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[ABSTRACT)

A Study on the Suitability Rule of Variable Insurance

Lee Bo Mi

Of the parties of insurance contract, an insurance company possesses
professional information about personmel, but policyholders relatively
have less knowledge about insurance contracts in many cases, which
raises the possibilities of information asymmetry issues. It is thus
urgently needed to take measures to protect policyholders in insurance
contracts compared with other investment products. The suitability rule
adds more responsibilities to insurers and thus protects policyholders,
serving as a means of practicing the duty of client protection. The
suitability rule involves figuring out the age, property state, and
purpose of insurance purchase of a policyholder before a variable
insurance contract of investability is concluded and preventing the
recommendation of an insurance contract whose unsuitability has been
recognized. Variable insurance is a type of life insurance and basically
has the elements of death insurance. When an insurant passes away,
the insurer should pay death benefits to the beneficiary of insurance.
Variable insurance is differentiated from other types of insurance for
its investment elements as well as the elements of death insurance.
The suitability rule is specifically applied to variable insurance of
many different insurance products because of its investment tendency.
Some of the policyholder's premiums will be put in a special account,
which is separate from a common account and operated independently,
as a reserve. The assets of the special account will be invested in
marketable securities of high profitability such as government funds,
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bonds, and stocks. Their profit and loss will be attributed to the
policyholder according to the management performance. As a resul,
his or her sum insured and cancellation return will change during the
insurance period. That is, variable insurance is a contract that has the
nature of indirect investrent and whose insurance money changes
according to the performance of asset management. Since a contract of
variable inswance contains complex, professional, and technical
financial product contents, it is difficult for the policyholder to
understand it accurately and make a decision based on it even when
he or she has received enough information by the insurer. Even when
the policyholder concludes a contract of variable insurance blindly by
the recommendation of the insurer, he or she has to bear the
mvestment risk of management performance fully. Those facts raise a
need to apply the suitability rule to variable insurance. Recognizing its
investahility, the Insurance Business Law acknowledged the suitahility
rile in Article %, Clause 3 in 2010. Its implementation, however, has
problems with the legal system and content since Insurance Business
Law introduced the suitability rule that was applied to financial
investment products according to the Capital Market Act. The problem
is that doubis can be raised about its effectiveness due to the
possihility of overlapping application between the Capital Market Act
and the Insurance Business Law in terms of the system, the problem
with distinction from the duty of explanation in terms of content, and
the absence of no judicial and administrative restrictions on its effects
in case of violation of the suitability rule. In that sense, the Supreme
Court Ruling 2010 Da 34159 on June 13, 2013 holds huge significance.
Although there were many Supreme Court rulings on the controversy
of the suitability rule for financial investment products, there were
none on the suitability rule for variable insurance because the history
of variable insurance, introduced in the nation in 2001, is short and the
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Insurance DBusiness Law recently revised its provision on the
suitability rule for variable insurance. The Supreme Court Ruling is a
precedent before the implementation of the suitability rule in the
insurance business and is significant as the first judgment of the
suitahility rule for variable insurance by the Supreme Court. Today the
suitability rule has been applied since the revision of the Insurance
Business Law, which raises a need to pay attention to the changing
positions of following precedents. Tt is especially required to take an
improverent measure to apply the suitability rule to the Insurance
Business Law first and then that of the Capital Market Act
correspondingly to it and establish written provisions regulating effects
in case of violation to increase its effectiveness, which are expected to
be reflected in future cases.
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