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Fairness and Equity of Current Contribution Basis Allocation for
Demutualization in Japan

Keisuke Wagatsuma

Financial Services Agency
(Doctoral Course, Graduate School of Science, Kyoto University)
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Abstract

Currently, as for the basis for allotment of shares when a mutual insurance company
demutualizes, we adopt the contribution basis which allocates shares according to
their contribution to the retained earnings at demutualization. However, the retained
earnings will continue to be formed by the continuation of policies after
demutualization, and economic nature of the retained earnings which formed before
and after the demutualization is similar because they are based on the same type of
msurance contract. Nevertheless, there are not enough methods to attribute the
retained earnings formed after the demutualization to newer policyholders, therefore
the newer policyholders will be disadvantaged. The method using the contribution
which takes into account the future profits used in practice does not solve the problem
completely as well, due to the limitations on practice. And, fairness and equity in the
case of early surrender is not guaranteed by either method.
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