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As the new regulations (IFRS17, K-ICS) assess insurance liability at market values, 

adjusting insurance liability, which is sensitive to interest rates, can be more efficient 

than increasing asset duration and capital in response to regulatory changes. Since  

IFRS17 and K-ICS measure liabilities at market values, if the duration of the liability 

is longer than that of the asset, the capital will be reduced as the amount of increased 

liability is larger than the amount of increased asset with the drop of interest rates. 

In addition, it takes a considerable amount of time and costs to increase the duration 

of assets by purchasing long-term bonds or to expand capital by issuing new stocks 

and subordinated bonds.

There are three ways to restructure the insurers’ liabilities; transferring contracts to 

reinsurance (coinsurance), shifting to other insurers (transfer), and purchasing the 

contracts back from policyholders (buy-back). However, as the market values are used 

at the time of the contract evaluation, costs may ensue if the current book value is 

lower than market value.

Capital Management through Restructuring of 

Insurers’ Liability

In order to cope with the regulatory changes (IFRS17, K-ICS), which evaluate  insuranc

e liability with market values, insurers need to increase asset duration and capital; how

ever, it is more efficient to adjust insurance liability, which is sensitive to changes in 

interest rates. There are three ways to restructure the insurers’ liabilities; transferring 

contracts to reinsurance (coinsurance), shifting to other insurers (transfer), and purchas

ing the contracts back from policyholders (buy-back). The insurers can apply the meth

ods appropriate to the companies, considering the overall characteristics such as trans

action parties, continuation of the contract, and agreement by policyholders. The FSC 

needs to improve the relevant regulations swiftly so that the proposed liability restruct

uring methods can be implemented in a timely manner.
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Coinsurance is a reinsurance in which insurers transfer not only the insurance risk but 

also other risks, including interest rate risk, to reinsurers. In general, both assets and 

liabilities are transferred together; however, modified types are also available that assets 

are managed by the insurers but liabilities are transferred to reinsurers. Insurers in 

the United States, Japan and Europe also use coinsurance to manage interest rate risks, 

lapse risks, and so on.

The buy-back is to re-purchase the contract from the policyholders and terminate the 

contracts. The insurers buy the contracts from the policyholders with an additional 

premium on top of the cash surrender value. The Belgian life insurers pay 10 to 30% 

of the premium on high interest rate contracts and buy policies back. After the quotation 

of the premium, it will be processed in the form of receiving policyholder's applications 

for a certain period (1 to 3 months).

Transfer is to shift the assets and liabilities of targeted transfer policies to another 

insurers. If policyholders with more than one-tenth of the total number or one-tenth 

of the total amount of the targeted transfer policies object to transfer, the policies cannot 

be transferred. Allianz Taiwan transferred the policies to China Life Insurance Company 

with an applicable interest rate of 4% or more.

<Figure 1> The Comparison between Traditional Reinsurance and Coinsurance

<Traditional Reinsurance> <Coinsurance>



The insurers can apply the method that is appropriate for the companies, considering 

the overall characteristics such as transaction parties, continuation of the contract, and 

agreement by policyholders. 

It is necessary to choose the right methods in accordance with the company’s situation, 

considering which of the reinsurer, insurer, or policyholder to choose, whether to 

maintain the contract, and to obtain the agreement of policyholders.

<Table 1> The Comparison among Methods of Restructuring of Insurers’ Liability

On the other hand, the Financial Services Commission and Financial Supervisory Service 

should improve the regulations swiftly so that the proposed liability restructuring can 

be implemented in a timely manner, considering the fact that the time required for 

the implementation is not sufficient.
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<Figure 2> The Comparison between Buy-back and Transfer
<Buy-back> <Transfer>

Classification Coinsurance Buy-back Transfer

Transaction party Insurer ↔ Co-insurer Insurer ↔ Policyholder Insurer ↔ Insurer

Maintaining the contract ○ Ⅹ Ⅹ

Agreement of policyholder Ⅹ ○ △


