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“

Benjamin Graham

The value of a business is measured

 not by what has been put into it, 

but by what can be taken out of it.



Challenges in valuing a life insurance business

We didn't start the fire.  

It was always burning, 

since the world's been turning.

“

Billy Joel

Challenges in valuing a life insurance business
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02
faithful adoption of its 
underlying principles

03
divergence between 
“actuals” and “expected” 
outcomes due to the 
presence of estimates and
judgements

01 
emergence of a new 
metric or standard

05
calls for improvements in 
the standards to enhance
transparency, consistency, 
and comparability of the 
reported metrics

04
a resulting desire to 
“control the narrative” 
and to better understand 
how the computed
metrics evolve into 
subsequent realities

06 
the emergence of a
revised value metric that 
more effectively explains 
the underlying financial 
performance of the life
insurance business



The origin of value: 

A brief history of the evolution of life insurance value-metrics 

Charles Darwin

From so simple a beginning 

endless forms most beautiful 

and most wonderful have been, 

and are being, evolved.

“



The origin of value: 

A brief history of the evolution of life insurance value-metrics 



The value of a life insurance company is not 

adequately represented by the total of its capital and 

surplus.  A more realistic value must take account 

of its business in force and agency organization.

“

James C. H. Anderson

Components of Indian Embedded Value



Components of Indian Embedded Value

Indian GAAP
(deferral and matching reporting) Ind AS Indian Embedded Value 

(economic value reporting)

Valuation basis: 

combination of 

• amortised cost 

(fixed interest 

assets); 

• market value 

(equities and 

derivatives) Best Estimate

Assets Liabilities 

Prudent MADs

required capital 

(150% of RSM)

free surplus

all assets are 

mark-to-market

Assets 

MTM 

gains/losses 

Present Value of 

Future Profits
release of margins 

from prudent reserves 

less:

(-) taxes

(-) CRNHR

(-) TVFOG

(-) frictional costs

Adjusted Net 

Worth



The Anatomy of Ind AS Comprehensive Equity

The Board and its predecessor body, 

the International Accounting Standards 

Committee (IASC), worked on this 

Standard for no less than 20 years, but I 

believe it was entirely worth the wait.
Hans Hoogervorst

“



The Anatomy of Ind AS Comprehensive Equity

Hybrid approach overlaps with both current GAAP and IEV; with some new items introduced

Indian GAAP
(deferral and matching reporting) Ind AS Indian Embedded Value 

(economic value reporting)

Valuation basis: 

combination of 

• amortised cost 

(fixed interest 

assets); 

• market value 

(equities and 

derivatives) Best Estimate

Assets Liabilities 

Prudent MADs

required capital 

(150% of RSM)

free surplus

all assets are 

mark-to-market

Assets 

MTM 

gains/losses 

IFRS 9 applies:

based on 

business model

• amortised cost 

(if, held); 

• market value 

(if, traded)

Assets 

Best Estimate

Liabilities 

Risk Adjustment

CSM

Adjusted Net 

Worth

Value of in-force

Embedded 

Value 

IFRS equity



The lamps are different, 

but the Light is the same.

“
Rumi

Bridging IEV and Ind AS Comprehensive Equity: 

Principal components of the reconciliation framework



Bridging IEV and Ind AS Comprehensive Equity: 

Principal components of the reconciliation framework

Key reconciliation items arising from differences in definitions within IEV and Ind AS 

Indian GAAP
(deferral and matching reporting) Ind AS Indian Embedded Value 

(economic value reporting)

Valuation basis: 

combination of 

• amortised cost 

(fixed interest 

assets); 

• market value 

(equities and 

derivatives) Best Estimate

Assets Liabilities 

Prudent MADs

required capital 

(150% of RSM)

free surplus

all assets are 

mark-to-market

Assets 

MTM 

gains/losses 

IFRS 9 applies:

based on 

business model

• amortised cost 

(if, held); 

• market value 

(if, traded)

Assets 

Best Estimate

Liabilities 

Risk Adjustment

CSM

Adjusted Net 

Worth
IFRS equity

Present Value of 

Future Profits

less:

(-) taxes

(-) CRNHR

(-) TVFOG

(-) frictional costs

Deductions for future s/h 

taxes and CSR expenditure

1



Bridging IEV and Ind AS Comprehensive Equity: 

Principal components of the reconciliation framework

Key reconciliation items arising from differences in definitions within IEV and Ind AS 

Indian GAAP
(deferral and matching reporting) Ind AS Indian Embedded Value 

(economic value reporting)

Valuation basis: 

combination of 

• amortised cost 

(fixed interest 

assets); 

• market value 

(equities and 

derivatives) Best Estimate

Assets Liabilities 

Prudent MADs

required capital 

(150% of RSM)

free surplus

all assets are 

mark-to-market

Assets 

MTM 

gains/losses 

IFRS 9 applies:

based on 

business model

• amortised cost 

(if, held); 

• market value 

(if, traded)

Assets 

Best Estimate

Liabilities 

Risk Adjustment

CSM

Adjusted Net 

Worth
IFRS equity

Present Value of 

Future Profits

less:

(-) taxes

(-) CRNHR

(-) TVFOG

(-) frictional costs

Attributable v/s non-

attributable expenses

2



Bridging IEV and Ind AS Comprehensive Equity: 

Principal components of the reconciliation framework

Key reconciliation items arising from differences in definitions within IEV and Ind AS 

Indian GAAP
(deferral and matching reporting) Ind AS Indian Embedded Value 

(economic value reporting)

Valuation basis: 

combination of 

• amortised cost 

(fixed interest 

assets); 

• market value 

(equities and 

derivatives) Best Estimate

Assets Liabilities 

Prudent MADs

required capital 

(150% of RSM)

free surplus

all assets are 

mark-to-market

Assets 

MTM 

gains/losses 

IFRS 9 applies:

based on 

business model

• amortised cost 

(if, held); 

• market value 

(if, traded)

Assets 

Best Estimate

Liabilities 

Risk Adjustment

CSM

Adjusted Net 

Worth
IFRS equity

Present Value of 

Future Profits

less:

(-) taxes

(-) CRNHR

(-) TVFOG

(-) frictional costs

Deductions for frictional 

cost of capital
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Bridging IEV and Ind AS Comprehensive Equity: 

Principal components of the reconciliation framework

Key reconciliation items arising from differences in definitions within IEV and Ind AS 

Indian GAAP
(deferral and matching reporting) Ind AS Indian Embedded Value 

(economic value reporting)

Valuation basis: 

combination of 

• amortised cost 

(fixed interest 

assets); 

• market value 

(equities and 

derivatives) Best Estimate

Assets Liabilities 

Prudent MADs

required capital 

(150% of RSM)

free surplus

all assets are 

mark-to-market

Assets 

MTM 

gains/losses 

IFRS 9 applies:

based on 

business model

• amortised cost 

(if, held); 

• market value 

(if, traded)

Assets 

Best Estimate

Liabilities 

Risk Adjustment

CSM

Adjusted Net 

Worth
IFRS equity

Present Value of 

Future Profits

less:

(-) taxes

(-) CRNHR

(-) TVFOG

(-) frictional costs

Allowances for general 

operational risks

4



“
BM Sampad

If all’s alike in how it’s done,

Then all’s alike when all is run.

Bridging IEV and Ind AS Comprehensive Equity: 

Additional investigations to be conducted for extended reconciliation



Bridging IEV and Ind AS Comprehensive Equity: 

Principal components of the reconciliation framework

Additional control checks and investigations 

Indian GAAP
(deferral and matching reporting) Ind AS Indian Embedded Value 

(economic value reporting)

Valuation basis: 

combination of 

• amortised cost 

(fixed interest 

assets); 

• market value 

(equities and 

derivatives) Best Estimate

Assets Liabilities 

Prudent MADs

required capital 

(150% of RSM)

free surplus

all assets are 

mark-to-market

Assets 

MTM 

gains/losses 

IFRS 9 applies:

based on 

business model

• amortised cost 

(if, held); 

• market value 

(if, traded)

Assets 

Best Estimate

Liabilities 

Risk Adjustment

CSM

Adjusted Net 

Worth
IFRS equity

Present Value of 

Future Profits

less:

(-) taxes

(-) CRNHR

(-) TVFOG

(-) frictional costs

Pre-tax PVFP = Reserves – Best Estimate Liability (BEL)



“

Lord Kelvin

When you can measure what you are 

speaking about, and express it in 

numbers, you know something about 

it; but when you cannot measure it, 

when you cannot express it in 

numbers, your knowledge is of a 

meagre and unsatisfactory kind.

Deriving Equivalence: 

An algebraic “proof” of the reconciliation framework 



Deriving Equivalence: 

An algebraic “proof” of the reconciliation framework 



We read the world wrong 

and say that it deceives us.

“
Rabindranath Tagore

Bringing it all together: concluding remarks



Bringing it all together: concluding remarks



A final thought on the future of Embedded Value

I’ll be back
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