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Empirical Study for Grievance and Resolution of
Conflict of Life Insurance Contracts

Shogo HINO
(Associate Professor, College of Community Studies Shukutoku
University)

[Summary]

This study empirically examines complaints handling and
dispute settlement procedures in the life insurance contract
concluding process, especially insurance offering stage from the
viewpoint of consumer law, and it 1s aimed at protecting
subscribers based on the characteristics of life insurance based
on mutual aid In order to solve the problem.

At the life insurance recruitment stage, although legal
regulations based on the insurance business law etc. are in place,
complaints handling procedures at each local government's
Consumer Consultation Desk (Consumer Living Center etc.),
dispute resolution dispute proceeding (financial ADR etc) , Civil
trial proceedings (general civil litigation), etc., the case
concerning the insurance offering stage occupies the majority,
and in recent years, the intention of insurance products and the
understanding of insurance products are insufficient and
difficult to concentrate mainly on the elderly It can be said that
cases are increasing.

Therefore, in this research, based on the fact finding that
accurately captured the actual situation of the dispute at the life
insurance offering stage, we conducted a survey on the actual
situation and the rule of experience as the background of the
conflict for the purpose of establishing a proper and reasonable
solution criteria , Based on those, raised the way of resolving

conflicts.
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Study of Insurance Law Theory
that invite insured event during the psychiatric

disorders

Takahiro Doki (Professor, Chukyo University)

[Summary]

In life insurance contract, insured committed suicide into the
period of excuse term, although if he committed suicide during
psychiatric disorder, then Insurer must pay amount insured.

That theory accepts broadly in Japan. But, the reason why
accepts such exception a rule of excuse, is not clear.

This study try to illuminate the reason of such exceptional rule
and those relational problems.

In the first place, examine assignment in life insurance. In the
second place, examine assignment in general insurance. Both
examinations refer to German law.

When insured commits suicide during the psychiatric disorders,
why takes insurer responsibility? Japanese major opinion explains
such conclusion by “lack of intention”.

But German major opinion explains such conclusion by “lack of
freewill decision”.

Content of “lack of intention” and content of “lack of freewill
decision” are different. The notion of the latter is widely more than
the former.

In recent years, in Japan too like a German, there is important
opinion that explains such conclusion by “lack of freewill decision”.

However, that opinion don’t clear content of “lack of freewill
decision” or meaning of “freewill decision”

But, there are detailed discussion in German. Germany insurance
law( § 161) has legal notion concern with “lack of freewill decision”.

Such “freewill decision” means decision that free from illness with
a psychic origin, and that based on calm analysis in relation to



insured to choose death.

When insured in general insurance invite insured event during
the psychiatric disorders, why takes insurer responsibility?
Japanese opinions explain such conclusion by some of the reason
including “lack of intention” theory.

In German, it is probably explained by “lack of freewill decision”
too.
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M&A Strategic effects of Asia-Pacific Banks

Yoko Shirasu*

Summary

Since the 1990s, large Asian and European financial institutions have aggressively promoted
alliances and M&A within the Asian financial markets. Asian financial organizations  followed
their global client firms where client firms expand their business operation. These firms do not
promote strategic businesses for clients but for themselves in association to mergers and
acquisition as well as financial alliances.

This paper empirically examines the effects of the Asian stock market’s performance and
management strategies for banks’ acquisition, from long-term aspects based on research done
from the year 2000. We examine the strategic management factor as performed in Altunbas and
Marques (2008) and explain the country’s characteristics that relate to bank financial outcomes.

First, investors value high capitalized sound acquire banks with high liquidity that promote
the purchase of new loan business from target banks with large non-performing loans. It seems
that investors evaluate the acquirer’s loan purchase business from the targets, however, note that
it resembles the target bank bailout.

Next, focusing on acquirer banks’ strategy changes after acquisitions, in the initial stage;

acquire banks become larger in size, growing more gross loans. And as the years go by, acquirer
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banks establish more and more loans, and obtain higher liquidity and enhance adequate equity.
That is like as the success business story. But simultaneously the shocking fact is that acquisitions
accrue to acquire banks more non-performing loans. Even more, these banks also end up incurring
more costs and losing their profitability in the long run.

Additionally, we consider the country characteristics, legal system, and financial regulation.
Whereas acquirer’s profitability among the same system countries are increasing in the initial
stage, however after three years go by, acquirer banks are not being profitable but rather they are
suffering from non-performing loan problems. On the other hand, among the difference system
countries, especially target banks countries have stronger/ more stringent legal and regulation
rules, acquire banks can enjoy higher capital adequacy and less cost. In Asia, the legal system
with strong investor protection and more stringent financial regulations play an important role in
resolving the problems.

The Asian banks M&A are meaningful to the issue of growing new loans and enhancing
capital adequacy. Regrettably, Asian banks don’t become profitable by M&A because of non-
performing loans. And the most important issue is that the legal system with investor protection
and more stringent regulatory systems are able to enforce the Asian banks being efficient through
M&A between different economic system countries.

This study has considered some issues that have remained unexamined. We compute the ATE
from regression adjustment methods not only PSM. Although, the propensity score is given by
the probability to acquire by logit regression and compute the ATE with the prima facie
acquisition effects by factually acquired data and factually non-acquisition data, there are no
considerations about the change of effecting terms to the outcome, directly. We plan to compute
ATE from regression adjustment methods. And we have to consider the effects of a global

financial crisis, comparing before the crisis and after the crisis.



From long term aspects, the promotion or demotion of every strategy widely differs from legal
systems and regulation system and each combination. To say it another way, if we know the legal
and regulation system for acquisition banks countries, we would understand which strategies are

advantageous and which strategies are disadvantageous.
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Calculation of Firm Size Dependency of Bankruptcy
Probability from Using Big Data and Way of

Appropriate Insurance

Atsushi Ishikawa (Professor, Faculty of Business Administration and
Information Science, Kanazawa Gakuin University)
Shouji Fujimoto (Part Time Lecturer, Faculty of Business
Administration and Information Science, Kanazawa Gakuin
University)

[Summary]

Calculate and analyze the probability of bankruptcy of companies
from various viewpoints and construct a model to explain the
probability of bankruptcy. For the analysis, we have used ORBIS
database of Bureau van Dijk. We calculated firm age dependency
and firm size dependency of bankruptcy probability. We construct a
model that reproduces the calculated bankruptcy probability from
the viewpoint of growth of firms. Through the construction of such
models, it becomes possible to consider the way of appropriate
insurance from the viewpoint of age, scale and growth of the
company.

1.1 Introduction

In the introduction, we explain the purpose, background, idea and
policy of this research. The idea of economic physics exists in the
background of our research. Our purpose is to explain essential
parts of complex economic phenomena with as few as possible
variables. Analyzing firm growth and bankruptcy, and build such
models by understanding essential parts.

2.1 Description of Data

We explain the details of the data used for analysis. The data used
is based on Orbis database which provided by Bureau van Dijk. In
this chapter, we explain the features, specifications and fields of
data.

3.1 Analysis of Bankruptcy Probability Due to Firm Age

In this chapter, we investigate and analyze how bankruptcy

1



probability varies depending on company age. High-age firms have
survived without going into bankruptcy for many years. Therefore,
it is considered that high-age firms have strong resistance to
bankruptcy as compared with low-age firms.
3.2 Analysis of Bankruptcy Probability Using Status Data

In this section, we will explain how to define bankruptcy
probabilities. Then, we will show analysis result of bankruptcy
probability. Bankruptcy probability decreases exponentially as age
increases.
4.1 Analysis of Bankruptcy Probability Using Sales Data

In this chapter, defining bankruptcy probability is defined by
definition using sales data. In this section, we check what kind of
features appear due to differences in bankruptcy definition. In
order to observe bankrupt firms, it is necessary to investigate the
firms that no longer exist. It is difficult to observe firms that have
bankrupted. Therefore, it is very important to compare and consider
multiple bankruptcy definitions.
4.2 Analysis of Sales Dependency of Bankruptcy Probability

In this section, we analyze the dependence of bankruptcy
probability on sales. It is confirmed that sales dependence of
bankruptcy probability is power function. It is considered to be the
result which does not depend on the difference of countries.
5.1 Property of Firm Size Dependency

In order to connect the results of the previous chapter with our
preceding research, we explain the preceding research. It has been
reported that distribution of variables representing the size of firms
such as sales obeys power law distribution. In our previous research,
we have been performing theoretical analysis of mechanism of
generating of firm size distributions.
5.2 Derivation of power law from Gibra’s Law

Gibra’s law exists in the law concerning the growth of firms. It is
possible to be understood the relation of the Gibra’s law and the
power law by actually deriving the power law from the Gibra’s law..
5.3 Derivation of Log-Normal Law from Extended Gibra’s Law

The Gibra’s law and the power law in the previous section are the
laws observed for large size firms. For small size firms, these laws

are a little broken. Extended Gibra’s law is an extension of the
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Gibra’s law to the feature that is confirmed even in middle range
firm size.
5.4 Relationship between Quasi Detailed Balance Law and the
Indices of Distributions

In the distributions of firms’ size in two successive years, the
indices characterizing the distribution are sometimes changed. In
this section, we will explain the change of the index by introducing
the quasi detailed balance law.
6.1 Derivation of Distribution of Bankruptcy Probability

We theoretically derive the qualitative features of the bankruptcy
probability confirmed in Chapter 4 using analytical calculations
based on the firms’ growth law. We perform quantitative analysis
of the various indices.
7.1 Relation between Age of Firms and Sales

We investigate the relationship by observing the distribution of
firms’ age and sales. In addition, we explain the distributions of age
and sales by linking with the growth law of firms.
7.2 Relationship between Extended Gibra’s law and Firm Growth

We can analyze the growth of firms by using extended Gibra’s law.
Analysis performed with analytic calculations by using some kind
of approximation.
7.3 Numerical Simulation of Firm Growth with Multiplicative
Stochastic Process

There is a method of performing numerical simulation as an
analysis method not using approximation such as previous section.
In this section, we will examine what method should be used for
numerical simulation on firm growth.
8.1 Summary

We will summarize the results of the analysis analyzed through
this research and explain how to apply it to the way of Appropriate
Insurance. It is possible to estimate which firms are in how much
probability of bankruptcy depending on the position of the firms in
the growth process.
8.2 Outlook for the Future of Research

Finally, we will describe the outlook for the future of this research.

It is expected various developments in this research.
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Abstract

This paper explores the insurance company disclosures following the adoption of IFRS 17
Insurance Contracts. After the IASB discussed the making of accounting over a period of 20
years, it issued a new standard for insurance contracts, IFRS 17 in May 2017.IFRS 17 will be
effective from 1st January 2021. IFRS 17 replaces IFRS 4. IFRS 4 prohibits allowance for
claims such as catastrophes, and equalization provisions that are not in existence at the
reporting date. It requires a test for the adequacy of recognized insurance liabilities and an
impairment test for reinsurance assets. IFRS 4 offers the option of recognizing and measuring
insurance contracts in accordance with local GAAP insofar as the entity meets these
requirements. [FRS 17 provides a comprehensive framework to delineate insurance liabilities
on financial statements, and it is expected to provide useful information for investor decision-
making. However, the IFRS 17 has some options to record actual gains and losses of the
discount rate and does not provide a specific method to measure insurance liabilities. Lev and
Gu (2016), Srivastava (2014) and others show by time series data that the usefulness of
accounting information is in decline. Complicated and compromised accounting standards
have eroded the relevance of the information. Regulated standards require of an insurance
company not only appropriate disclosure but also proper profits allocation to stakeholders
such as insurees and creditors.
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1. Introduction
This paper explores the insurance company disclosures following the adoption of IFRS 17
Insurance Contracts. After the IASB discussed the making of accounting over a period of 20

years, it issued a new standard for insurance contracts, IFRS 17 in May 2017. IFRS 17 will
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be effective from 1st January 2021. IFRS 17 replaces IFRS 4. IFRS 4 prohibits allowance for
claims such as catastrophes, and equalization provisions that are not in existence at the
reporting date. It requires a test for the adequacy of recognized insurance liabilities and an
impairment test for reinsurance assets. [IFRS 4 offers the option of recognizing and measuring
insurance contracts in accordance with local GAAP insofar as the entity meets these
requirements. IFRS 17 provides a comprehensive framework to delineate insurance liabilities
on financial statements, and it is expected to provide useful information for investor decision-
making. The regulatory and organizational structure and disclosure policy in the insurance
industry have change significantly during 20-year period. In particular, an economic value-

based measurement became standard.

In regulatory structure, the International Association of Insurance Supervisors (IAIS) requires
in revised core principles in 2015 that the valuation requirements should reflect a total balance
sheet approach on an economic basis. EU has already adopted solvency capital requirement
(Solvency 1I ) based on economic measurement framework since January 2016. In
organizational structure, implementation of Enterprise Risk management(ERM) became
standard in insurance industries. ERM focuses on managing corporate total risk in order to
maximize the value. In the Implementation, insurers need to measure own capital based on
economic value. In disclosure policy, Embedded Value(EV) became popular in insurance
industries. EV is one of the economic measurement for a life insurance company’s economic
value. It is calculated by adding the adjusted net asset value and the present value of future
profits. The application of IFRS 17 is from January 2021. The purpose of this paper is to

examine how the IFRS 17 will affect the disclosure of insurance companies.

2. IFRS and Japan

IFRS is a single set of accounting and financial reporting standards developed by the
International Accounting Standards Board (IASB). Its mission is to develop IFRS Standards
that bring transparency, accountability and efficiency to financial markets around the world.
In 2002, European Union (EU) member states committed to requiring IFRS for all listed
corporations. Since 1st January 2005, European listed companies have started using [FRS in
their consolidated financial statements. After adopting IFRS in EU, over 100 countries have
adopted, have convergence plans with or allow the use of IFRS. According to the IFRS
Foundation, IFRS are currently legally approved for use in over 100 countries, including more
than two-thirds of the nations comprising the Group of Twenty (G20). 52% of Fortune Global
500 companies have adopted IFRS.



Since 2010, Financial Services Agency of Japan (FSA) has permitted eligible listed companies
to use IFRS to make their consolidated financial statements, instead of Japanese GAAP. IFRS
are not permitted to be used in statutory separate financial statements in Japan. FSA has not
yet come to a decision on mandatory application of IFRS. The number of companies that have
adopted IFRS on a voluntary basis rose to over 100 as of the end of May 2017, including

companies that have publicly announced their future application of IFRS.

3. Key features of IFRS 17

IFRS 4 prohibits provisions for possible claims under contracts that are not in existence at the
reporting date (such as catastrophes and equalization provisions). IFRS 4 requires increased
disclosure related to the explanation of reported amounts, including information on
accounting policies and significant assumptions. Despite all of these changes, there continues
to be a lack of consistency in accounting for insurance contracts, because IFRS 4 permitted
companies to use local GAAP except for the specific requirements outlined in IFRS 4. In
contrast to the requirements in IFRS 4, IFRS 17 provides a comprehensive model for
insurance contracts. The core of IFRS 17 is the building block model. This is illustrated in
Exhibit 1.

Exhibit 1 Building Block Model

Recognized in profit or

Contractual Service Margin _ _
loss over the service period

Risk adjustment for non—financial risks

Discount rate

L Fulfilment cash flows

Estimates of future cash flows

(HFT) Wrote it based on IFRS17

CSM represents the unearned profit for a group of insurance contracts. The entity will
recognize CSM as it provides services under the group of contracts over time. A measurement
of the present value of future cash flows, incorporating an explicit risk adjustment for non-

financial risks, is remeasured every reporting period (fulfilment cash flows). Changes in
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fulfilment cash flows that relate to future services will be added to or deducted from the
remaining CSM. The CSM cannot subsequently become ‘negative’. If the CSM has become
zero, any further unfavorable changes in estimates of the present value of future cash flows
are recognized in profit or loss. The discount rate need to be updated at the end of each
reporting period, based on the principle that the rate should reflect the characteristics of the
insurance liability. Entities can choose whether the effect of changes in discount rates (and
any other changes in assumptions that relate to financial risk) are recognized in profit or loss
or in Other Comprehensive Income(OCI). The 2013 ED did not have any such option and

required the effect of the change in discount rate to be reported in OCI.

4. Expectations for IFRS 17

When issuing IFRS 17, Mr. Hans Hoogervorst, chairman of the IASB, remarked that:

the insurance industry played a vital role in the global economy; high-quality information to
market participants on how insurers perform financially was therefore extremely important.
IFRS 17 replaced the current myriad of accounting approaches with a single approach that

will provide investors and others with comparable and updated information.

Insurance accounting has for many years proved a challenging topic for standard setters, preparers and
users, often described as a “black box”. The IASB expects IFRS 17 to contribute to increasing
the transparency of insurers. Meanwhile, voluntary disclosures such as the Embedded Value (EV)
have compensated for the shortage in accounting standards. EV is a common measure used in the life
insurance industry in North America, EU and Japan. It is calculated by adding the adjusted net asset
value and the present value of future profits of an insurance company. The present value of future
profits considers the potential profits that shareholders will receive in the future, while adjusted net

asset value considers the funds belonging to shareholders that have accumulated in the past.

IASB was criticized in discussion paper for accounting for insurance contracts in 2007 about EV as
follows.

(a) Embedded value approaches have been largely unregulated. As a result, there has been
diversity in their application.

(b) In the past, embedded values have generally been determined on a single best estimate
basis that does not reflect the full range of possible outcomes. This basis does not generally
address adequately embedded guarantees and options, such as embedded interest rate
guarantees.

(d) Embedded value attempts to reflect the economic cost of capital locked in by capital

requirements. T here is diversity in the way these cost of capital requirements are developed
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The IASB concluded in DP that current exit value is a more relevant measurement attribute

than embedded value, especially versions of embedded value that are not market-consistent.

IFRS 17 issued after a long discussion has transformed from current exit value to a
tulfillment CF approach. This method includes subjective elements that are inconsistent
with the market value. I[FRS 17 gave prepares some discretion. Whether the information
provided by IFRS 17 will provide valuable information for investor decision making will be
unknown. Like EV provides useful information, even if the discretionary elements are strong

in IFRS 17, the information is likely to be useful for investors.

The measurement model of IFRS 17 is complicated,. We need to pay attention to the
problems caused by this complexity. Lev and Gu (2016), Srivastava (2014) and other show
that the usefulness of accounting information tends to decline using time series data. In the
diversification of corporate forms, information society, the importance of information other
than formal accounting information is increasing. Complication of accounting methods and
compromising accounting standards will cause the usefulness of accounting information.
After the financial crisis, the IASB changed its direction to set accounting standards while
accepting diverse opinions. Although this makes it easy for preparers to adopt IFRS, it may

have lost the usefulness of information. We need to explore this issue in the future.

5. Conclusion

Apart from whether IFRS 17 can provide useful information for decision making, the
adoption of IFRS 17 as regulated disclosure has a certain significance.

Kothari et al. (2010) suggested that accounting standards are promoting the proper
distribution of capital among stakeholders. Regulated standards require of an insurance
company not only appropriate disclosure but also proper profits allocation to stakeholders
such as insurees and creditors. The adoption of IFRS 17 as regulated disclosure has a
different meaning than the disclosure on voluntary disclosure EV and regulatory structure.
The information disclosed based on the legal responsibilities of the insurance company leads
to provide fundamental information to stakeholders and facilitates interest adjustment

among stakeholders.
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