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May 25, 2007 
Sony Life Insurance Co., Ltd. 

 

Disclosure of Embedded Value as of March 31, 2007 
 

Tokyo, May 25, 2007 – Sony Life Insurance Co., Ltd. (“Sony Life”), a wholly-owned subsidiary of Sony 
Financial Holdings Inc., today announced its Embedded Value (“EV”) calculations as of March 31, 2007.  Sony 
Life discloses EV as one of the indices used to evaluate the corporate value of its life insurance business within 
the Sony Financial Holdings Group and the Sony Group.  Sony Life maintains its accounting records and 
prepares its financial statements in Japanese yen in accordance with the Company Law of Japan and the 
Insurance Business Law of Japan and in conformity with generally accepted accounting principles and practices 
in Japan (“Japanese GAAP”).  Therefore all of the statements made in this press release are based on Japanese 
GAAP.  Sony Financial Holdings Inc.’s parent company, Sony Corporation, reports its financial statements in 
accordance with generally accepted accounting principles and practices in the United States. 
 

Summary 
 
Sony Life’s EV as of March 31, 2007 and the amount of changes from the end of the previous fiscal year are as 
follows: 

(Billions of yen) 
 As of March 31, 

2007 
As of March 31, 

2006 
Change in Yen

 900.5 776.1 124.4
Value of in-force business 638.8 499.8 139.0

EV 

Adjusted net worth 261.7 276.3 (14.6)
Value of new business in the fiscal year 36.7 34.2 2.5
Value of in-force business = Present value of future after-tax profits on in-force business – Present value of cost of capital*. 
 “Cost of capital” is the spread between the investment yield and the discount rate applied to the amounts of capital and 

surplus that will be required to maintain the assumed level of solvency margin ratio. 
Adjusted net worth = (a) Total net assets in the balance sheets* + (b) Reserve for price fluctuations + (c) Contingency reserve  

+ (d) Reserve for possible loan losses + (e) Net unrealized gains on land  
– (f) Unfunded employees’ retirement benefits liability – (g) Deferred tax assets for (b), (c), (d), (e) and (f). 

“Total net assets in the balance sheets” excludes net unrealized gain on bonds except for convertible bonds. 
Value of new business in the fiscal year = the value of new policies written during the fiscal year. 
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1. Embedded Value Results for Sony Life 
 
The Embedded Value of Sony life as of March 31, 2007 is as follows: 

(Billions of yen) 
 As of March 31, 

2007 
As of March 31, 

2006 
Change in Yen

 900.5 776.1 124.4
Value of in-force business 638.8 499.8 139.0

EV 

Adjusted net worth 261.7 276.3 (14.6)
Value of new business in the fiscal year 36.7 34.2 2.5
 
EV (Embedded Value) is calculated as the sum of the “value of in-force business” and “adjusted net worth”. In 
Europe and Canada, EV is regarded as one of indices used for assessing the corporate value of a life insurance 
company. 
 
The value of in-force business is calculated as follows: 

Value of in-force business = Present value of future after-tax profits on in-force business  
– Present value of cost of capital*. 

 “Cost of capital” is the spread between the investment yield and the discount rate applied to the amounts of capital and 
surplus that will be required to maintain the assumed level of solvency margin ratio. 

Adjusted net worth is calculated as follows: 
Adjusted net worth = (a) Total net assets in the balance sheets* + (b) Reserve for price fluctuations  

+ (c) Contingency reserve + (d) Reserve for possible loan losses + (e) Net unrealized gains on land 
– (f) Unfunded employees’ retirement benefits liability  
– (g) Deferred tax assets for (b), (c), (d), (e) and (f). 

“Total net assets in the balance sheets” excludes net unrealized gains on bonds except for convertible bonds. 

 
Under Japanese GAAP, which applies to life insurance companies in Japan like Sony Life, the balance sheets do 
not indicate the present value of future profits on in-force business, while EV indicates the present value of 
future profits on in-force business, together with the company’s adjusted net worth.  For this reason, Sony Life 
believes EV serves as a supplement to the financial information provided under Japanese GAAP and is a helpful 
indicator used to evaluate corporate value.  However, EV covers only existing in-force business as of the date 
of valuation, and does not include the potential value of future new business, which is also generally considered 
a constituent of the economic value of an insurance company. 
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2. Major Assumptions 
 
The major assumptions employed in the calculation of EV at March 31, 2007 were as follows: 

Item Assumptions 
Discount rate 6.0% 
Investment yield on new 
investments 

Investment yield on new investments is based on implied forward rates, 
assuming Sony Life makes all new investments only in Japanese government 
bonds. 

Mortality and morbidity 
rates 

Based on Sony Life’s experience over the three most recent fiscal years 
(FY2004 – FY2006) 

Lapse and surrender rate Based on Sony Life’s experience over the three most recent fiscal years 
(FY2004 – FY2006) 

Operating expenses Calculated using the cost for the maintenance and administration of policies and 
for payments of claims is based on Sony Life’s experience during the most 
recent fiscal year (FY2006) 

Effective tax rate Based on the most recent effective tax rate (based on the rate for FY2006). 
Solvency margin ratio For the purpose of calculating the cost of capital, maintenance of a solvency 

margin ratio of 600% was assumed. 
1) Discount rate 

The discount rate assumption was set by adding Sony Life’s assumed risk premium (4.5%) to the risk-free rate (the yield on 
10-year Japanese government bonds: 1.66%), as of the end of the fiscal year. 

2) Investment yield 
(1) Investment yield on new investments: 
The investment yield on new investments assumption was calculated based on the implied forward rates computed from the 
yield curve of Japanese government bonds as of March 31, 2007, and assuming that Sony Life invests only in Japanese 
government bonds every year. 
Sony Life sets the assumed investment yield on new investments using neutral assumptions set in light of the market 
environment at the end of each fiscal year.  Neutral assumptions are made to avoid potential complications arising from the 
fact that the more Sony Life invests in assets with higher expected rates of return, the higher the calculated EV. Sony Life 
believes that assets with higher expected rates of return have higher risks and should be adjusted by discount rates when 
calculating EV. 
(2) Investment yield on existing assets: 
The investment yield on existing assets assumption was calculated separately for each asset, based on the following 
assumptions: 
- For existing bonds other than convertible bonds, Sony Life assumed that it would hold them to maturity. 
- For convertible bonds, Sony Life’s calculations assumed that it would conduct rebalancing as of the date of evaluation as 

follows:  
After reflecting the unrealized gains from convertible bonds into its adjusted net worth, Sony Life immediately reinvests 
the remaining amount into Japanese government bonds. 

- For stocks and other assets (policyholder loans, real estate, private equity funds, etc.), Sony Life assumed that it would 
maintain a balance at the end of the fiscal year within its own established internal limits for holdings of such assets. 

Interest, dividends and proceeds from redemptions are calculated with the assumption that Sony Life would reinvest these 
proceeds into Japanese government bonds. 
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3. Movement analysis of EV from March 31, 2006 
 
The change in EV from March 31, 2006 to March 31, 2007 is split into the following components. 
 

(Billions of yen) 
Item Amount 

(1) EV as of March 31, 2006 776.1
(2) Shareholder dividends (6.5)
(3) Release from the value of in-force business 32.5
(4) EV of new policies for the year ended March 31, 2007 36.7
(5) Difference between assumptions and actual results for the year ended 
March 31, 2007 (19.6)
(6) Difference from changes in the assumptions 81.3
(7) EV as of March 31, 2007 900.5
Notes:  
Item (3) corresponds to unwinding of the amount of discount for one year made as of March 31, 2006 on the value of in-force 
business. 

 
 
 
4. Impact of Changing Assumptions (Sensitivities)  
 
The impact of changing the underlying assumptions on EV at March 31, 2007 would be as follows: 
 

(Billions of yen) 
  Amount of  

Increase (Decrease) 
EV Amount 

From 6.0% to 5.0% 77.3 977.7Discount rate 
From 6.0% to 7.0%  (63.0) 837.5
From 600% to 500% 7.5 908.0Solvency margin ratio 
From 600% to 700% (8.5) 892.0
On total investments 54.6 955.1Investment yield: +0.25%* 
On new investments 36.3 936.8
On total investments (56.9) 843.5Investment yield: -0.25%* 
On new investments (37.4) 863.1

Mortality and morbidity Assumption x 1.1 (60.1) 840.4
Lapse and surrender rate Assumption x 1.1 (16.3) 884.2
Operating expenses Assumption x 1.1 (5.0) 895.5
*The impact of changes in investment yield assumptions is shown after taking into account the impact on policyholders’ dividends. 
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5. Notes 
 
Regulations require that certain reserves be set aside for payments to be made under variable life insurance and 
annuity contracts with minimum guaranteed benefits issued in the fiscal year 2005 and thereafter.  In 
calculating EV as of March 31, 2007, while setting aside the reserve for guaranteed minimum death benefits 
(“GMDB”) based on Japanese GAAP, Sony Life evaluated the future cash flows on GMDB for all existing 
variable life insurance policies using the stochastic method.  This evaluation reduced EV as of March 31, 2007 
by ¥4.3 billion and reduced EV as of March 31, 2006 by ¥3.2 billion. 
 
 
 
 
6. Opinion of Outside Specialist 
 
Sony Life has obtained an opinion letter from Milliman, Inc., an independent actuarial firm that possesses 
insurance actuarial expertise, as attached. 
 
 
 
7. Disclaimer 
 
Statements made in this press release contain calculations based on assumptions regarding future projections that 
are subject to risks and uncertainties.  Actual future results might differ significantly from the assumptions used 
in the EV calculations.  Therefore readers are advised to be cautious and not place undue reliance on these EV 
calculations in assessing the corporate value of Sony Life.  








