
156

GLOSSARY OF TERMINOLOGY (Some line items have been omitted.)

1. Cash and deposits
Life insurance companies invest the funds earned as premiums in securities and loans,
and they hold a part of their assets as cash and deposits to provide for insurance claims
and other payments. 

2. Call loans
Life insurance companies invest temporary cash surplus in call loans, which are short-
term loans to other financial institutions.

3. Monetary receivables purchased
These are securities and other instruments not included in investments in securities.
Specifically they include such instruments as commercial paper and beneficial interest
in trust. 

4. Trading securities
These are marketable securities held not for investment purposes, but for short-term
trading and for selling to multiple, miscellaneous investors.

In the statements of operations, interest income and gains/losses on sales of and valu-
ations on trading securities are aggregated and revenues are recorded as gains from
trading securities, net of investment income; losses are recorded as losses from trading
securities, net of expenses for investment.

5. Money held in trust
Life insurance companies entrust money to trust banks to invest separately from the
securities they hold.

In cases where the result of investment is revenue, it is recorded as gains from money
held in trust, net of investment income and, in case of loss, it is recorded as losses from
money held in trust, net of expenses for investment.

6. Loans receivable
✤ Policy loans

Policy loans include both loans to policyholders and premium loans automatically
transferred in case policyholders fail to pay. 

Based on applications from policyholders, loans to policyholders are made at an
interest rate set by the Company in amounts within a fixed portion of cash-surrender
value of the policy.

In cases where policyholders do not pay premium during a payment grace period,
premium loans are carried out in amounts corresponding to the premium with inter-
est, within a fixed portion of cash-surrender value of the policy. 

✤ General loans
These are loans other than policy loans. They include housing loans and various loans
made to corporations, countries, and government organizations.

7. Real estate and movables
✤ Construction in progress

Temporary account for expenditure of acquisition of real estate, used until delivery
and debit to proper accounts such as land, buildings, etc.

8. Reinsurance receivable
Life insurance companies pay premiums for reinsurance to other insurance companies

to spread or allocate the risk of high-value policies they underwrite.
Reinsurance receivables are credits to reinsurance companies such as claims and

premium refund of cancellation and lapse.
On the other hand, obligation to reinsurance companies such as premium payables are

recorded as reinsurance payables.
9. Other assets

✤ Deposit for futures transaction
Margins deposited for transaction in financial futures and securities futures. 

✤ Futures transactions margin account
These are the amounts paid or received when financial futures and securities futures
are mark-to-market. When the amount paid is greater than the amount received, it is
recorded under assets. When the amount received is greater than the amount paid, it
is recorded under liabilities. 

✤ Financial derivative instruments
Market value of futures, options, and other derivative instruments at the end of the
fiscal year is posted as a credit or debt in the assets or liabilities account.

✤ Deferred hedge losses
As a part of asset management, the Company engages in derivative transactions to
reduce possible losses in specific assets or liabilities from price fluctuations and
cash flow fluctuations. For some of these transactions, hedge accounting is applied to
the items that meet specific criteria. When amounts corresponding to losses at the
end of the fiscal year are deferred to the following fiscal year, they are stated as
deferred hedge losses.

When amounts corresponding to gains at the end of the fiscal year are deferred to
the following fiscal year, they are stated as deferred hedge gains.

10. Deferred tax assets
The difference between deferred tax assets (temporary differences and tax losses
carried forward expected to be recovered in the future accounting periods) and
deferred tax liabilities (temporary differences expected to be assessed in the future
accounting periods).

When deferred tax assets exceed deferred tax liabilities, the balance is recorded
under assets as deferred tax assets. Conversely, when deferred tax liabilities exceed
deferred tax assets, the balance is recorded under liabilities as deferred tax liabilities.

11. Customers’ liabilities for acceptances and guarantees
See acceptances and guarantees in the liabilities section.

12. Allowance for doubtful accounts
This account is provided in advance for losses incurred from bankruptcy or other
reasons of borrowers. 

Life insurance companies prepare individual allowance for doubtful accounts and that
for specific overseas credits other than general allowance for doubtful accounts esti-
mated from past loss experiences.

Financial Statements

[I] Balance Sheet Terminology
■ Assets

■ Liabilities
1. Policy reserves and others

The Insurance Business Law requires insurance companies to provide policy reserves
and others for claims and other payments.
✤ Reserve for outstanding claims

This reserve is for claims and other amounts payable at the end of the fiscal year,
even though the reasons for such payments occurred in the previous term and
payment is outstanding due to operational reasons.

✤ Policy reserves
Required by the Insurance Business Law, this reserve is for future insurance, annuity
and benefit payments for policies during which no incidents occur.

✤ Reserve for dividends to policyholders
This is the reserve provided for insurance policy dividends. 

2. Reinsurance payables
See reinsurance receivable in the assets section.

3. Other liabilities
✤ Financial derivative instruments

See financial derivative instruments in the assets section.
✤ Deferred gains on hedge instruments, net

See deferred hedge losses in the assets section.
4. Accrued severance indemnities

Allowance provided for future employee retirement (severance) and pension payments.
5. Accrued losses from supporting closely related companies

This is provided for the loss estimated for restructuring and financial support to closely
related companies in the future.

6. Reserve for price fluctuations of investments in securities
In accordance with the Insurance Business Law Article 115 paragraph 1, this reserve is
provided to cover losses incurred from future decrease in prices of assets such as
stocks whose value is likely to fluctuate.

7. Deferred tax liabilities
See deferred tax assets in the assets section.

8. Deferred tax liabilities for revaluation reserve for land
This is the tax amounts corresponding to the temporary difference of tax accounting
between book value and current market value of land applied for land revaluation.

9. Acceptances and guarantees
According to the Insurance Business Law, life insurance companies are allowed to
engage in the credit guarantee business as an auxiliary business. Based on requests
from customers, insurance companies provide third parties with guarantees of payment
for loans taken out by customers. In case that customers fails to pay their debt, insur-
ance companies have obligations to pay on the behalf of their customers. In the event
that insurance companies make payment, they have the right to seek payment (compen-
sation, indemnity) from their customer, the original debtor.

Acceptances and guarantees represent the entire debt borne for the party receiving
the guarantees as contingent liabilities. 

In such cases, customers’ liabilities for acceptances and guarantees are recorded
under assets. This represents contingent obligations to the customers that the Company
paid on behalf of.
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[II] Terms Used in the Statements of Operations [Equivalent to the Income Statement]

1. Foundation Funds
According to Article 60 of the Insurance Business Law, foundation funds is one of the
means of financing and corresponding to the capital of a joint stock company.

2. Reserve for redemption of foundation funds
As provided by Article 56 of the Insurance Business Law, if a mutual company redeems
its foundation funds, the company is obliged to provide the reserve equivalent to the
redeemed amount.

3. Reserve for revaluation
Article 102 of the Asset Revaluation Law enacted in 1950 provides for the establishment
of a reserve for revaluation of assets such as stocks, real estate, and movables.

4. Surplus
✤ Legal reserve for deficiency

As provided by Article 54 of the Insurance Business Law, at the end of each fiscal year,
insurance companies are obliged to reserve a portion of their surplus as deficiency
reserve for future losses. This reserve must be accumulated to the amount equals to
foundation funds 3/1000 of or greater than disbursement as a result of appropriation
of surplus every fiscal year.

✤ Voluntary surplus reserve
As provided in the Articles of Association, this is retained earnings accumulated
according to  the conditions of bylaws and the resolution of representative meetings
of policyholders.
✣ Reserve for redemption of foundation funds

This is accumulated through the appropriation of surplus as the source for
redemption of foundation funds.

If redemption of foundation funds is implemented, the amount equal to the
redemption is transferred to the reserve for redemption of funds.
✣ Contingency reserve 

This account records the amount exceeded accumulation limit of  the contingency
reserve. The contingency reserve is one of the policy reserves and provided for the
risks that frequency of incident exceeds general expectation and investment return
falls below expected return ratio.

✣ Reserve for advanced depreciation of real estate / advanced depreciation of real
estate in the separate account included in the voluntary surplus reserve.
This is the reserve for advance depreciation applied in replacement of specific
assets accumulated through appropriation of surplus. 

✤ Unappropriated surplus 
Unappropriated surplus is the after-tax net surplus for the period plus the surplus
carried forward from the previous year and the reversal of the voluntary reserve.

5. Revaluation reserve for land
This is the difference between revaluation value and book value, net of tax.

6. Net unrealized gains on securities
The securities held by insurance companies are categorized by purpose of possession;
other securities is the term for not included in trading securities, policy-reserve-
matching bonds, held to maturity bonds, or investments in subsidiaries and affiliates.
They are recorded on the balance sheets at market value. The amount recorded is equal
to the difference between market value and book value, net of tax.

■ Capital

1. Income from insurance and reinsurance premiums
✤ Insurance premiums

Insurance premiums are premiums paid by policyholders for their future insurance
claims and other benefits. 

✤ Reinsurance premiums
Reinsurance premiums comprise reinsurance claims received from reinsurers as
determined in reinsurance policies and refund of reinsurance premiums due to can-
cellation or lapse of insurance policies. 

2. Investment income
✤ Gains from trading securities

Please refer to trading securities in the assets section of balance sheet terminology.
✤ Gains from money held in trust

Please refer to money held in trust in the assets section of balance sheet
terminology.

✤ Gains from derivative financial instruments
Gains/losses from derivative financial instruments consist of both realized and unre-
alized gains/losses derived from derivative financial instruments to which hedge
accounting is not applied. When gains exceed losses, net gains are accounted for as
gains from derivative financial instruments. When losses exceed gains,  net losses are
accounted for as losses from derivative financial instruments, net.

✤ Gains from separate account
The difference between gains and losses from the separate account is accounted for

as gains from separate account when gains exceed losses and as losses from
separate account, net when losses exceed gains. 

✤ Foreign exchange gains, net
Gains or losses arise from foreign currency transactions due to differences of foreign
exchange rates between the transaction date and the settlement date. Such gains and
losses incurred during this period as well as gains and losses arising from the transla-
tion of foreign currency rights and obligations at the current rate as of the balance
sheet date are offset, and the difference arising from the offsetting is accounted for
as foreign exchange gains, net when total gains exceed total losses and as foreign
exchange losses, net when total losses exceed total losses.

3. Other revenues
✤ Proceeds from handling of annuity riders included in other expenditures

This account represents insurance claims which are not paid in order to cover annuity
resources when beneficiaries choose to receive the insurances as annuities.

✤ Proceeds from deferred insurance included in other expenditures
This account represents insurance claims which are not paid based on beneficiaries’
applications. Such insurance claims are deposited with a certain rate prescribed in
the deferred insurance system established by the Company. When such insurance
claims are paid based on beneficiaries’ applications after a definite period, such pay-
ments are accounted for under other expenditures.

✤ Reversal of reserve for outstanding claims included in other expenses
✤ Reversal of policy reserves included in other expenses

GLOSSARY OF TERMINOLOGY (Some line items have been omitted.)
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■ Revenues

1. Insurance claims and other payments
✤ Death and other claims

Death and other claims are insurance claims paid to beneficiaries when insured
persons die during the periods of insurance, or when insured persons survive to
maturity. 

✤ Annuity payments
Annuity payments are annuities paid to insured persons or beneficiaries during the
periods of insurance.

✤ Health and other benefits
Health and other benefits are benefits paid to insured persons when they are hospi-
talized for certain stipulated reasons or operated on during the periods of insurance.

✤ Reinsurance premiums
Reinsurance premiums are premiums paid to other insurance companies pursuant to
the reinsurance agreements mainly for the purpose of diversification of risks of high
value policies.

2. Provision for policy reserves and others
As a unique accounting procedure in life insurance companies, the Company reverses
policy reserves and reserve for outstanding claims as of the end of the prior fiscal year
and provides policy reserves and reserve for outstanding claims as necessary as of the
end of the current fiscal year (March 31). Reversal of and provision for such reserves
are offset and presented in the statements of operations, and the difference between
reversal of and provision for such reserves is accounted for as provision for policy
reserves and provision for reserve for outstanding claims when the amounts of provision
exceed the amounts of reversal, and as reversal of policy reserves and reversal of
reserve for outstanding claims when the amounts of reversal exceed the amount of
provision.
✤ Interest on reserve for dividends to policyholders

Dividends to policyholders which are deposited with interests in insurance companies
from anniversary dates are accounted for as reserves for dividends to policyholders.
Interest on reserve for dividends to policyholders is interest incurred during the
periods of insurance. and added to reserve for dividends to policyholders.

■ Expenditures



158

3. Expenses for investment
✤ Losses from trading securities, net

Please refer to trading securities in the assets section of balance sheet terminology.
✤ Losses from money held in trust, net

Please refer to money held in trust in the assets section of balance sheet
terminology.

✤ Losses from derivative financial instruments, net
Please refer to gains from derivative financial instruments recorded under revenues.

✤ Losses from separate account, net
Please refer to gains from separate account, net recorded under revenues.

✤ Foreign exchange losses, net
Please refer to foreign exchange gains, net recorded under revenues.

✤ Write-down of loans
This account represents write-down of unrecoverable loans mainly due to bankruptcy
of borrowers. Write-down of loans is accounted for in the amounts of loans after
deduction of allowance of doubtful accounts provided in the prior years.

✤ Depreciation for rental real estate and other assets
Please refer to depreciation expenses recorded under other expenditures below.

4. Operating expenses
Operating expenses comprise the various costs incurred in the Company’s business and
are equivalent to selling and general administrative expenses in other businesses.

5. Other expenditures
✤ Repayments of deferred insurance 

Please refer to proceeds from deferred insurance recorded under revenues.
✤ Depreciation expenses

Depreciation is an accounting procedure used to write down the acquisition cost of an
asset over its useful life. An apportioned cost is recorded for each fiscal year. The
depreciation of real estate and movables held by life insurance companies is
accounted for in the amounts depreciated for each fiscal year.  

The depreciation expenses of real estate used for investment purposes is
recorded as depreciation for rental real estate and other assets.

✤ Appraisal gains under Article 112 of the Insurance Business Law 
This pertains to appraisal gains on marketable stock securities in the general account in accordance with Article 112 of the Insurance Business Law. When the market value of marketable
stock securities in the general account exceeds the book value, the Company is allowed to recognize appraisal gains on marketable stock securities in the general account within the
difference between the market value and the book value and allocate such gains to policy reserves or reserve for dividends to policyholders based on the regulatory clearance.

✤ Losses on advanced depreciation deduction of real estate for tax purposes included in other under extraordinary losses
The losses derived from the deduction of the acquisition costs of real estate as a result of the application of advanced depreciation due to swap, substitution or expropriation of real
estate in accordance with the corporate tax law and the special taxation measures law. 

■ Extraordinary profits and extraordinary losses

✤ Deferred income taxes
Deferred income taxes are the change in deferred tax assets/liabilities from the beginning to the end of the fiscal year, which includes deferred income taxes arising from reversal of
revaluation reserve for land due to sales of land but does not include the change in deferred tax assets/liabilities regarding evaluation of other securities.

✤ Reversal of revaluation reserve for land
Revaluation reserve for land is reversed due to sales of land for business purposes which were revaluated.

■ Others
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Matters pertaining to consolidated settlements

[I] Terms Used in the Consolidated Balance Sheets

[II] Consolidated Statements of Operations

✤ Minority interests
The equity held by third parties other than the parent company in company subsidiaries is recorded under liabilities or capital in the consolidated balance sheets.

✤ Surplus
Profit reserves and surpluses are posted as items under cumulative after-tax income calculated for the consolidated balance sheets. Until fiscal year 2001, ended March 31, 2002,
revaluation reserves were also included in this total.

✤ Cumulative translation adjustments
When creating our consolidated financial statements, it is necessary to translate values recorded in the financial statements of overseas subsidiaries into yen. When translating foreign
currency amounts into yen, the exchange rates will differ for various items. For this reason, a foreign currency translation difference is recorded on the consolidated balance sheets. The
difference, excluding the amounts pertaining to the equity held by minority shareholders, is recorded as a foreign currency translation adjustment.

✤ Minority interests
Recorded here is the increase/decrease in equity held by subsidiary shareholders other than the parent company. 
When this has increased, profits for minority interests is recorded; when it decreases, a loss for minority interests is recorded.
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POLICYHOLDERS PROTECTION SYSTEMS

Early correction safeguarding is a system designed to protect policyholders and
ensure sound and appropriate operations at insurance companies. When an
insurance company’s solvency margin ratio falls below a certain level, and
depending on the circumstances, the regulatory agency may issue a directive to
the insurance company to improve its operations. 

An insurance company is subject to such a directive when its solvency
margin ratio falls below 200%. The action standards and directives are catego-
rized in the table on the right. 

Depending on the assets and liabilities of the insurance company, as well
as the management improvement plans submitted to the regulatory agency,
additional directives may be issued for classifications other than the solvency
margin ratio in the table on the right.

Classification according Directiveto solvency margin
First classification Management improvement plan proposal and directive 
Under 200% to implement
Over 100%
Second classification Directive to discontinue or limit policyholder dividends,
Under 100% directive to change calculation methods for new policies
Over 0% (anticipated rate of return, etc.)
Third classification Directive to halt all or a portion of operations
Under 0%

When a life insurance company enters bankruptcy, the following two proceed-
ings are taken to dispose of assets. 
1. Corporate rehabilitation proceedings based on the court-guided rehabilita-

tion law
This proceeding is taken under the supervision of a court of law. 

First, the bankrupt insurance company petitions the court to start rehabili-
tation procedures (it is also possible to petition the Financial Services
Agency in Japan). The court of law that received this petition decides to start
the procedures and appoints an administrator. 

The court-appointed administrator formulates a rehabilitation plan for
transferring policyholders while managing and examining the operations and
financial assets of the bankrupt insurance company. Through the decisions of
related parties, the court-appointed administrator requests authorization
from the court of law. After authorization is granted, the administrator exe-
cutes the disposal of assets based on the rehabilitation plan. 

2. Government proceedings based on the Insurance Business Law
These proceedings are based on directives by the Financial Services Agency. 

The Financial Services Agency orders the cessation of all or a portion of
operations at the bankrupt insurance company, and appoints an insurance
administrator to dispose of financial assets under management and
operations. 

The insurance administrator manages and supervises the operations and
financial assets of the bankrupt insurance company, creates plans for the
management of operations and financial assets including the transfer of
insurance policies, and seeks approval from the head of the Financial
Services Agency. After approval is granted, the insurance administrator
disposes of the assets according to the plan. 

There are no clear standards as to which of the aforementioned proce-
dures will be taken, and there are no differences in the indemnification
through protective measures (see below) between the two procedures. 

Early Correction Safeguard System

Bankruptcy Proceedings for Life Insurance Companies

The Life Insurance Policyholders Protection Corporation of Japan is a corpo-
rate entity that was established in December 1998 through the Insurance
Business Law. In the event that a life insurance company goes bankrupt, this
entity will protect policyholders through a mutual support system. 
•Members and Financial Resources
Nippon Life and other life insurance companies that operate in Japan are
members of the Life Insurance Policyholders Protection Corporation of Japan,
and financial resources are in principle contributions paid by these members.
The revised Insurance Business Law was enacted in June 2003, and as a special
measure, financial resources of ¥500 billion were secured for bankruptcies
from April 2003, to March 2006. At the same time, provisions were made for the
Japanese government to provide assistance through the Diet when total bank-
ruptcy disposal expenses exceed ¥100 billion. 
•Main Operations
When a life insurance company goes bankrupt, the Life Insurance Policyholders
Protection Corporation of Japan provides financial assistance to a company that
takes over insurance policies. In the event that such a company does not step
forward, the Life Insurance Policyholders Protection Corporation of Japan
assumes responsibility for the insurance policies or establishes a subsidiary as
a savior company to keep the insurance policies in force. When bankruptcy
undergoes rehabilitation proceedings, the Life Insurance Policyholders
Protection Corporation of Japan acts as a procedural representative for insur-
ance policyholders. 
•Indemnification 
All insurance policyholders benefit from protection, except those that choose
to reinsure. Indemnification is set at 90% of policy reserves (90% of insurance
benefits for payments of insurance benefits during bankruptcy proceedings). 

Deductions for early cancellations may be set, and policy conditions such
as the anticipated rate of return may be changed. 

* The life insurance policyholders protection system will be initiated on April 1, 2006, in accordance
with revisions to the Insurance Business Law in April 2005. Two main revisions were as follows:
1) Coverage ratios during bankruptcy will be revised to account for covered policy types, anticipated

rates of return, and other factors. 
2) Government assistance regulations will be extended by three years (from April 2006, to March 31,

2009 for life insurance company bankruptcies) in line with certain revisions to the burden of life
insurance companies for the protection system. Details are to be determined by government
decrees, and schedules were still unavailable as of June 2005.

Life Insurance Policyholders Protection Corporation of Japan

■ Action Standards and Directives
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■ Framework of Life Insurance Policyholders Protection Mechanisms
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