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Abstract

Abstract

With release of the newly issued accounting standard for business
enterprises, this dissertation investigates problems involved with asset
and liability management ( ALM) after the application of this stand-
ard.

In chapter one, the background and characteristics of implemen-
ting the new standard in insurance industry are analyzed. ALM in life
insurance companies faces not only risks of economic mismatch mainly
represented by interest risk, but also risks of accounting mismatch due
to changes of accounting policy. The accounting mismatch is mainly
driven by application of the newly issued accounting standard.

In chapter two, deductive approaches are applied to study two
standards that have important influences on the ALM; Accounting
Standard for Enterprises No.22 - Recognition and Measurement of
Financial Instruments and Accounting Standard for Enterprises No. 25
— Direct Insurance Contracts. It is pointed out that unbalanced appli-
cations of fair value create accounting mismatch via measurements of
financial instruments. To resolve the problem, currently security regu-
lators require life insurance companies to follow standardized measure-
ment procedure on reserves and to test the abundance of the reserves
as well; however these requirements are merely temporary solutions to
the problem of accounting mismatch.

In chapter three, the concept of fair value, its attributes of meas-

urements and theoretical characteristics are discussed. Special atten-
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tion is paid on the development of fair value definition and TASB two
_ level measurement approach, indicating that more evidences are
supporting the fair value measurement due to its ever expanding roles
and history increasing applications.

In chapter four, fair value concept is applied to current pricing
methods of existing life insurance products and valuation methods of
reserves. The study indicates that such measurement lacks “fairness”
mainly because it neglected various values of embedded options. The
second reason is that the measurement approach follows common actu-
arial rules of regulatory institutes, revealing that liability assessment is
based on “liquidation hypothesis” which is non — compliant of interna-
tional accounting standard in “transfer liability” .

In Chapter five, from the perspective of the newly issued ac-
counting standard, differences of asset allocations among life insurance
companies are studied based on financial reports of insurance compa-
nies. In general, life insurance companies lack visions in allocating
assets with guidance of liability, in fact, short term gain is still the
main target of the current asset management. Different asset alloca-
tions are constrained by both uncertain capital market and targets of
investment return. Moreover, accounting mismatch exasperates the
difficulty of asset allocations from life insurance companies; hence, it
is becoming even more difficult to reach a balance point among stabili-
ty, profitability and liquidity.

In Chapter six, studies are carried out for fair value measure-
ments of liability with specific focus on a participating life insurance
policy. It is found that application of fair value measurements is limit-
ed by their underlying hypothesis. In addition, the high cost of fair
value measurements poses obstacles in their applications. Currently a

feasible approach is to adjust risk via dynamic discount rates.



Abstract

The main conclusion and contributions of this dissertation are
summarized below.

1. Demonstrate that application of the newly issued accounting
standard results in serious accounting mismatch in asset and liability of
life insurance companies.

2. Perform case studies on accounting reports of life insurance
companies, indicating that the approach currently employed by life in-
surance companies in purely asset allocation, though intended for re-
solving the accounting mismatch, is constrained by uncertain capital
market and targets of investment return. Moreover, the accounting
mismatch exasperates the difficulty in asset allocation, rendering it
more difficult to achieve a balance point among stability, profitability
and liquidity. It is therefore recommended to refine the abundance test
of reserves from life insurance companies.

3. Construct a fair valuation model of participating policy where
(1) asset includes cash, bond and stock; (2) risk - free rate of in-
terest follows Merton model. It is found that the application of fair val-
ue measurements is constrained by their underlying hypothesis and
high cost of valuation.

Key Words: accounting standard for enterprises, asset, liabil-

ity, fair value, accounting measurement, accounting mismatch
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