we have used. To the extent that there are any material errors in the
and distributed as part of the AGM materials. We note that this Presentation is of a information provided or used, the results of our ana|ysis and our ﬁndings will be
general nature and should not be taken as giving any explicit or implicit comment on affected.

GEH’s own embedded value or its listed share price.

Milliman does not intend to benefit or create a legal duty to any third party recipient of
its work in producing and presenting this Presentation.

= We have prepared this Presentation for persons technically competent in insurance
and financial matters, to help understand the complexities of embedded value
reporting. Judgments as to the conclusions drawn in this Presentation should be made
only after studying the material in its entirety. All recipients of this Presentation should
understand that the Milliman work product is a complex, technical analysis, and that
Milliman recommends all recipients be aided by their own actuary or other qualified
professionals with a substantial level of expertise in areas relevant to this analysis
when reviewing the Milliman work product, in order to appreciate the significance of
the content. We recommend that recipients of the Presentation should seek
explanation and/or amplification of any part of the work which is not clear.
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Thank You

Richard Holloway

richard.holloway@milliman.com
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