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Impact Analysis of K-ICS and Response Strategies for
Insurance Companies

The solvency system in the Korean insurance industry was implemented in 2023.
Under the K-ICS (Korea Insurance Capital Standard), the solvency ratio is
calculated similarly to the RBC (Risk-Based Capital) system by dividing available
capital by required capital. However, it differs in valuation methods and
measurement targets, particularly in the market valuation of assets and
insurance liabilities, the range of risk assessment targets, and the precision of

risk measurement methods.

Given the significant impact of the K-ICS system on insurance company
management, we examined the changes in solvency ratios following its
implementation, including a comparison of ratios with and without transitional
measures and an analysis of the reduction effects as these measures are phased
out. By comparing the basic capital solvency ratio with the overall solvency
ratio and examining shifts in the components of available capital, we found that
the "excess amount beyond the surrender value within the cash surrender value

deficiency" in supplementary capital substantially impacts the solvency ratio.

Additionally, various impact analyses were conducted, including the capital
requirement proportions by risk for life and non-life insurance companies,
comparisons of risk-adjusted capital returns after system changes, and the
sensitivity of solvency ratios to interest rate changes. These analyses highlight
the importance of capital management strategies tailored to the unique

characteristics of the K-ICS framework.



Capital management strategies proposed for insurance companies under K-ICS
include not only conventional methods, such as paid-in capital increases and
issuing capital securities, but also more tailored approaches, like expanding
derivatives (e.g., 30-year treasury bond futures), boosting sales of
protection-type products, and recalculating capital reductions—strategies that

differ significantly from those used under the RBC framework.

Financial authorities should improve the system to enhance the quality of
available capital and manage required capital in solvency ratio calculations.
Introducing liability restructuring options, such as contract buybacks and
transfers, would enable insurance companies to manage their capital more
independently and support the smooth implementation of their own risk

management strategies.

This study is significant for its analysis of solvency ratio changes following the
implementation of K-ICS and for proposing responsive strategies for insurance

companies.
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