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IFRS17 “Insurance Contract” Effect Analysis

—Assuming application to Japan—

Name Takefumi Ueno, Ph.D.

(Occupation Information and Management, University of Shizuoka)

[Summary]

In this study, I analyzed the effects of the adoption of IFRS17 “Insurance
Contracts”. After the IASB(International Accounting Standards Boards)
discussed the development 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 2022. IFRS 17 replaces IFRS 4.

Hans Hoogervorst, IASB Chairman, said: “The insurance industry plays a
vital role in the global economy; high-quality information to market
participants on how insurers perform financially is therefore extremely
important. IFRS 17 replaces the current myriad of accounting approaches
with a single approach that will provide investors and others with
comparable and updated information.”

This study focused on the process of the application of IFRS 17. TASB
proposed a new accounting treatment in IFRS 17. For example, insurance
companies(insurers) must disassemble each insurance element and
reevaluate them every period. IFRS 17 is the first international standard for
insurance liabilities to be applied. Its accounting practices do not yet exist
and are in the process of being established. There are concerns about whether
IFRS 17 will actually be applicable.

The actuaries are more responsible for the enforcement of IFRS17 than
were other standards. This is similar to IAS19 employee benefits. There is
an urgent need to develop actuaries that can prepare financial reports in
accordance with IFRS17. In addition, an audit that can understand the work
of the actuary will be necessary. This is because the certified public
accountant (CPA) is ultimately responsible for auditing whether financial

reporting complies with accounting standards.



While peparers and users of IFRS welcome unified accounting practices by
IFRS 17, they are concerned that the standard is too complex and that it is
not in existing accounting practices. There are still many challenges to
prepare for the application of IFRS 17 in practice.

What is concerned about the impact of IFRS 17 on accounting practices is
the burden of accounting personnel preparing financial statements, actuaries
performing mathematical calculations, CPA performing audits, and the
establishment of an internal control system corresponding to IFRS 17 will be
quite large. Under IFRS 17, there are concerns about the impact of the
application of standards on the net asset volatility and product design, but
these issues cannot be overlooked. The fact that IFRS 17 is difficult to apply
unless it meets a certain level of human resources.

In this situation, JAA (International Actuary Association) provides a lot of
detailed input information as mentioned above, and these resources will be
helpful to the countries concerned. The exchange of opinions among the
parties is also expected to accelerate toward the application of the standard,
and the transition to IFRS 17 will be a common issue for the IASB and related
organizations. This series of movements, that is, the situation that is being
studied toward the application of IFRS17, will be a process for the related
human resources to accumulate practical know-how in the future as well as
a learning process.

Japan is in a unique position that is different from this situation. In Japan,
where there are no plans for mandatory application of IFRS, there is no
urgency due to the application of IFRS17. Of course, it seems that
preparations are underway in the non-life insurance industry that is
considering applying IFRS as a voluntary application. However, companies
that mainly leading life insurance companies (Nippon Life, Dai-ichi Life,
Meiji Yasuda Life, Sumitomo Life) are still in consideration with low
motivation to voluntarily adoption of IFRS. Of course, although there seems
to be various simulations within the company, compared to mandatory
adopting countries, the motivation for this global project (practical response
toward compulsory application of IFRS17) is low for them.

It can be understood that the impact (including economic impact) of IFRS
17 can be avoided. However, it must be taken as a fact that Japan has been
placed in a different position for one global event, the transition to IFRS17.
At present, attention should be paid to the process of “How can we provide
high-quality financial information?” Under a principle-based standard such

as IFRS to make a decision of IFRS17 that includes complex processes. Under
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such circumstances, attention should be paid to the negative aspects of Japan
that has lost the opportunity to consider IFRS17's practical responses that
other countries have. It is possible to catch up when IFRS17's practical know-
how is established, and it may be that the impact of delays is negligible. In
any case, it will be necessary to understand Japan’s unique circumstances in

which Japan is located, and take measures to take into account losses.

Contents :
1. International standardization of accounting standards
2. TASB insurance project and IFRS17
3. Expectations and challenges for IFRS17
4. Future issues from the perspective of enforcement
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Current Conditions of Genetic Testing and
Discrimination in Japan
—Recommendations to Resolve Misunderstandings
between Consumers and Insurers—

Tomoka Miyachi
(Professor, Faculty of Commerce, Takushoku University)

[Summary]

Recent progress in the field of genetics is remarkable. New
technologies such as genome editing and genome therapy are
progressing for people with congenital intractable diseases or
terminally ill patients. However, along with many benefits, it has
been pointed out from various aspects that ethical, legal and social
problems may be caused by technological innovation in the genetic
field. "Genetic discrimination" in insurance which is the theme of
this paper is also one of them.

According to the website of the U.S. National Library of Medicine,
"Genetic discrimination occurs when people are treated differently
by their employer or insurance company because they have a gene
mutation that causes or increases the risk of an inherited disorder.
Fear of discrimination is a common concern among people
considering genetic testing ".

In Japan, research on genetic discrimination is advancing in the
fields of ethics and law. There are also many statements from
doctors and genetic counselors who have daily contact with patients
suffering from genetic discrimination. According to a survey on
awareness of genetic discrimination conducted by the Ministry of
Health, Labour and Welfare research team for the first time in
Japan in 2017, the percentage of people who think they have been
discriminated against in terms of marriage, labor, insurance, etc.,
was 3.2%. 71% of people from the survey desire for regulatory control
over the use of genetic information also underscores public concern

about the handling of genetic information.



In recent years, many problems have been pointed out, such as
nonpayment of insurance claims. These problems are partly caused
by the gap in awareness, knowledge and information between
insurance companies and policyholders.

There are also many cases in which insurance contracts fail to gain
the full understanding from the general public, such as how
underwriting should be done and how to calculate lost profits.
Against this background, insurance companies and industry groups
have not been actively providing information on genetic testing and
insurance issues. However, such a passive attitude by insurance
companies and industry groups may cause misunderstanding and
distrust among consumers.

In the first place, is it actually genetic discrimination to use the
current health information that insurance contracts stipulate in
underwriting? The basic idea of private insurance is that
premiums rise when the risk is high and lower when the risk is low.
Therefore, setting high premiums does not necessarily lead to
discrimination. Currently in Japan, insurers do not require
consumers to undergo genetic testing when they purchase insurance,
nor do they require consumers to disclose the results of genetic
testing they have already received. Therefore, at the very least
discrimination based on genetic testing should not exist in terms of
insurance underwriting.

However, since it is true that everything including height, weight,
and eye color is greatly influenced by heredity, it can be pointed out
that the meaning of "genetic discrimination" also changes according
to what people consider to be "genetic information". The survey
results by the Ministry of Health, Labour and Welfare research team
described above are not objective facts, but are based on the
subjective awareness of the respondents themselves. Therefore, it is
not clear what the respondents define as "genetic discrimination"
and the respondents' knowledge and amount of information on
insurance are unknown. But what i1s important to insurers and
industry associations is the fact that "some people think they've
been genetically discriminated".

The underwriting of insurance and insurance payouts, and other
benefits are often not clear to consumers because of the need to

address problems related to adverse selection and moral hazard.
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Also, for various reasons, insurance companies and industry
associations may not be able to respond clearly to questions from
consumers such as "Why can't I get insurance?" and "Why insurance
claims and benefits are not paid?". However, even though it is
difficult to provide detailed explanations about individual insurance
reasons for rejections, higher premiums, and no payouts by
insurers, insurance companies and industry associations need to
disclose information and provide opportunities for consumer
education to help consumers understand the basic concepts of
insurance business practices.

With regard to genetic testing and insurance, it can be inferred
that there is a considerable amount of distrust and resentment
arising from consumers' lack of understanding and
misunderstanding of the basics of private insurance. Some of that
distrust and backlash will diminish as insurers and industry groups
deal sincerely with consumer concerns and discontent. It is also
necessary for insurers to make consumers understand that
incorporating high risk into an insurance group increases the risk of
the insurance group as a whole, increases the burden of insurance
premiums for the insurance group as a whole, and increases the
burden on individual members of the insurance group.

In addition, insurance companies and industry associations must
anticipate changes in public opinion and the social environment,
such as what kind of insurance products are to be offered in the
future, how fairness among policyholders is to be considered,
whether risk categories should be relaxed or further segmented. In
order to fill various gaps (i.e. knowledge of insurance, how insurance
is created, how payouts are decided, etc.) between consumers and
insurance companies, administrative authorities and supervisory
authorities are required to convene committees and hold
symposiums, and to provide guidance from a neutral and objective

standpoint for both consumers and insurers.
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Securitization as an alternative investment

~What kind of securitization are desirable? ~
TOMOKO Moriya (Kaetsu University)

Currently, problems and issues are being made of the outcome
of management by institutional investors and financial
institutions. A major problem, even among financial institutions,
is the management difficulties of regional banks in particular.
Because of this, it is not an exaggeration to say that over the past
ten or more years, the main business of regional banks has moved
away from lending and are now dependent on profits made from
operating securities. Thus, regional bank performance in 2018
showed ongoing slumps in lending, but also in investment
management. It is in such as environment that Japan Post Bank is
striving to increase profits, namely by keeping an eye on
alternative investments.

Moreover, in 2019, CLOs in the US were reported as targets for
aggressive alternative investments, with such investments made
by mega-banks and the Norin Chukin Bank. Because CLOs
distribute risk by placing multiple loans into a single pool, they
have the benefit of keeping default rates low. Thus, they are one
type of financial product attractive to investors. However, these
US CLOs are pooled as collateral assets for loans of low-rated
companies. They are therefore thought to generate a high return.
It is not overstating things to say that lessons have still not been
learned from the global crisis brought on by the pooling of sub-
prime loans.

On the other hand, it has been noted that the rapid
development of the global economic environment in the past
several years seems to be strengthening asset management.
Alternative investments are seen as having the potential to
become growth factors in the future, and because of this, they are
expected to generate long-term, sustained returns. Thus, they are
growing exceedingly in Europe and the U.S., and are highly
praised as a market of interest.

This study explains what these continually growing alternative



investments are, and then considers the situation of Japan’s
institutional investors to show why alternative investments are
accepted by financial institutions. By providing herein an
overview of asset management within major Japanese insurance
firms and pension funds, the paper states that alternative
investments are in the process of being accepted by institutional
investors in Japan as well. Further, the paper revisits the question
of the importance of securitized products to emphasize the
possibility of securitized products becoming targets for
alternative investments. In addition, it notes the current issues of
whether securitized products are assets that should be targets for
alternative investments, and what kind of securitized products
can reduce risk. In doing so, the paper introduces the STS
securitization that was implemented in January 2019 based on
strict rules created in Europe over many years. Finally, based on
circumstances in European markets, the paper argues for the
importance of alternative investments as holding the possibility

of global growth.



