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Life Insurers 
-Review of FY01 Results: Working to Boost Finances- 

Yoshihiko Kamata and Arami Kurai  

1. New Policy Amounts and Policy Amounts in Force 

The major life insurers’ FY01 results were characterized by a deterioration in 
finances— lower solvency margin ratios and reduced equity capital. This was partly 
because of ongoing difficulties in the insurance underwriting business—the value of 
cancelled and lapsed policies exceeded new policy amounts, so policy amounts in 
force continued to decrease— and partly because falling share prices resulted in 
valuation losses on equity holdings and a decrease in unrealized gains. While some 
companies drew down funds from their reserves for risks and reserves for price 
fluctuations (which are regarded as part of equity capital) in response to the fall in 
profits, others added to these reserves, thus widening the gaps between companies. 
Some life insurers also raised funds or took out subordinated loans in order to boost 
their balance sheets, while others announced strategies—such as reviews of 
unprofitable businesses, cost cuts, and business mergers—that were bolder than those 
they had used previously. Japan’s life insurers have thus stepped up their measures to 
strengthen their operating bases. 

Total new policy amounts (including increases by conversion) at Japan’s 10 major 
life insurers rose for the second year in a row in FY01, climbing 5.5% to ¥120.22 
trillion. This was largely due to growth in group credit life insurance policies for 
housing loans and also because insurers took on group policies from other life insurers 
that had gone bankrupt, thus leading to a substantial increase in new policy amounts 
for group insurance.   

At the same time, new policy amounts for individual insurance policies, which are 
a major source of profits for life insurers, fell 1.1% to ¥104.80 trillion. Companies 
that saw strong growth include Taiyo Life, which is shifting from savings-type 
products to insurance-type products, and Asahi Life, Sumitomo Life, and Mitsui Life, 
which are enjoying strong sales of account-type products where it is possible to 
change the proportion of premiums that go to death/health insurance products and 
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savings, and Daido Life Insurance [8799] (Buy; ¥306,000), which has benefited from 
strong sales of non-participating term insurance.  

There has been steady growth in health-related insurance, although this has had 
little impact on new policy amounts, which mainly reflect insured amounts. Insurance 
premiums on Nippon Life’s new health/nursing care insurance policies rose 45% to 
¥75.4 billion (on a annualized basis). Mean while, Dai-Ichi Life, which sells 
American Family Insurance’s cancer insurance, acquired 320,000 new contracts, 
although these were not included in its new policy amount figures.  

There was a slowdown in the previously rapid growth in new policy amounts for 
individual insurance policies at companies not included among the 10 majors, such as 
American Family Insurance, Sony Life, and Tokio Marine Anshin Life. This was due 
to both (1) increased competition as a result of new entrants into the market and (2) 
increases in insurance premiums. 

Meanwhile, total policy amounts in force at Japan’s 10 major life insurers fell for 
the fifth successive year in FY01, slipping 2.4% to ¥1,549.51 trillion. This was largely 
because, while new policy amounts for individual insurance policies and individual 
annuity products fell slightly, the value of cancelled and lapsed policies rose again, 
climbing 5.5%, reflecting the debate about whether life insurers that look as if they 
might go bankrupt should reduce their assumed investment yields. Nevertheless, there 
were substantial differences between the individual insurers in terms of changes in the 
value of cancelled and lapsed policies—the value of cancelled and lapsed policies 
actually fell at Nippon Life, Dai-Ichi Life, and Daido Life.  

In addition, because the figures for new policy amounts include increases by 
conversion, they do not necessarily translate directly to an increase in policy amounts 
in force.  

The rate of decline in policy amounts in force for group annuity products has 
accelerated. As well as reflecting customers’ growing choosiness with regard to 
insurance companies, this is also because some companies, such as Asahi Life and 
Mitsui Life, have decided to reduce the size of their group annuity businesses, while 
others have been trying to encourage customers to sign contracts with affiliated 
investment consultancy companies rather than with themselves because of the 
difficulty of managing assets in the current low-interest-rate environment and in view 
of the risk to liquidity posed by the possibility of an increase in policy cancellations if 
interest rates were to rise in future. 
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The major life insurers, including Nippon Life, have launched new group annuity 
products with deductions for repayments and an assumed investment yield on the 
general account of 1.25% for the defined contribution corporate pension system that 
started in April 2002. They plan to lower the assumed investment yield on old-style 
general account group annuity products with no deduction for repayments from 1.5% 
to 0.75%. 

Although the life insurers face asset management risk in their group annuity 
product businesses because of the low level of interest rates, we believe that falling 
policy amounts in force for group annuity products should have little impact on the 
insurers’ overall results because this business makes little contribution to profits.  
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2. Profits 

Total core profits (which are equivalent to operating profits) at Japan’s 10 major 
life insurers dropped 0.8% in FY01 to ¥2.07 trillion. The fall in core profits was thus 
less than the fall in policy amounts in force. We put this down to a number of 
temporary factors: 

(1) At companies with a substantial amount of policy cancellations, drawdowns 
from their liability reserves exceeded the funds returned to policyholders on the 
cancellation of their contracts, so profits rose in the short term. 

(2) Dai-Ichi Life switched from the fixed-percentage method to the straight-line 
method for calculating depreciation and this boosted its profits by ¥11.7 billion. 

(3) Daido Life recorded profits of just under ¥10.0 billion from the redemption 
of overseas mutual funds. 

Although total business costs at the 10 major life insurers fell 1.2% to ¥2.67 trillion, 
business costs rose at companies that enjoyed rapid growth in their new policy 
amounts because of the increase in the costs of acquiring new contracts. In the 
accounts of Japan’s life insurers, which are drawn up in accordance with Japanese 
accounting practices, income comes from contracts acquired in the past, whereas the 
costs of acquiring new contracts are not deferred but written down as costs arising 
during the period in question. This means that profits are squeezed when new policy 
amounts increase.  

It used to be the case that different companies used different methods to calculate 
their negative spreads, but they now all have to use the same method, starting with the 
FY01 accounts. This method is: (yield on asset management profits included in core 
profits – average assumed investment yield) x liability reserves on the general account. 
The yield on asset management profits included in core profits is: (asset management 
profits included in core profits – interest on reserves for dividends)/general account 
liability reserves. General account liability reserves are: the average of liability 
reserves at the beginning of the period, excluding reserves for risks, and liability 
reserves at the end of the period (excluding any increase due to the assumed 
investment yield). 

If we recalculate negative spreads in FY00 using the new method in order to 
compare the figures for FY00 and FY01, we see that the total negative spread at 
Japan’s 10 major life insurers fell from ¥1.31 trillion in FY00 to ¥1.25 trillion, a drop 
of ¥64.5 billion. Taiyo Life saw a substantial decrease in its negative spread because 
its average assumed investment yield fell as savings-type insurance policies taken out 
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when interest rates were high reached maturity. In the case of Daido Life, its negative 
spread also dropped sharply because of profits from the redemption of overseas 
mutual funds.  

Each company’s average assumed investment yield depends on the proportion of 
its total portfolio accounted for by group annuity products, for which any change in 
assumed investment yield has to be applied to all policies, and the proportion of its 
total portfolio accounted for by whole life insurance policies and individual annuity 
products, where the assumed investment yield is fixed for a long period. Asahi Life’s 
average assumed investment yield rose in FY01 because of a sharp decline in group 
annuity products. (Figure 4) 

Total transfers to reserves for dividends to policyholders at the 10 majors fell to 
¥415.0 billion in FY01, down ¥165.2 billion from FY00. We think this was because, 
at many companies, the decrease in extraordinary dividends paid when a contract is 
terminated led to a decrease in the maximum amount of reserves for dividends and 
thus resulted in a decrease in transfers. Actual dividend payments were greater than 
transfers to reserves for dividends, because they also included drawdowns from 
reserves for dividends. 

Adjusted core profits—core profits minus transfers to reserves for dividends to 
policyholders—are an indicator of the profits that belong to the company (or the 
shareholders). Total adjusted core profits at Japan’s 10 major life insurers rose 9.8% to 
¥1.66 trillion in FY01. However, we think this was partly because core profits were 
inflated by one-off factors and partly because transfers to reserves for dividends to 
policyholders were lower than the actual dividend payments. Thus, real adjusted core 
profits were smaller than this. 

We have also looked at the life insurers’ profitability in terms of their core profits, 
their adjusted core profits, and their core profits excluding negative spreads, divided 
by the assets in their general accounts. We believe that core profits excluding negative 
spreads are more or less the same as the total of mortality profits and cost profits—in 
other words, the total of the three sources of profits (mortality profits, cost profits, and 
investment return profits (currently investment return losses)—minus investment 
return profits (or losses). In Figure 3, core profits excluding negative spreads, divided 
by general account assets, are shown as profitability 3. This indicator tends to be 
higher for companies with high proportions of high insured amount insurance 
products, which produce substantial mortality profits, and for large companies, which 
tend to have higher cost profits. 
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Figure 3  Core Profits and Profitability 
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Although core profits fell only slightly, total recurring profits at Japan’s 10 major life 
insurers dropped a massive 68.2% to ¥565.8 billion in FY01. We put this down to net 
losses on marketable securities of ¥1.06 trillion (a deterioration of ¥1.46 trillion 
relative to FY00), most of which were due to markdowns of equities. 

Some companies drew down funds from their reserves for risks, which they had 
built up to protect themselves against the risks posed by their assumed investment 
yields, but this was not enough to cancel out their equity-related losses completely.  

Taiyo Life recorded a one-time loss of ¥57.4 billion in FY01 from transfers to its 
liability reserves (on its income statement this is included in drawdowns from liability 
reserves of ¥287.1 billion) resulting from the tightening of its reserve accumulation 
standards. In the same period, it also drew down ¥52.6 billion from its reserves for 
risks. Basically, it cut the assumed investment yield on its individual annuity products 
with an assumed investment yield of 5%, on which it had already started paying 
pension benefits, to 1%, and increased its liability reserves. It could be said that it 
used reserves for risks accumulated in the past to dispose of the burdens arising from 
negative spreads expected in the future, so its negative spread should decline 
substantially from FY02 onward.  

Considerable importance is attached to life insurers’ net income, which affects the 
source of funds for dividends to policyholders. Net recurring profits and net 
extraordinary gains are both sources of net income. Total net income at the 10 majors 
dropped 57.3% to ¥333.3 billion in FY01. This was because, although there were 
extraordinary gains, owing to drawdowns from reserves for price fluctuations, for 
example, these were exceeded by extraordinary losses arising from such things as 
losses on the disposal of real estate and movables and the continued amortization of 
temporary discrepancies related to retirement benefit liabilities (ie, unfunded pension 
liabilities).  
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 Figure 4  Investment Yields on Asset Management Profits Included in Core 
Profits and Assumed Investment Yields 

Source:  Nomura, from companies' results documents 

Nippon Life included in its extraordinary gains ¥100.2 billion in profits on the 
revaluation of securities under Article 112 of the Insurance Business Law. Meanwhile, 
Asahi Life recorded net losses of ¥149.5 billion because of extraordinary losses of 
¥152.5 billion arising from the disposal of equities in order to strengthen its balance 
sheet.

While some companies drew down funds from their reserves for risks and reserves 
for price fluctuations, which are regarded as part of equity capital, other companies 
increased these reserves. It thus appears that the differences between the individual 
life insurers in terms of their financial strength have grown. 
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3. Finances 

The average solvency margin ratio of the 10 major life insurers dropped 49.7 
percentage points year on year to 628.2% at the end of March 2002. This was because, 
although the total amount of risk (the denominator) fell, mainly thanks to a reduction 
in asset management risk as a result of the sale of equity holdings and the fall in the 
market value of equity holdings owing to the fall in share prices, there was an even 
greater fall in the solvency margin—the numerator—owing to the decline in 
unrealized gains on securities. However, Yasuda Life, Mitsui Life, and Daido Life saw 
their solvency margin ratios rise—in Yasuda Life’s case because it reduced its asset 
management risk by hedging its equity holdings, in Mitsui Life’s case because it 
raised funds, and in Daido Life’s case because it recorded an increase in unrealized 
gains on marketable securities after switching its bond holdings for group annuities 
from bonds to be held to maturity to other marketable securities. 

Net asset value, which serves as a yardstick for determining whether or not an 
insurer is effectively insolvent, totaled ¥13.66 trillion at the 10 majors at end-March 
2002, down 21.6% year on year, more or less mirroring the fall in the total solvency 
margin. 

At some companies, the solvency margin was greater than net asset value, while at 
others the reverse was true. This is because the solvency margin includes subordinated 
loans, deferred tax assets, future profits, and unrealized gains/losses on other 
marketable securities only, while net asset value does not include subordinated loans, 
deferred tax assets, or future profits, but does include unrealized gains/losses on bonds 
to be held to maturity and debt securities matched to liability reserves.  

At the end of March 2002, total capital at the 10 major life insurers was up ¥421.5 
billion year on year to ¥5.95 trillion. However, this was largely because Nippon Life 
booked ¥1.40 trillion in valuation gains as a result of adopting mark-to-market 
accounting in FY01. If we exclude this extraordinary factor, total capital actually fell, 
largely because of a decline in valuation gains.  

To counter this trend, many insurers are taking steps to raise funds in order to 
strengthen their balance sheets and boost their retained profits. In FY01 Asahi Life, 
Yasuda Life, Mitsui Life, and Fukoku Life all raised funds. This resulted in increased 
capital for Asahi Life and Mitsui Life.  

In FY02, too, we expect to see continued efforts to beef up finances and boost 
retained profits, with planned fund-raising amounting to ¥150.0 billion at Nippon Life, 
¥80.0 billion at Dai-Ichi Life, ¥60.0 billion at Meiji Life, and ¥11.0 billion at Asahi 
Life.
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4. Asset Management 

At end-March 2002, total general account assets at the 10 major companies were 
down by just under ¥3.9 trillion to ¥149.9 trillion, mainly because of a decline in the 
market value of their equity holdings. However, general account assets at Nippon Life, 
which introduced mark-to-market accounting in FY01, rose by ¥2.7 trillion, reflecting 
the market value of its equities. 

Figure 9  Breakdown of General Account Assets at End-FY01 

Source:  Nomura, from companies' results documents 
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The main distinguishing feature of the life insurers’ FY01 results with regard to 
asset management was that many companies reduced their lending because of 
sluggish demand for funds and cut back their investments in money trusts and equities 
(risk assets). At the same time, however, as US interest rates fell, they also increased 
their investment in overseas bonds, after hedging the exchange rate risk.  

Unrealized gains on securities at the 10 major life insurers totaled ¥4.49 trillion at 
end-March 2002, down ¥3.13 trillion from a year earlier. This is mainly because of a 
decline in unrealized gains on equities from ¥4.42 trillion in FY00 to ¥1.87 trillion in 
FY01.

Sumitomo Life, Asahi Life, Yasuda Life, and Mitsui Life all had unrealized losses 
on equities, and three out of these four, excluding Yasuda Life, were also saddled with 
unrealized losses on their overall securities portfolios. There were sizable differences 
between individual players, though, with Nippon Life alone notching up unrealized 
gains on equities totaling ¥1.71 trillion. 

Moreover, as of end-September 2001, of the 10 majors, only Nippon Life had debt 
securities matched to its liability reserves, but by the end of FY01, six companies did. 
We think that this is because bonds are user-friendly, as this category of securities can 
be sold off to match the duration of the owner’s liabilities, and also because they can 
be valued at cost. 

Figure 11 sets out the book prices of equities in general accounts at end-March 
2001 and end-March 2002. It also shows our estimates of the value of equities that the 
life insurers sold off, based on their net capital gains on equities in FY01, and 
assuming that their equity portfolios remained the same. According to our calculations, 
the 10 majors sold equities totaling just under ¥1.8 trillion in FY01, which we think 
included contributions to ETFs. We calculate that Sumitomo Life, Asahi Life, and 
Mitsui Life made the largest reductions in the value of their equity holdings. 

We also tried to calculate the impact of equities on total risk, the denominator in 
the solvency margin ratio. Asset management risk for equities is calculated as follows: 
market value of equity holdings x 10% x 70% (portfolio diversification effect). We 
then calculated this risk as a proportion of total risk. The real asset management risk 
of equity holdings as a proportion of total risk is in fact smaller than this, but the 
figures nonetheless allow us to compare the individual insurers. 
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Figure 11  Indicators Related to Equities on the General Account 

Figure 12  The Outstanding Balance of Subordinated Loans 

Source:  Nomura, from companies' results documents 
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Our calculations show that risk associated with equity holdings is greater at major 
Japanese life insurers than at their overseas counterparts, and that there are sizable 
differences between individual insurers in this respect. We believe that, from now on, 
Japan’s life insurers will need to trim their equities further in order to reduce their 
asset management risk and thus raise—and stabilize— their solvency margin ratios.  

Figure 12 shows subordinated loans as a proportion of total lending on the general 
accounts of the 10 major life insurers. The outstanding balance of subordinated loans 
at the 10 majors at end-March 2002 was down 10.3% year on year to ¥4.61 trillion, 
marking a slide of 30% from the level at end-March 1998. We think this is because 
the insurers have been reducing their new lending, while at the same time the 
fixed-term subordinated loans issued in the past have been reaching their repayment 
dates.

Meanwhile, while no figures are actually disclosed, we think that there has been an 
increase in the amount invested by the life insurers in preferred securities and 
subordinated bonds issued by major banks, leading us to conclude that there has been 
little decrease in the life insurers’ exposure to the banking sector. When life insurers 
raise funds, major banks in the same financial group are frequently major investors, 
which means that the relationship of interdependence between banks and life insurers 
has, if anything, grown. 

For life insurance companies, the problem of non-performing loans is less than that 
of the risk of fluctuations in the prices of their marketable securities, and tends to have 
a smaller impact on earnings. As of the end of March 2002, non-performing loans at 
the 10 majors, disclosed in accordance with the Financial Restructuring Law totaled 
¥570.5 billion, down ¥193.5 billion from a year earlier. The figure represented 1.2% 
of total credit extended, down 0.3 percentage point year on year. 

For FY02, we think that core profits will continue their downward trend as policy 
amounts in force fall and continued low interest rates result in substantial negative 
spreads.

Against this backdrop, we think the challenges for FY02 will be (1) to pare down 
risk by shedding equity holdings and scaling back group annuity operations on the 
general account and (2) to beef up balance sheets and retained profits by raising funds 
and cutting dividends to policyholders.  
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Of Japan’s 10 major life insurers, 9, excluding listed Daido Life, apparently plan to 
change their articles of incorporation at their July general members’ meetings so that 
they can change their maximum dividends to policyholders from the current 80% or 
more of their surplus available for dividends at the end of term to 20% or more. This 
will enable them to pour profits resulting from capital gains and other means back into 
retained profits, even if they keep dividends at the same level as before. 

As far as shoring up their finances and retained profits by raising funds is 
concerned, we think that most efforts will take the form of fund-raising from 
institutional investors through the issuance of fund-backed securities, as major banks 
in the same financial group increasingly lack the capacity to act as major investors. 
However, as the number of companies able to issue such fund-backed securities is 
likely to be limited, we think there is a possibility of increased polarization between 
companies able to expand operations by raising funds and those that aim to raise 
solvency margin ratios by paring down risk. 

Another key issue, in our view, is that the restrictions on banks selling insurance 
products over the counter are due to be lifted in October. Because of the current low 
level of interest rates and the stock market slump, the environment for sales of 
individual variable annuities, which look set to be the main insurance products sold 
via banks, cannot be described as ideal. Nevertheless, we think these products are 
likely to become the next-biggest product after investment trusts as far as the banks 
are concerned, thanks in part to their high commissions. We therefore think it will be 
worth watching how each life insurer develops its product line-up and sales channel 
policy. 


