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I. INTRODUCTION

In 1963, the OECD issued the first set of comparative tables on the “Control of Private Insurance in
Europe”, known as the “Paratte Report”.

The Paratte Report was created from a study dating from 1963; the study consisted of 33 tables classified
into five parts summarising the information derived from the contributions of eighteen OECD Member
countries geographically belonging to Europe. These tables may be downloaded from the internet website.

The objective was to make available in summary form the basic information on the scope and modalities of
the regulation and supervision of private insurance. This information would be available to ministries and
the supervisory authorities, insurers and insurance associations, as well as to the public. The report covered
general legal framework and scope of supervision, conditions for licensing, investment rules, information
on suspension and cessation of business and specifics on compulsory insurance. Furthermore, the original
report also provided information on the insurance contract law and taxation rules. With that report the
foundation was laid for the OECD work directed at co-operation and liberalisation.

In 1994, the Member countries decided to issue a new version of the report which was intended to be not
only an update as the former one report but a reflection of the considerable changes that have occurred in
the regulatory and supervisory framework since the launch of the report in the 1960’s. The Insurance
Committee, in response to the creation of the new report, decided to send a questionnaire to all OECD
Member countries consisting of two sets of tables, one set requiring only “yes/no “answers and the second
set asking for further details on the main features of insurance regulation. A draft of the tables was
approved in December 1996 by the Committee A task force, consisting of five delegates from OECD
Member countries and the Secretariat, met several times to discuss the content of the new OECD Report on
insurance regulation.

In 1997, during the Second East-West Conference, the 17 participating economies in transition were
invited to approve the proposal of such a collection of information on their insurance regulatory systems;
the participating economies in transition agreed to join the project.

Not only issues of regulation and supervision of insurance in a strict sense are covered by this report, but
also the regulation and supervision of intermediaries and pension funds, issues relating to the insurance
contract law and taxation rules.

On the other hand, harmonisation within the European Union has removed many differences among its
members. Moreover, the EU rules have become models for other countries as, e.g., for European
economies in transition.

The following analysis of the responses given to the above mentioned questionnaire, Part I of the OECD
report on insurance regulation, includes not only the information given for this purpose by the Member
countries but also still valid information from the introductory part of the former Paratte Report by Prof.
Dr. Angerer (Germany) as well as information deriving from several other OECD publications (e.g. a
document by Professor Dickinson on insurance company investments, see Policy issues in insurance, 1996)
documents on insurance issues and a paper by Dr. Werner Pfennigstorf.

The objective of this analysis is to provide an analytical background and source of information for
countries interested in the lessons learned by the experiences of OECD Member countries within the scope
of regulation and supervision of insurance. Where appropriate, recommendations accompany the
presentation of regulations existing in OECD Member countries.
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The analysis reflects the situation up to the end of 1998. This report is intended to provide a useful tool in
understanding the insurance regulatory structures prevailing in OECD Member countries. This analytical
part has been prepared by Jörg Vollbrecht, Consultant to the Insurance and Private Pensions Unit.  The
opinions expressed in this report do not necessarily represent the views of the Delegates to the Insurance
Committee.  The report will be published under the responsibility of the Secretary-General of the OECD.

II. Analysis

1.  Basic Principles and Objectives

The insurance sector plays an essential role in a market economy. The insurance industry provides various
kinds of coverage against almost every risk and unexpected loss incurred by individuals and entities.
Insurance companies are steadily accumulating resources that account for a significant part of a country’s
structural investment. Life insurance is part of the social security system. Policyholders and insured  are
relying on the security of their insurance companies having to trust them to be in a position to meet their
commitments over the considerable time lag between the payment of premiums and the receipt of benefits.

Given this background, it is not surprising that state supervision of private insurance is existent in all
OECD Member countries.  The common objective of insurance supervision is to protect the policyholder,
the insured,the beneficiary of an insurance contract as well as third parties who may have a right of direct
claim against an insurer under certain insurance agreements by making sure that an insurance company is
in the position to meet its obligations at any time.

In former times, countries such as France, Germany, Iceland and Sweden considered it another task of
insurance supervision to ensure the compliance of insurance contracts with provisions regarding the nature
of the products (e.g. control of tariffs) and that there is an adequate relationship between premium rates and
insurance benefits. Other countries (e.g. Australia, the Netherlands, and the United Kingdom) did not
share this opinion. Finally, according to the Insurance Directives, the former position had to be given up by
the European countries because the drafting of contracts and the fixing of premium rates were no longer
subject to approval.

At present, within the OECD, one may speak of a prevailing attitude favouring freedom of innovation and
expansion for the insurers by defining the insured as mature market participants who will critically
compare the products offered on the deregulated markets. Depending on the objectives, some member
countries formerly focused more on the financial supervision while others were in favour of the so-called
material supervision that covered the entire business of the insurance company, including the control of
products and tariffs. These countries as members of the EU had to shift to a system where solvency control
was considerably extended and material supervision reduced.

However, even in times of deregulation, the interests of the insured are protected by way of insurance
supervision as well as via general consumer protection regulations.
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2. Regulatory and Supervisory Authorities

2.1.  General Remarks

In all OECD Member countries, insurance supervision is part of the executive power. It usually comes
within the competence of the Ministry of Finance or Economy, but also at times the Ministry of Justice or
other ministries.

As a rule, insurance supervision is carried out by a special institution. This may be either a special
department in the relevant ministry or a separate subordinate authority of the ministry. Very often, certain
basic political decisions are left to the relevant ministry while the supervisory authority carries out the
current supervision of insurance companies.

The insurance supervisory authority should be independent of both political influences and the supervised
insurance companies. Supervisors should have legally defined objectives, tasks and rights. Personally,
supervisors should be professionally independent and impartial and should have a wide knowledge and
experience.

The relevant authorities should have the power to license insurance companies, suspend or withdraw
authorisation, apply prudential regulations and invoke sanctions in cases of non-compliance with legal
rules or ordinances of the supervisory body. Ongoing supervision, in particular financial supervision,
depends greatly on the quality of the financial statements and returns by the insurance companies.  The
supervisory body must have the right to obtain and verify information on the companies at any time. Only
the right information enables the supervisory body to face the real problems of the insurance companies
and to intervene with the correct remedial action in case the management alone is not able to react
accordingly. However, with the exception of cases stipulated in law, supervisors may not interfere in the
management of the insurance company. Generally, only the management is liable for business decisions.

In most countries, at least as a complement to the public supervisory structure, self-regulatory institutions
are entrusted with certain supervisory functions in the broad sense of the term. These range from drawing
up business guidelines and codes of conduct to licensing and registration of intermediaries.

In many Member countries (e.g., Austria, Belgium, France, Germany, Ireland, Luxembourg, Mexico,
the Netherlands, Portugal, Spain, Switzerland, and the United Kingdom), the insurance supervisory
authority may seek the advice of external experts as auditors or actuaries. Presently, the use of ratings from
rating agencies is under discussion. However, for the time being, among the OECD Member countries, the
use of ratings by private rating agencies for the monitoring of the insurers’ financial soundness is reported
only for New Zealand.

In almost all Member countries, the decisions of the supervisory authority may be appealed with the
competent ministry or the government. Moreover, in almost all countries it is possible to have the recourse
of the courts.
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2.2.  Organisation of the Regulatory and Supervisory Authorities

In all OECD Member countries except Luxembourg and Portugal , the regulatory body is a ministry; in
most Member countries it is the Ministry of Finance. Depending of the size of the country and the amount
of insurance companies carrying on business in the respective country, the number of staff varies
enormously (between ten and a few hundred persons) among countries. In several Member countries
(Belgium, Finland, Iceland, Italy, Japan, Korea, the Netherlands, Switzerland, Turkey, and the
United Kingdom), at least partly, i.e., in certain cases such as for implementing regulations or ordinances,
regulatory functions are not only with the ministry (or better said a department within the ministry) but also
with the supervisory body.

In the majority of countries, the regulatory and supervisory body (in case of being another administration
than the ministry) is financed by the insurance industry (to less than 100 per cent in Germany, Korea, and
United Kingdom). Only in Spain are the bodies financed solely by the state.

In principle, within the member countries of the OECD, the Ministry as well as the insurance supervisory
body (as an independent body) have licensing functions. Very often, the Ministry is responsible for
granting licenses to foreign companies, which is seen as a political decision. For example, in Germany,
the Federal Office for the supervision of insurance companies is responsible for granting licenses to
domestic companies as well as EU/EEA insurers, whereas the Federal Ministry of Finance is responsible
for licensing non-EU insurers. In Iceland, the Ministry of Commerce gives domestic insurance companies
the license to operate in this country and it gives non-EU insurers the authorisation to open branches in this
country, whereas the Insurance Supervisory Authority grants the authorisation to expand the activities of
licensed companies and it gives the authorisation for EU insurers to either provide services in this country
without an establishment or open a branch.

In all OECD Member countries, the other important task of the supervisory body, apart from licensing, is
the on-going supervision.

So far as Member countries in the field of insurance have provisions regarding customer mediation
(reported as not existing by Czech Republic, Finland, France, Hungary, Japan, the Netherlands and
Turkey), those functions are taken over by the insurance supervisory body (with the exception of
Denmark, Poland, Sweden and United Kingdom, where there is another authority entrusted with).

According to legal provisions, measures against money-laundering do not appear to fall under the
responsibilities of the insurance supervisory bodies (with the exception of Korea and in part Germany).

The co-operation with other financial supervisory authorities - even if exercised in praxis - is not regulated
in almost all OECD Member countries (with the exception of Czech Republic, France, Korea, Poland
and Spain).

In Canada and Sweden integrated supervisory bodies for financial services have been created. However,
the legal rules for the respective service remain separate due to the different risks involved in banking and
insurance and the different requirements regarding capital and solvency.
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3.  Scope of Regulation and Supervision

3.1. General remarks

In all OECD Member countries, there are legal provisions regulating the insurance business.

As the insurance industry is part of the overall economy in a given country and depending on the
macroeconomic and structural policies, basic financial and legal infrastructure, insurance legislation and
regulation are part of the overall legal environment and depending on other legislation as by civil law,
commercial codes, and company law and tax law.

Although all developed insurance markets endorse the concept that a competitive market with as less
government intervention as possible enhances national welfare most, in the majority of Member countries,
the insurance industry is under close supervision.

Reasons therefore are easily found: Insurance companies are exposed to various technical and non-
technical risks.  There is the

� risk of miscalculated and insufficient tariffs due to lack of expertise or mismanagement,
� the risk of deviation of the actual development of claims frequency and extent, interest income and

administration costs from the calculation bases due to changes in mortality, medical progress,
legislation or interest rates,

� the risk of the technical provisions being insufficient to meet the liabilities under the insurance
contracts,

� the risk of non-payment by reinsurers,
� the risk of excessive operating expenses,
� the risk of an unexpected accumulation of losses,
� risk connected with investment decisions as e.g. the matching risk, interest rate risk, liquidity risk,

evaluation risk ,and the specific risks related to the use of derivatives,
�  and - as non-technical risks - risk related to the management being incompetent or having criminal

intentions.

The majority of these risks can be reduced by taking preventive measures, i.e. measures taken not only by
the respective insurance company but also by the responsible regulatory and/or supervisory body.

With regard to miscalculation, the regulation should contain requirements for calculation as well as for fit
and proper managers, and the supervisory body should monitor calculations closely by e.g. asking for the
bases applied to be submitted periodically. On the insurance contract side premium adjustment clauses
could be used.

The monitoring of bases for calculating premiums and technical provisions as well as the inclusion of
special contract clauses, such as premium or benefit adjustment clauses, will also serve to minimise the
deviation risk.

The risk of non-payment of reinsurers can be limited by deposits and the placing of reinsurance with
several reinsurers.

The establishment of separate technical provisions as, for instance, the equalisation reserve can limit the
dangers of unforeseen high operating expenses and accumulated losses.

Suitable measures to prevent risks connected with investments are mainly diversification and spread. To
prevent the risk of different due dates of liabilities and the assets covering them, a so-called resilience test
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or stress test can be applied as a means of control. It provides information as to whether there exist a
certain balance of technical liabilities and adequate assets in a changed investment situation (e.g. in a worst
case scenario of a crash in the stock market).

In general, regulations should be adequate, objective, consistent, transparent and comprehensible for by
those to whom they apply. Over-regulation should be avoided. In order to maintain enough flexibility to
react to changes in the economic environment and the insurance market, regulators decided it would be
more appropriate to incorporate certain provisions not in the law itself but rather in the implementation of
regulations that are easier to amend.

3.2. Regulation of Direct Insurance

Insurance companies carrying on direct insurance are subject to regulation and supervision in all OECD
Member countries.

As a rule, the supervisory authority decides whether the activities of a company may be classified as
insurance business.

Only in a few countries, the term insurance business is legally defined (e.g., in the Netherlands and the
United States). The other countries use definitions provided by science, jurisdiction and general practice.

For the Member countries of the EU, the term insurance business has been “defined” by a list of the classes
whose operation is considered as operation of insurance business in an annex of the respective European
Insurance Directives. There also is a classification by the OECD.

With a few exceptions (Australia regarding friendly societies, Switzerland regarding provident funds
providing unemployment and sickness insurance, Canada and the Netherlands with regard to certain
specific sectors) the OECD Member countries supervise all classes of private direct insurance.

If a direct insurance company also carries on reinsurance, in most cases, the latter will also be supervised.

The regulation and supervision of insurance companies, which only carry on reinsurance, so-called
professional or specialised reinsurers, differs among the countries. But, even if not under direct
supervision, reinsurance companies are at least under indirect supervision through the rules relating to
ceding direct insurers.

3.3.  Regulation of Reinsurance

The information collected on reinsurance reflects the increasing problems and increasing supervisory
attention among the OECD Member countries.

Several countries require reinsurers to be licensed and subject them to some extent of ongoing supervision,
often limited to the submission of accounts.

There are two aspects of regulation of reinsurance business: the supervision of the reinsurance
arrangements of ceding companies and the supervision of reinsurance and direct insurance companies
accepting reinsurance business.

Accepted reinsurance business activities generally should be supervised but not necessarily in the same
way as direct insurance business. However, there are OECD countries requiring specific authorisation,
minimum capital, solvency and other conditions similar as for direct insurance companies.
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Most OECD countries supervise accepted reinsurance business of domestic direct insurance companies.
Accepted reinsurance activities are not at all supervised in Australia, Czech Republic, Greece, Hungary,
Japan, New Zealand and Poland.

In principle, reinsurance business accepted by foreign insurance companies is supervised if the direct
insurance companies have an establishment in the respective country (e.g., in Portugal and Turkey).
Reinsurance business accepted by foreign direct insurance companies is not supervised in Australia,
Belgium, Czech Republic, Denmark, Finland, Hungary, Ireland, Japan, Sweden and Spain.

Domestic professional reinsurers are not supervised in Belgium, Czech Republic, the Netherlands and
Switzerland. In Germany, professional reinsurers in the legal form of a mutual are subject to full
supervision while other reinsurers are subject only to restricted (financial) supervision. The United
States has steadily expanded its control over reinsurers. Many states require reinsurers to be licensed, to
deposit assets in a specific amount, and to submit accounts.

Foreign professional reinsurers are not supervised in Belgium, Czech Republic, Denmark, Finland,
France, Germany, the Netherlands, Poland, Sweden and Switzerland.

Ceded reinsurance is, in general, supervised through the supervision of direct insurance business. The
supervisory body will ask for reinsurance arrangements during the authorisation procedure. It will check
the proposed reinsurance arrangements in relation to the company’s capitalisation, proposed classes of
business and retentions. Ceded reinsurance of domestic direct insurance companies is not regulated and
supervised in Hungary. Ceded reinsurance of foreign direct insurance companies notably is not regulated
and supervised in Denmark, Finland and Hungary .

The supervision mainly focuses on financial supervision (e.g., examinations of accounts and submission of
annual reports) and on-the-spot examinations (e.g. in Austria, Canada, Portugal, Sweden, United
Kingdom). Only France, Italy and Switzerland appear to control technical provisions and investments.
In some countries, the requirements regarding the qualification of managers are applicable as are the rules
on shareholder control. As part of the ongoing supervision, very often there will be an annual review of
existing reinsurance arrangements. Most often, the supervisory authority reviews the reinsurance treaties
(e.g. Germany and Ireland) and examines the risk exposure.

Special rules regarding financial reinsurance and other special forms of reinsurance as well as reinsurance
offered by offshore companies are only exceptionally reported. The OECD has undertaken efforts to
facilitate the control of reinsurers soundness by improving the flow of information.

Even if all claims are met in full, a reinsurer in financial difficulties may unduly delay the payment.
Therefore, it is an insurers responsibility to try to evaluate any prospective reinsurer. In this respect, a
recommendation adopted in March 1998 suggests that Member countries invite direct insurers to take
appropriate steps to determine the financial soundness of its reinsurers. Information on the reinsurers
market reputation and history, including any recent change in its ownership, the qualification and
reputation of its management, the composition of its underwriting and investment portfolio, its financial
standing shown in the balance sheet and profit and loss accounts, its solvency margin and technical
provisions as well as ratings by different rating agencies may help to assess the security of a reinsurer.

Reinsurance companies in turn are to be encouraged to supply the required information.
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3.4.  Regulation of Cross- Border Business

With respect to cross-border business, it can be stated that liberalisation has considerably progressed
among the OECD Member countries. In principle, foreign insurance companies which, without having an
establishment in the country concerned, are authorised in their home country to write certain direct
“international” insurance classes (e.g. very often marine, aviation, or transport insurance), are not subject
to supervision of the host country where they carry on their activities, as far as the authorised business is
concerned.

Within the EU, this is true for other classes, too. In the case of EU Member States, this liberalisation goes
back to the implementation of the Third Insurance Directives. Under the provision of the freedom of
establishment, according to the European Insurance Directives, the branch of an insurance company having
its head office in another EU/EEA Member country is not licensed or supervised by the supervisory
authority of the state where the branch is established. The companies are entitled to establish a branch after
having informed the competent authority of their head office country of their intention. They have to
submit documents indicating the Member country in which the branch is to be established, the name and
address of the authorised agent of the branch, a scheme of operations, and a statement that the insurance
company if it intends to transact motor third party liability insurance, has become a member of the national
Bureau or guarantee fund of the Member country of the branch.

Due to the provisions on the freedom of services, insurance companies having their head office in an
EU/EEA Member country may carry on any class of insurance without having to establish a branch. The
only requirement is that they inform the competent authority of their head office country of the Member
country in which they intend to carry on business and of the risks they intend to cover. This insurance
business is not supervised by the supervisory authority of the host country but by that of the home country.
The supervisory authority of the host country only has the right to ensure that the national legal provisions
are observed.

Apart from the above EU regulation, in several Member countries, the cross-border trade is allowed
provided the resident proposer initiates the transaction (Austria) or takes out the contract by
correspondence (Denmark, Germany).

In most Member countries (Australia for non-life), Germany, Greece, Korea, Luxembourg, the
Netherlands, Poland, Sweden, Turkey, United Kingdom, United States; France, Italy, Japan, Mexico,
Portugal and Spain (only with authorisation), resident proposers can enter into an insurance contract on
their own initiative with an insurer neither established nor authorised in their respective countries,
provided it is not possible to cover the risk in their countries.

In other Member countries as in Australia for life insurance, in Ireland for non-EEA insurers and in
Switzerland (with exceptions), cross-border transactions are not allowed even under such circumstances.

4.  Other Regulation

In some OECD Member countries (Australia, Germany, Luxembourg, the Netherlands, Norway,
Portugal, Sweden, Switzerland), certain entities are not subject to insurance supervision. Those are e.g.:

� institutions granting assistance without legal entitlement,
� societies granting mutual aid,
� trade unions paying indemnities during a strike,
� smaller societies which write agricultural insurance in a restricted geographical area,
� societies writing export credit insurance for the account of the government or with a government

guarantee.
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Some OECD Member countries have introduced specific regulations regarding Financial Conglomerates
and/or insurance groups (e.g., Australia, Denmark, Finland, Iceland, Italy, Mexico the Netherlands,
Norway, Spain, Sweden, United Kingdom and the United States).

Others have specific regulations concerning licensing and supervision of pension funds in a broader sense,
i.e., including the so-called Pensionskassen in Germany and the caisses de retraite in France. So, for
domestic pension funds, regulations are reported by all OECD Member countries but Poland and Turkey.
For foreign pension funds, all countries but Belgium, France, Germany, Hungary, Iceland, Mexico,
Norway, Poland, Sweden, Switzerland and Turkey appear to have specific regulations.

5.  Licensing

Licensing is the main means of preventing unsound insurance companies from entering the market. Thus,
in all OECD Member countries, there are legal provisions regarding the licensing of insurance companies
(domestic and branches of foreign companies).

At least in some cases (e.g., the licensing of foreign companies) if not all cases, the competent authority is
a ministry, respectively a part of the competent ministry which is called then “supervisory body”. In
several countries, there is an independent administrative body in charge of licensing.

It appears that only in Denmark, Hungary, Italy and the Netherlands, the ministries do not have licensing
functions.

The supervisory body is licensing domestic and foreign direct insurance companies as well as domestic
(with the exception of France, Germany, Hungary, Iceland, the Netherlands, Poland and Turkey) and
foreign (not in Finland, France, Germany, Hungary, Iceland, Luxembourg, the Netherlands, Poland,
Sweden, Switzerland and Turkey) reinsurance companies.

Companies being denied a license have a right to appeal. In most countries, the appellate authority is the
competent court; only in Korea, Norway, Poland, Portugal, Spain and the United States, it also is the
supervisory body.

5.1.  Pre-application Procedures

Pre-application procedures, whichever formal or informal, can be observed in many OECD Member
countries (e.g. in Australia, Austria, Belgium, Canada, Finland, Hungary, Iceland, Japan, Luxembourg,
Norway, Portugal, Switzerland, United Kingdom, Sweden, Turkey). In Korea, it appears that application
documents for pre-approval as well as for the main approval have to be submitted.

These procedures are applicable to domestic companies as well as branches and agencies of foreign
insurers. In Member countries, where pre-application procedures exist, contacts with the insurance
supervisory authority prior to the formal application are reported to have proved useful for potential
applicants because they can be informed at an early stage of all information needed by the authority for the
licensing procedure.
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5.2.  Licensing Procedures

Usually, the authorisation is granted on application by way of an administrative act. In most OECD
Member countries it is granted by the competent minister (Austria, Belgium, Canada,Finland, France,
Iceland, Ireland, Japan, Luxembourg, Norway, Portugal, Spain, Switzerland, Turkey), in others by a
special supervisory authority (Australia, Denmark, Germany, the Netherlands, United Kingdom).

If the insurance company meets the requirements, it is, in most Member countries, legally entitled to
authorisation. The decision must be taken within a certain time period (in almost all countries in a period of
six months from the date of application). As a rule, a list of insurance companies that have been granted an
authorisation is officially published. If the authorisation is denied, the insurance company may have
recourse to the court that will decide whether the company has to be authorised or not.

5.3.  Licensing Principles

In all OECD Member countries, the underwriting of insurance risks is restricted to insurance companies
which may only transact insurance business. In former times, insurance companies have been allowed only
to do business other than insurance business if such business was closely related to insurance business.
Such close relationship is considered to exist if an insurance company assists another insurance company
in carrying on its insurance business by, e.g., making available technical equipment or staff. Nowadays, in
many countries, this is not seen that strict anymore and insurance companies may distribute other financial
products than insurance products, or may take over pension business.

However, there are still good reasons speaking against a mixture with non-insurance activities: The funds
to be set aside and to be preserved under strict supervision for paying insurance claims are not to be placed
at risk by the unknown risks of uncontrolled unrelated business.

In the United States, where specialisation has been traditionally very strict, insurers may now own at least
“ancillary” subsidiaries. There are different opinions as to whether an insurance company may hold shares
in another non-insurance company (limitations are reported by Czech Republic, Hungary, Japan, Korea
and the United States). Inside the EU the shareholding is accepted. Holding of shares is not seen as
carrying on the business of the respective company. This even applies in the case of majority holdings.
OECD Member countries where the European Insurance Directives are not applied, permit insurance
companies to hold a participation in a non-insurance company either to an unlimited (e.g. Canada) or only
to a limited extent (e.g. Austria and Switzerland).

Against the background of the increasing importance of co-operation between banks and insurance
companies - the so-called bancassurance -, it is interesting to learn about the opinion of the Member
countries in this respect. The creation of a banking subsidiary by an insurance company only is prohibited
in Finland, Iceland, Japan and Mexico. It is limited in Canada, Germany, Korea, the Netherlands,
Norway, Sweden, Switzerland and the United States. In many Member countries, the shareholding of
an insurance company in a bank is allowed (with limitations in Australia, Canada, Germany, Greece,
Hungary, Ireland, Iceland, Japan, Korea, the Netherlands, Norway, Portugal, Sweden, Switzerland
and the United States and prohibited in Mexico). The shareholding of a bank in an insurance company is
also often limited (in Australia, Canada, Iceland, Japan, the Netherlands, Norway, Sweden and the
United States and prohibited in Mexico). The banks are more often free to distribute insurance products
while insurance companies only in a limited way may sell bank products.

In some OECD Member countries, limitations to take part in a Financial Conglomerate for insurance
companies exist. There are exceptions provided in the regulations of Hungary, Iceland, Spain,
Switzerland, Turkey and the United States. In accordance with the so-called BCCI-Directive, Member
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States of the European Union can object to an insurance company being part of an intransparent financial
conglomerate.

In all OECD Member countries, life and non-life insurance business are to be separated, so that one
activity can not be used to support the other. Especially reserves in life insurance have to be protected.

But the authorisation to take up life insurance business includes the permission to write supplementary
insurance to life insurance (e.g. in all EU Member countries and Switzerland).

If a company wants to write accident and health insurance together with life insurance, it is required to
establish a separate management for life insurance and the other classes.

The simultaneous pursuit of life and non-life insurance is only permitted in a few countries (e.g. Mexico).

As regards health insurance, there are different regulations among the OECD Member countries solely
already because of the different structures of health service in the countries. While in some countries health
insurance is written by life insurance companies, in others it is written by non-life insurance companies
(e.g., in almost all EU Member countries) or by specialised insurance companies as in Germany.
Regarding the treatment of composite insurers, in Switzerland, an insurer which writes both life and non-
life insurance in its home country is not authorised to write life insurance in Switzerland. In EU/EEA
countries, a composite insurer with its head office outside the EU carrying on non-life insurance in these
countries must establish a subsidiary if it wishes to carry on life insurance business, and vice versa. In
Canada, composite insurers authorised in their home jurisdiction to write both life and non-life insurance
may not write both in this country through the same entity.

In most OECD Member countries, separate licenses are issued for each class of insurance or for several
classes grouped under a common denomination.

Usually the authorisation is granted for an unlimited period of time. However, in some Member countries it
is possible to grant authorisation for particular classes of insurance for a limited period of time. After
expiry of this time, the authorisation may be renewed.

In many Member countries, the authorisation can be withdrawn if the insurance company did not take up
business within a certain period of time (mostly one year), i.e. did not make use of the authorisation.

5.4.  Licensing with regard to Reinsurance Business

In all OECD Member countries, the authorisation to do direct insurance business includes reinsurance
business in the same classes of insurance.

Among OECD Member countries, practices on the control of reinsurance activity are widely divergent.
However, the majority of Member countries require authorisation specific to reinsurance activities of
domestic and foreign direct insurers (including Canada, Italy, Japan and the United Kingdom). In
Germany, a separate authorisation is not necessary but direct insurance companies only may write
reinsurance business if it is expressively mentioned in their operating plan.

Several countries (Australia, Austria, Denmark, France, Iceland, Ireland, the Netherlands, Norway,
Spain, Switzerland and the United States) require from domestic as well as foreign (with the exception of
Denmark) direct insurers a single authorisation for both direct and reinsurance business. On the other
hand, Belgium, Finland and Greece do not require any authorisation.
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Domestic professional reinsurance companies being subject to authorisation requirements in almost all
OECD Member countries (except in Belgium, France, Germany and the Netherlands) are granted the
authorisation for all classes of insurance.

Foreign professional reinsurers are licensed in Australia, Czech Republic, Italy, Japan, Korea, Norway,
Spain (in case of branches), Turkey, United Kingdom and the United States.
Mexico registrates professional reinsurers depending of the ratings they have. In those countries, the
authorisation process mainly is the same for domestic and foreign direct insurers and professional
reinsurers.

5.5.  Licensing Requirements

In all OECD Member countries, an insurance company does not obtain the authorisation unless it meets
certain requirements.

Besides to the financial requirements being of paramount importance, there are other criteria which
concern legal requirements as, e.g., conformity of the legal form, filing of bylaws and general terms as
well as conditions of policies, accounting requirements as filing of an opening balance sheet, proof of the
required minimum capital, technical requirements as filing of premium rates and technical bases for
information and/or approval, and managerial requirements (e.g., fit and proper requirement) .

5.5.1.  Legal Requirements

In all OECD Member countries, only certain legal forms are permitted for insurance companies. Generally,
the insurer must be a legal person.

All Member countries permit insurance companies in the form of companies limited by shares and mutual
societies (with the exception of Luxembourg for companies limited by shares and Australia and the Czech
Republic for mutual societies), but the structure of these company forms is not the same in all countries.

In the United States, there are many “town mutuals” or “county mutuals”, covering agricultural property
risks.

Mutual or co-operative insurance companies are also common within the EU for livestock, for small
vessels, and for providing burial benefits.

Co-operative societies are admitted in Belgium, Czech Republic, Hungary, Iceland, Italy, Luxembourg,
Spain, Switzerland, United Kingdom and the United States.

Publicly owned companies are allowed in Australia, Belgium, Czech Republic, Finland, France, Germany,
Hungary, Iceland, Mexico, Poland, Portugal, Spain, Turkey, United Kingdom and the United States.

In almost all Member countries, insurance companies have to submit the articles of incorporation
including information on the legal form, the head office of the company, the purpose of the business, the
geographic area of business operations and the executive bodies of the company.

In some Member countries (Australia, Canada, Denmark, France, the Netherlands, Spain) this information
only has to be submitted for information. In other countries it must be approved.

Most countries, are asking for submission of a so-called business plan or operating plan. This scheme of
operations specifies, in particular, the risks which the insurance company intends to cover, the proposed
reinsurance, information on expenses of the first years and the financial resources available.
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Only a few Member countries require domestic as well as foreign direct insurance companies to submit for
approval the general policy conditions (Czech Republic, Hungary (only domestic), Japan, Korea, Mexico,
Poland, Switzerland, and the United States).

In the EU Member countries, neither the approval nor the systematic submission of general policy
conditions may be requested. Exceptions are the general policy conditions for compulsory insurance.
Member countries may demand their submission prior to their application. But this does not imply any
approval.

The submission of the policy forms for approval of domestic and foreign direct insurance companies only
is requested by Hungary, Iceland, Japan, Korea, Mexico and the United States. In the EU, the
submission of those documents must not be required.

In various Member countries, domestic and foreign direct insurance companies are required to submit
information on the qualification of the management - the so-called fit & proper requirement. The managers
must be reliable and must have sufficient professional knowledge and experience.

In the EEC (with the exception of Denmark as regards domestic companies, and additionally with the
exception of Belgium, Italy, the Netherlands and Sweden as regards foreign companies), insurance
companies have to notify the competent authority of the identity of the direct and indirect shareholders -
both legal and natural persons - and members holding qualified participations of the company as well as
the amount of these participations.

A qualified participation is given in the case at least 10 per cent of the insurance company’s capital or
voting rights are held or when there is another possibility of exerting a decisive influence on the
management. The competent authority may object if it is of the opinion that the person concerned is not
meeting the necessary requirements.The reason of the notification is to make sure, that shareholders and
natural or legal persons holding participations meet the demand in the interest of a sound and prudent
management of the insurance company. The shareholder identification is also asked for in other than EU
Member countries (but not - as it appears - in Australia, Hungary, Switzerland and Turkey).

Reinsurance arrangements have to be submitted in Australia, Belgium, the Czech Republic, Finland,
France, Germany, Iceland, Italy, Japan, Luxembourg, Mexico, Norway, Poland, Portugal, Spain,
Sweden, Switzerland, Turkey, the United Kingdom and the United States.

The reasons therefore are that whichever method is used to place reinsurance, by way of treaty reinsurance
contracts, facultative reinsurance, or pools, contract terms must be checked very carefully by the insurers.

Financial or finite reinsurance, reinsurance futures and options as well as catastrophe bonds used by
insurance companies in industrialised countries are risky and, e.g., seem not to be currently appropriate for
insurance companies in economies in transition. They not only bear risks in itself but also cause difficulties
in accounting and taxation as well as for the supervision.

As regards branches of foreign companies, there are specific requirements concerning the proof of business
in the country of the head office (in all OECD Member countries but Australia), the duration of the
establishment of the registered office (only in France, Iceland, Japan, Norway, Poland, Portugal, Spain,
Switzerland, United Kingdom and United States) and the establishment of a business address in the state
of operations (all OECD Member countries). In Portugal, the opening of branches of companies whose
head offices are outside the EU/EEA have been in existence for at least five years. In Spain, an applicant
must have been authorised for at least five years in its home country to write the classes of insurance for
which it seeks a licence in Spain.
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5.5.2.  Financial Requirements

Financial licensing requirements have to be strong enough to make sure that the company has set up a
sufficiently high minimum capital.

Very often, capital shortage is a major problem in insurance markets in economies in transition. The main
reasons for it are the unstable economic situation, limited savings and the underdeveloped state of capital
markets. One of the important factors in expanding the capital base is to increase foreign investments, a
measure that is not always supported by governments of the concerned countries. As another side-effect of
capital shortage is companies with a low capital base that are forced to cede a large proportion of their risks
to other, often to foreign companies.

In all OECD Member countries but Japan, there are rules concerning paid-up share capital of companies
limited by shares. In most countries, it is sufficient to pay in an amount between 20  per cent and
50 per cent.

Almost all OECD Member countries (except Korea) require that insurance companies possess a certain
minimum capital as a condition for authorisation.

Besides equity capital or equivalent funds, in particular, many EU Member countries ask for an
organisation fund. The equity or equivalent funds must be permanently at the disposal of the company
while the organisation fund is used to set up the organisation and therefore will be kept only for the first
few years. In most cases, no specific amount is fixed with regard to the organisation fund because the
starting costs depend on the structure of the company and the classes written.

The amount of the minimum capital varies among the Member countries. As in the EU, it usually depends
on the insurance class.

In life insurance, according to the First Life Insurance Directive of 1979, at least 800,000 ECU
are required.

In non-life insurance, the largest amount is required for credit insurance (1,400,000 ECU).

The amounts are under consideration and will be substantially increased in the near future due to
inflation and market developments. In other OECD Member countries, these amounts are already above
those required within the EU.

In some countries, a deposit, either of a fixed (for domestic companies: Czech Republic, Korea, Mexico;
for foreign companies: Belgium, Czech Republic, Denmark, Finland, France, Germany, Iceland, Italy,
Japan, Korea, Luxembourg, the Netherlands, Norway, Sweden and United Kingdom) or variable (for
domestic companies: Turkey and some states of the United States; for foreign companies: Denmark,
France, Germany, Luxembourg, Norway, Portugal, Spain, Sweden, Switzerland, Turkey and the United
States) amount, is required in addition to the minimum capital requirement. The amounts largely depend on
the type of the classes written.

In the EU, the fixed amount equals 25  per cent of the minimum guarantee fund. The deposit must be
made before the authorisation can be granted.

In Czech Republic, Korea, Mexico and the United States, the deposits (by domestic companies) must be
located in the country of the head office (same for foreign companies in Korea and the United States).

Exemptions of the obligation to make a deposit are possible in Germany (for foreign companies), Japan
(for foreign companies), Portugal (for foreign companies), United Kingdom and United States.
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Mostly, the consequences in case of insufficient deposits are the denial of granting a licence or the
withdrawal of the licence.

Specific provisions for foreign companies only are known in Denmark, Finland, Italy, Japan, Norway,
Portugal, Sweden, and United Kingdom).

5.5.3.   Accounting Requirements

Traditionally, insurance supervisors have required insurers to submit accounts different from those
Insurance supervisors, in particular, are interested in information on technical provisions, liabilities and
assets.  The reason is, that, e.g., the valuation of liabilities has been a popular field for  “creative
accounting”.  An insurer can make large amounts of surplus disappear by strengthening reserves as he can
create surplus out of reserves by adjusting estimates of future liabilities downward.

Independent audits can help to minimise abuse. Such a requirement has been introduced in the United
States, where it did not exist before.

Together with the operation scheme, domestic direct insurers in most OECD Member countries have to
submit for approval an initial balance sheet and a statement of prospective income.

Foreign companies have to submit those documents in less Member countries (initial balance sheet:
Belgium, Czech Republic, Italy, Japan, Korea, Poland, Spain, Sweden, Switzerland, United
Kingdom, United States; statement of prospective income: Belgium, Czech Republic, Germany,
Hungary, Italy, Japan, Korea, Poland, Spain, Switzerland, United Kingdom, United States).

In view of the fact that premiums and liabilities are commonly reported net of reinsurance, insurers are
asked to report on their reinsurance arrangements.

In some countries, the company not only has to submit the balance sheets but the profit and loss accounts
for the past three years as well.

The harmonisation within the EU, so far, has not yet achieved more than a set of general guidelines. Each
insurer reports to its home country as required there. The supervisors of the host countries may not require
more than copies. In other countries as, for example, in Denmark and Norway, an applicant has to submit
copies of the company’s accounts and annual reports for the last three financial years.

Insurance companies in EU Member countries also have to submit for the first three years information on
the expected liquidity position and estimates on the financial means to cover the solvency margin and the
technical provisions.

In the United States, uniform reporting forms have existed for long time and still exist, but the states may,
and frequently do, require additional information.

5.5.4.  Technical Requirements

In many OECD Member countries, premium rates have to be submitted for information or even for
approval.

The adequacy of premium rates is a fundamental issue. If they are not set at an appropriate level even
adequately calculated technical provisions would not prevent the company from making losses.
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But tariff calculation depends of the availability of reliable data. Insurance premiums are calculated on the
basis of the “law of large numbers”. Data on loss frequency and loss severity are indispensable for
calculation. In states with monopolistic structures, only the state monopoly possessed of e.g. historical
insurance claims data. If the state monopoly had been replaced by a market-oriented system, these data
were no longer reliable.

The Insurance companies in those economies in transition for the purpose of setting technical provisions
had to co-operate to establish new databases by first using probable assumptions.

In this regard, the supervisory authorities in some countries (e.g., in Czech Republic and Hungary) have
been well advised, to ask for submission of the premium rates and products for approval even if the
prevailing trend goes away from such controls; tariffs and products have to be submitted in Japan.

In this respect it has to be mentioned, that never, in any country, has tariff control been exercised
universally in all classes of insurance. It has tended to be strictest in “politically sensible” classes as motor
insurance.

In the United States, it has also been strict for workers compensation insurance.

In the EU, where in former times there were countries (United Kingdom and the Netherlands) with no or
insignificant control in this field and countries with a strong control (Belgium, France, Germany, Italy),
along with the single authorisation came the almost complete abolition of the prior approval of policy
conditions, premiums and tariffs. That means, that under the third generation of the Insurance Directives,
systems of prior approval and systematic communication of contractual conditions are prohibited with the
only exemptions for compulsory insurance and supplementary health insurance (e.g., in Germany).

In life insurance, some EU supervisory authorities made use of the provision in article 29, sub-section 2 of
the Third Life Insurance Directive to ask for the bases for calculation to be submitted systematically to
verify compliance with the actuarial principles.

In the United States, besides the control of contract terms, tariff control presents a pattern of different
rules, ranging from no control to a requirement of advanced approval. A move is under way to exempt
commercial insurance generally from tariff controls.

In the EU, the bases for the calculation of premiums and technical provisions have to be submitted but not
for approval by domestic as well as foreign companies. In other Member countries (Australia, Belgium
(for life assurance only), Denmark, Luxembourg, Mexico, Norway and Turkey) they have to be
submitted for approval.

5.5. 5.   Specific Requirements for Branches

In respect of licensing for branches or agencies of foreign insurers, no OECD Member country has
reported the application of the Market Need Test to examine whether there is a need for any additional
insurer in the national market.

In Australia, new approvals of non-resident life insurers have been restricted to domestically incorporated
entities. In the United States, 17 States have no mechanism for licensing initial entry of a non-US
insurance company as a branch, unless that company is already licensed in some other US-State.

In general, branches of foreign insurance companies have to submit the same documents as national
insurance companies.
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In all OECD Member countries, the foreign company has to submit a certificate specifying the classes of
insurance it is authorised to transact in its home country.

As regards authorisation to carry on business in another EU/EEA Member country, the situation for direct
insurance companies with their head office in an EU/EEA Member country was the following. From 24
July 1973 with the adoption of the First Directive on non-life insurance (73/239/EEC) and from 9 March
1979 with the adoption of the First Directive on life insurance (79/267/EEC), the European insurance
market started to take shape. These two Directives harmonised the conditions relating to the taking up and
pursuit of insurance business of insurance companies of the Common market and of branches of third
countries. Although insurance companies wishing to operate outside their home countries still had to obtain
authorisation in each Member country, there were comparable legal and financial conditions (as the
solvency margin and the minimum guarantee fund) and a uniform procedure. Branches continued to be
subject to supervision of both their home country and the host country.

With the second generation of Directives, the Second Directive on non-life insurance from 22 June 1988
(80/357/EEC) and the Second Directive on life insurance from 8 November 1990 (90/619/EEC), the
freedom to provide services in relation to so-called large risks (e.g., aircraft, ships, and the liabilities for
them) or industrial and commercial risks in non-life as well as for services provided on the initiative of the
policyholder was introduced. The freedom to provide services in relation to mass risks in non-life as well
as the active freedom to provide services on the initiative of the insurer in life still remained dependent of
an authorisation by the country of risk. Moreover, certain classes of insurance (motor third party liability,
builder’s risk insurance, nuclear liability insurance, etc.) were excluded from the scope of the Directive on
non-life insurance.

The single market in insurance of today was achieved by implementation of the provisions of the third
generation of Directives (92/49/EEC on non-life, 92/96/EEC on life insurance). The system of the single
authorisation (European passport) permits any insurance company with its head office in one of the EEA
member countries and authorised in that country to offer its products through agencies or branches or
under the freedom of services provision without having to apply for an authorisation in the host country
while being supervised only by its state of origin (home country control). The principle of the single
license relies on co-ordination of essential rules concerning the prudential and financial supervision of
insurance companies.

As regards the procedure, the notification process, under the provision of the freedom to provide services,
the insurer must inform the supervisory body of its home country of the commitments it wishes to cover.

The following documents must be supplied:

•  a scheme of operations describing the types of business envisaged,
•  the structural organisation of the branch,
•  the address of the branch,
•  the name of the branch’s authorised agent, and
•  a solvency certificate.

The home Member country communicates to the country in which the insurer wishes to carry on
business the above documents.

If the home supervisory bodies have doubts about the financial health of the company or the
qualifications of the managers, they may decide not to notify the country concerned.

The Member country of the branch must, in return, inform it of the conditions governing the pursuit of
business deriving from the interest of the “general good” with which the branch will have to comply.
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The concept of the interest of the “general good” is a product of case law which has not been specified in
the Directives. According to a definition commonly accepted in Community law, the national measures
may only be adopted in a field which has not been harmonised and may not lead to discrimination. The
measures must be objectively necessary and relevant to the objective without being disproportionate and
without duplicating a regulation which is already safeguarding the respective interest.

Companies operating under either freedom to provide services or the freedom of establishment must
supply the same information to the host country as that transmitted by its local competitors. The companies
have to inform the country of the registered office of the amount of the premiums, claims and commissions
obtained in each host country.

A representative (also called authorised agent) has to be appointed who is entitled to represent the branch
in the host country. In some Member countries, the supervisory body has to be asked for approval of the
appointed representative (e.g., Austria, Germany, Iceland, Luxembourg, Spain, Sweden, and United
Kingdom). It is generally required that the representative resides in the country where the activities are
carried on.

All Member countries require that the branch of a foreign company have its own capital resources.

Most Member countries have provisions regarding deposits from foreign insurers. However, insurers from
EU/EEA countries do no longer need to constitute and maintain deposits and solvency margins in their
respective host countries.

Insurers outside the EU/EEA (with the exception of Swiss non-life insurers because of the agreement
between the EEC and Switzerland on direct insurance other than life insurance from 10 October 1989)
must possess in a host country an amount equal to at least one half of the minimum guarantee fund
imposed on EU/EEA insurers and deposit one fourth of the said fund as security.

For these branches, the guarantee fund is defined as the highest of one third of the solvency margin or one
half of the minimum guarantee fund imposed on EU/EEA insurers.

The initial deposit lodged (one fourth of the minimum guarantee fund imposed on EU/EEA insurers) is
considered as forming part of the guarantee fund.

Assets representing the solvency margin must be kept within the host country where activities are carried
on up to the amount of the guarantee fund and the excess within the EU/EEA.

In France, companies from third countries (not being signatories of the GATS) can be required to provide
deposits or guarantees if their home country imposes similar requirements on French companies.

6.  Ongoing Supervision

In all OECD Member countries, insurance companies are subject to current supervision.

The conditions under which the license was granted must be observed the whole time the insurance
company is carrying on business. It is one of the tasks of the insurance supervisory body to ensure that all
requirements are met all the time.

In this respect, even Member countries with supervisory authorities not having the right to ask for premium
rates and tariffs for approval during the licensing procedures, allow their authorities to ask for information
on the products, business transactions, the financial situation and mergers and acquisitions while
performing the ongoing supervision.
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The other side of supervision, its repressive nature, is the power of the supervisors to interfere with
business management and to impose sanctions if the directors, managers, or other persons in charge violate
legal requirements or endanger the interests of the insured.

6.1.  Powers of the Supervisory Authority

To be able to perform its tasks, the insurance supervisory authorities in all Member countries have the right
to obtain detailed information about the insurance company and its business activities.

One source of information are reports by the insurance companies. All Member countries ask for annual
reports, the majority for quarterly reports (even of branches).

For the examination of reports and other financial documents, in the majority of countries, the supervisory
authorities co-operate more or less with the appointed actuaries and auditors (even if this is not legally
regulated).

As another source, ratings are used for supervisory purposes in Japan, Korea and Mexico.

If the supervisory body detects any irregularity it is entitled to take the necessary remedy. For example,
legal requirements having been a condition for licensing have to be met in any case of a change during the
course of business operations. If necessary, documents have to be submitted anew.

Usually, the supervisory body is free in the choice of its means, ranging from a simple reminder over the
dismissal of managers or the demand to cancel a certain business operation to the withdrawal of the
license. In some Member countries, the supervisory body may impose administrative fines to enforce
compliance with its orders.

In other Member countries, the supervisory body may send representatives to meetings of the executive
bodies of the insurance companies (e.g., Canada, Finland, Germany, Iceland, Italy, Spain and Sweden)
or appoint a special commissioner, who will assume special functions on behalf of individual executive
bodies for a limited period of time.

If foreign insurance companies having their head office in an EU Member country carry on business under
the freedom of services provision and violate any legal rule, the applicable procedure inside the EU is as
follows: First the supervisory body of the host country requests the insurance company to remedy the
irregularity. If the insurance company does not comply, the supervisory body of the host country informs
the supervisory body of the home country. The latter then takes the necessary measures in accordance with
the national regulations. If these measures still do not show any result, the supervisory body of the host
country may prohibit the foreign insurer from writing insurance under the freedom of services in its
territory.

All OECD Member countries provide their supervisory authorities with the right to periodically or on a
case-by-case basis perform on-site inspections at the head office of domestic insurance companies; the
majority of countries allow these inspections at establishments of branches of foreign companies - with
regard to their domestic business - as well (with the exception of Australia).

The insurance companies are obliged to give all the information available and to enable the inspectors to
look into all business documents so long as justified by the purpose of insurance supervision. The
inspectors are bound to secrecy.

Some Member countries have very extensive on-site inspections covering all business activities (e.g.,
including the observation of the legal requirements and compliance with the business plan, the financial
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standing, the allocations of the technical provisions, the investments, the calculation of tariffs, the internal
and external organisation, the reinsurance relations, etc.), while others only inspect certain areas.

But first of all, the financial soundness of an insurance company is of the main concern of the supervisors.

In this respect, the supervisors have an close eye on the capital resources (solvency), the formation of
technical provisions and the existence of assets (investments) necessary to meet the insured liabilities.

6.2.  Solvency

In all OECD Member countries, the minimum capital required as condition for licensing must also be
available in the future.

The EU Member countries require that capital of the insurance companies be adapted to the development
of the business.

Where OECD Member countries outside the EU require that the capital has to be permanently adapted to
the development of the business, in most cases this adaptation is made by allocations to a statutory reserve
or by increasing the non-imputable deposit. Part of the annual profit has to be allocated to these items until
the required amount is reached. In some Member countries, the supervisory body may require to restore or
make available an organisation fund if the insurance company writes losses (e.g., Germany, Switzerland).

Solvency as referred to by the EU Insurance Directives means the financial resources of an insurance
company, i.e. the difference between the assets and the liabilities. This kind of safety capital is necessary in
order to absorb discrepancies between the anticipated and the actual expenses and profits.

At the time of the first Paratte Report, 1963, the standards were generally simple and modest in relation to
the amount of the risks carried on by the insurers. In most countries, all that was required was a fixed
amount of capital, subscribed or paid in, with the amount depending on the class of insurance.

Over the past several decades, there has been a trend toward expanding both the amounts and the variety of
financial requirements.

One reason for strengthening the solvency standards has been the move towards freer markets and -
particularly in the European Member countries - the need to compensate for the loss in security that
resulted from the elimination of the control of tariffs and contract terms.

The solvency margin established in the European Insurance Directives is an important step in the direction
of more risk-oriented financial resources. The current solvency regulations within the EU are mainly based
on the provisions of the first Directives 73/239/EEC (non-life insurance) and 79/267/EEC (life insurance).
The provisions regarding the required solvency in credit insurance and the actual solvency both in life and
non-life insurance were amended by the Credit Insurance Directive 87/343/EEC and the Third Directives
92/49/EEC and 92/96/EEC. The directives provide that insurers must have sufficient safety capital in form
of the so called minimum guarantee fund at the moment of taking up business activities as well as own
funds for the ongoing business serving as a buffer to ensure that the obligations under the contract can be
met at any time - the solvency margin. Hence, the purpose of establishing a solvency margin is only to
absorb remaining risks which may occur even if concrete risk preventing measures by prudent
management or specific supervisory provisions have been taken. Such a solvency margin is known in all
other OECD Member countries outside the EU (except the United States).

According to the Directives, the solvency margin of insurance companies with their head offices in an EU
Member country consists of the companies assets free of any foreseeable liabilities and less any intangible
items (i.e., uncommitted assets). There is an open-ended list of admitted assets.



23

The uncommitted assets may comprise of the following:

•  the paid -up share capital,
•  one half of the unpaid-up share capital once 25  per cent of such capital are paid in,
•  the statutory and free reserves,
•  any carry-.forward of profits,
•  hidden reserves resulting from the under-estimation of assets,
•  securities with a fixed maturity which are subject to special conditions up to 50 per cent,
•  in non-life insurance additionally 50 per cent of the supplementary contributions which mutual

societies may require their members to pay in a particular financial year,
•  in life insurance additionally the part of the provisions for bonuses and rebates which has not yet been

made available for distribution to policyholders, 50 per cent of the company’s future profits, to a
certain extent the acquisition coats included in the premiums as far as they have not been taken into
account in the mathematical provision.

By requiring insurers to maintain uncommitted funds in an amount equal to a set percentage, this not only
creates a safety cushion to hold back insolvency but at the same time it serves as a warning signal to
supervisors.

If these funds fall below a required amount, i.e., are not sufficient to cover the guarantee fund defined as
one third of the solvency margin, the supervisory body has the right to prescribe measures to restore a
sound financial situation.

Several other OECD Member countries than EU Member countries prescribe measures or ask for
restoration plans if the share capital or equivalent fund has been considerably reduced by losses.

Within the EU, in Non-life insurance, the amount of the solvency margin can be expressed as the higher of
two results: 16 per cent of the annual premiums written by the insurance company or 23  per cent of the
average annual claims costs incurred by the insurance company. The result then is multiplied by a factor
equal to the ratio of claims costs remaining for the insurance company after taking account of reinsurance
ceded to gross claims costs, as resulting from the last financial year up to 50 per cent.

Reinsurance is not taken into account for the calculation of the solvency margin in Australia (in life) and
the United States, while countries like Hungary, Korea, the Netherlands, Portugal, Spain and Sweden
allow up to 100 per cent in non-life as well as in life insurance.

In Life, in the EU, the solvency margin requirement may be summarised as the sum of two results:
4 per cent of the mathematical provisions of the insurance company plus 0.3 per cent of the capital at risk,
i.e. an amount equal to the difference between the maximum payments under the policies underwritten and
the mathematical provision.

In respect of health insurance, the solvency margin is calculated in an equal way to non-life insurance. It is,
however, reduced to one third.

No OECD Member country has different rules regarding the solvency margin of branches and of domestic
insurance companies.

The EU claims-based solvency margin does not take the inflation rate into consideration. It is based on the
average burden of claims for the past three financial years. Economies in transition should be aware of this.

Some EU countries already use stricter criteria than prescribed in the EU directives. However, too high a
margin might cause negative effects. It could create or reinforce a tendency to establish imprudent
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premiums and technical provisions to compensate for the rise in the solvency margin requirement, given
that these parameters are components of the basis on which the requirement is calculated. On the other
hand, too low a solvency margin very often is the reason for the increasing volume of the purchase of
reinsurance in economies of transition.

The method of the risk-based capital (RBC), introduced in the United States quite recently, is one method
to take account of the various risks in connection with the determination of the solvency margin.

With respect to the main principle that the capital should be related to the risks inherent in the respective
insurance operation, the concept seeks to evaluate a great number of different risks as underwriting risks,
assets risks, and credit risks. Using data and procedures specified in voluminous instructions, insurers are
required to calculate the amounts of assets that they must have to avoid special supervisory attention,
stricter reporting, rehabilitation, or winding up. To determine an insurers RBC, its business data are
compared to industry averages for the different classes of insurance. Under the RBC approach, thresholds
above 100  per cent of the solvency margin are introduced to enable the supervisory body to intervene at an
early stage.

A point in favour of the RBC is that the assets are looked at considering the investments being actual risk
carriers.

Besides, under this approach, the experience of European supervisors is avoided that companies having
calculated the mathematical provision in life insurance prudently have to present a higher solvency than a
less prudent competitor.

On the other hand, quantitative financial requirements as known in other OECD Member countries have
the advantage of being expressed in simple figures and standardised. With RBC, the standards make
complex calculations and evaluations on both the sides of the insurer and supervisor necessary; therefore,
assuring correct and equal application of the rules requires special controls.

Moreover, despite the fact that the existence of an universally true ratio is disputable, fulfilling a certain
ratio can give the insurance management as well as the supervisors the wrong feeling about having done
everything possible instead of allowing flexible reactions depending of the necessities of the single
insurance product.

In some OECD countries (Australia, Austria, Canada, Denmark, Finland, Iceland, Luxembourg,
Mexico, Norway, Sweden, Turkey, United Kingdom, United States) requirements for minimum
solvency for professional reinsurance companies are known. The requirements often are the same as for
direct insurers.

6.3.  Technical Provisions

Technical provisions ensure that the company is in the position to meet at all times the commitments
towards the insured.

Insurance companies tend to adopt short-term assumptions that often result in under-priced products. Then
in the way of cross-subsidisation over reserved products are used to offset the losses on those under-priced
products.

Economies in transition often made the experience of inadequate technical provisions. The reasons were
the lack of historical data for calculation, economic conditions such as an unstable rate of inflation and the
underdevelopment of actuarial systems.
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What technical provisions have to be established and in what amounts depends on the national regulations
in each Member country. Technical provisions which can be found in almost all OECD Member countries
are the:

•  mathematical provision in life insurance,
•  provisions for claims outstanding (corresponding to the total estimated ultimate cost of settling all

claims reported arising from events which have occurred up to the end of the financial year less
amounts already paid in respect of such claims),

•  provision for unearned premiums ( to defer to the next or to subsequent periods the proportions of
gross premiums and risk premiums that are unearned at the end of the financial year), and the

•  provision for claims incurred but not reported (IBNR) for liabilities estimated on the basis of loss
experience over several years ,including future claim-settlement expenses.

An equalisation reserve as a valuation adjustment in non-life insurance as it is common among some of the
EU Member countries is not prescribed in Australia, Mexico, Turkey and United States, because the
volatile nature of certain risks. It is seen as an inherent risk of insurance that should be taken into account
accordingly when fixing the price for the cover of such risks.

A special provisions for the risk connected with the use of derivatives is only known in the United States.

In all Member countries those provisions are calculated based on actuarial formulae on statistical bases
(e.g. the mathematical provision in life insurance using mortality tables and the technical interest rate) as
well as „ case by case“.

Within the EU, according to the Third Insurance Directives, only the home country is responsible for
setting the rules and supervising the compliance with the rules concerning technical provisions and their
investment in representative assets. The Directive on the Annual Accounts and Consolidated Accounts of
Insurance Undertakings from 19 December 1991 (91/674/EEC) introduced a harmonised regulation in
force since January 1, 1995. The Directive harmonises the layout of the balance sheet and thereby lists and
defines the technical provisions and describes how they are to be evaluated. Thereafter, the amount of
technical provisions must at all times be such that an insurance company is able to meet any liability
arising out of insurance contracts as far as can reasonably be foreseen. As a rule, the technical provisions
have to be established at the head office of the company.

Some Member countries require special deposits to cover technical provisions. Such deposits have to be
located in the country of the head office, too (in Czech Republic, Hungary, Mexico, Switzerland and the
United States).

In almost all OECD Member countries (with the exception of Iceland, Japan, Portugal and Switzerland),
branches of foreign companies (in case of EU Member countries, such with their head office outside the
EU) have to establish technical provisions in line with the same principles applying to national insurance
companies.

Within the EU, branches of foreign companies having their head office inside the EU do not have to
establish separate technical provisions. The technical provisions required for the insurance business of the
branch are only established at the head office of the insurance company in accordance with the regulations
which apply in the Member country of the head office.
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6.4.  Investments

Historically, the aims of investment regulation are first to protect policyholders, second to direct the flow
of investable funds towards what governments perceive as desirable, and third to prevent insurance
companies from exercising undue influence within the financial markets as a whole. In the interest of
furthering the development of the national economy, some countries, in particular economies in transition,
might think of encouraging insurers to give preference to investments in domestic companies. Thereby, the
paramount principle of security should not be lost out of sight.

Although transfers of capital to other countries are not generally in the interest of the national economy, it
may be necessary sometimes, in particular with view to inflation risks, to permit insurers to conclude
contracts in foreign (stable) currencies and to invest the funds covering future liabilities from such
contracts in the respective currencies.

In most OECD countries, the investment regulations do not extend to the investment of the capital base of
insurance companies. They only relate to the investment of the funds that constitute the contractual
liabilities to policyholders, and sometimes to equalisation or claim fluctuation reserves. The reason for this
is that the capital base plays a longer-term risk absorption role, as well as allowing insurance companies to
finance their future growth. Moreover, for an insurance company a major part of the capital base,
excluding mutual companies, belongs to shareholders and they would not wish management to hold too
much capital, it were not earning an acceptable rate of return on their invested capital. Therefore, if
investment regulations restricts the investment of the capital base unduly, this prove to be a disincentive to
hold a high level of capital within the insurance companies, i.e. well above the statutory minimum level.
This would thus tend to weaken rather than strengthen the overall financial security of insurance
companies.

A distinction between the treatment of the assets representing the technical provisions which are the basis
for satisfying the claims of the insured and the assets covering the other liabilities which serve to satisfy
the other creditors is, e.g., reported by all EU Member countries, Japan, Mexico and Switzerland. It is
recommended for other countries like economies in transition, as equally is a distinction within the owners
equity itself between the minimum required capital and the free capital.

In general, one can say that in order to ensure the safety, profitability and liquidity of its investments, in
particular regarding the assets covering the technical provisions, the insurance company must ensure that
its investments are sufficiently diversified and spread.

Thus, in many OECD Member countries prudential investment rules with respect to diversification by
type, limits or restrictions on the amount that may be held in certain assets, matching of assets and liability,
and liquidity are known.

At least for assets representing technical provisions, the majority of OECD Member countries has
established certain rules.

In the United States, compliance with investment rules for all assets is required.

The principles of diversification (the proportion of the total investment in particular classes of investments)
spread (the proportion of total investments in one particular class of investments) and liquidity (with the
exception of Korea) are common in almost all OECD Member countries.
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Ceilings may be set on admitted investments, by type of investment and in percentage terms rather than in
absolute value, so as to reduce the risk of default or of liquidity shortage. Hence, it is common to find
maxima on unquoted securities, on low quality corporate bonds and on certain classes of foreign
investments. Maximum percentages on classes of investments have a double purpose in risk reduction:

•  to restrict holdings in classes which are deemed to be risky, and
•  to ensure adequate diversification of the investment portfolio as a whole.

That is why, beyond the general principles of security, yield and liquidity, the EU Insurance
Directives instead of harmonising investment rules, drew up a list of ceilings intended to ensure
diversification and an adequate spread of the investments representing the technical provisions. The list is
exhaustive in order to give maximum flexibility to the EU Member countries as well as to the insurance
companies.

Moreover, in certain countries, such as United Kingdom, Ireland and Australia, the insurance companies
can invest above the maxima, but they cannot count these assets which are held above this level as
admissible assets representing technical provisions.

Although OECD countries today very seldom set floor limits (EU Member countries are prohibited from
requiring insurance companies to invest a minimum amount in specific assets or categories of assets), such
practices were possibly used in the past to encourage investments with a low risk of loss or lack of liquidity
or in pursuit of macro-economic objectives.

In recent years, there has been a general move away from detailed quantitative restrictions on investment
choice towards more general guidelines known as prudent-man-rules. Two different approaches seem to
confront each other: the so-called “prudent man” management and the quantitative requirements. Prudent-
man rules are more qualitative in nature. The principle of the prudent man management means that it is up
to the manager and not to national or community statutory provisions to determine the investment policy
for assets representing technical provisions. Thereby one is trusting in the manager’s expertise in financial
strategy and his prudence. This approach is in favour, e.g., in the United Kingdom and the United States.
Prudent-man rules are less constraining on financial asset choice thus allowing investment policy to change
with changing liabilities and changing market conditions, but on the other hand they are open to
differences in interpretation making their enforceability more difficult. Moreover, prudent-man rules
demand closer liaison between the supervisory body and the insurance company being regulated, including
more detailed disclosure on investments. Investment regulations in OECD countries do not always neatly
divide between prudent-man rules and quantitative restrictions. One finds both in operation in some
countries. Prudent-man rules provide the general guidelines, but they are reinforced with quantitative
restrictions as an additional safeguard. Such a mixed system can be found in life insurance directives
within the EU. However, if used, prudent-man rules should be applied on both asset and liability elements.

Countries following the approach of quantitative requirements and having fixed certain percentages (the
above ceilings) for the individual types of investments, in general allow the same kind of investments but
with different limits. Assets representing technical provisions may be invested in:

•  bonds (in all Member countries; no minimum floors reported; maximum percentages between
2 per cent as in Turkey and 5  per cent ( Poland) up to 100 per cent);

•  shares (all Member countries; no minimum floor reported; maximum percentages between 25 per cent
and 100  per cent);

•  mortgages (not allowed in Turkey) ,
•  real estate (all Member countries; percentages of 10 per cent as in the Netherlands to 100 per cent);
•  loans (all Member countries except Poland);
•  advances against policies in life insurance (except for Japan and the United Kingdom);and
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•  cash (all Member countries except Mexico).

There are regulations on the use of financial derivatives in asset management. With the development of
fixed interest, equity and currency derivatives, most regulatory systems have recently been adapted to
accommodate their use, but under close guidelines. It is recognised that derivatives are a useful way of
hedging investment risks, both in respect of hedging against a rising stock or bond market when investing
new funds or by hedging against falling market prices for assets already held. Strict restrictions are placed
on insurance companies in their use of derivatives for trading or more speculative purposes. The writing of
options contracts is especially restricted because there is no limit on potential losses. There is also justified
supervisory concern with the credit worthiness of suppliers of over-the-counter derivatives and to ensure
that the sources of supply are also adequately diversified. Investments in derivatives are not permitted in
France, Hungary, Luxembourg, Norway, Poland and Turkey, and for hedging purposes exclusively in
Belgium, Denmark, Germany, Iceland, Korea, Mexico, the Netherlands, Norway and United
Kingdom.

Ceilings or restrictions for investments abroad (representing technical provisions) exist in Belgium,
Germany, Iceland, Italy, Japan, Korea, Luxembourg, Norway, Poland, Portugal, Spain, Sweden and
United Kingdom which range from 5 per cent (Poland) to 100 per cent (Germany, Italy, Luxembourg
and Norway).

Australia, Czech Republic, Hungary, Mexico and Turkey are not permitting investments abroad for
cover of technical provisions.

Investments in (strong) foreign currencies seem to be advisable especially in case of inflationary and weak
economies. Strict restrictions on foreign investments may cause problems within the domestic capital
markets which cannot take in all investments.

In connection with investment decisions the risk of evaluating the investment at too high a value occurs.

Therefore, standards for valuation of assets are set and the admissibility of the value placed on assets for
the calculation of technical provisions or solvency margin requirements are specified. Those standards
should be consistent, i.e. they should be the same for liabilities and assets. In all OECD Member countries,
the valuation of assets is performed in accordance with provisions and principles of accounting applicable
to all undertakings in the country concerned. Within the EU, detailed evaluation rules based on article 17
of the First Life Insurance Directive and article 15 of the First Non-Life Insurance Directive as well as
articles 56 to 62 of the Accounting Directive (91/674/EEC) serve to prevent the evaluation risk in
connection with the technical provisions. The investments may be valued at market value or historical
costs.

Furthermore, in some countries the prudent evaluation is supported by accounting the assets in the balance
sheet at their acquisition costs in connection with the principle of lower-of-cost-or-market-value (e.g.,
Austria, Belgium, Denmark (life), Finland, Germany (life), Iceland, Italy (life), Norway).

In countries, where investments are valued at cost or current market price, whichever is less, insurers tend
to accumulate substantial amounts of undisclosed (embedded) reserves. In response to EU rules, which
permit such reserves to be counted for the calculation of the solvency margin, insurers have begun to
publish the amount and nature of their excess investments. Insurers valuing their assets on the basis of
market costs have to show the historical value and vice versa.

A majority of OECD countries have no specific rules regarding accepted reinsurance business. In some
countries accepted reinsurance is taken into account for the calculation of assets corresponding to technical
provisions and technical provisions may be represented in assets by debts on ceding companies (Denmark,
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France, Italy, Spain, United Kingdom and United States). In other countries like Ireland, Switzerland
and Portugal this is not allowed.

In EU Member countries, if assets have to be available in the amount of gross provisions, as a rule, the
share of reinsurance shall be considered as permissible asset. They may be openly disclosed on the liability
side or shown on the asset side.

The domestic localisation and/or physical custody of certificates of investments corresponding to technical
reserves can be of considerable importance. It makes it possible to ward off difficulties in establishing
proof of ownership and the possibility of deceptive practices by companies. The insurance company itself
can undertake this custody role but it is more common for the securities and associated ownership
documentation to be required and held in trust by an approved bank or other service providers.
Traditionally, national insurance regulation has required that investment documentation is physically held
in an approved institution within the country in which the business is transacted; however, with
technological advances in computer and telecommunication technologies there is a trend towards less rigid
local custody requirements. However, the wish to keep investments in the country because of a concern for
the domestic economic growth should not constitute a barrier to entry to foreign insurance companies.

With respect to localisation of assets, the EU Insurance Directives provide that the document of title, the
debtor or the collateral of a loan and the real estate must be situated in a country within the EU/EEA in the
case that these assets are employed for covering the solvency margin of the branch of a non-EEA insurance
company established in the EU area.

In case of branches and agencies whose head office is outside the EU/EEA, the assets representing the
solvency margin must be kept within the country where the business is carried on up to the amount of the
guarantee fund, and the excess must be kept within the EU/EEA.

In Canada, the foreign companies are required to maintain in this country assets vested in trust, which
cover their policy and other liabilities in Canada plus a margin. In Korea, branches of foreign insurers are
required to hold their assets in Korea, which are equivalent to the sum of technical reserves and
contingency reserve.

In some countries (Austria, Belgium, Finland, Germany, Iceland, Sweden, Switzerland), assets
representing the mathematical provisions in life insurance have to be kept separately from the other assets.
They have to be entered in a special list that is regularly updated. The assets secured in this way serve to
satisfy the claims of the insured in life insurance ranking before those of other creditors.

In Germany, assets that serve as a security for the mathematical provision in life insurance are monitored
by a specially appointed person, called the “Treuhänder”. This person is authorised by the supervisory
body to make sure that always-suitable assets are available in sufficient quantities; assets may only be sold
with his approval.

In most OECD Member countries (with the exception of Japan and Korea), the investment regulations
stipulate that the assets must be denominated in the same currency as the liabilities.

The principle of currency matching helps to protect against exchange rate risks.

Investments ought to be in the same currency as commitments. The assets must with respect to
their performance and due dates as well as their returns guarantee at any time that the technical liabilities
are covered. External influences as changes in the capital market or exchange rates are constantly
jeopardising the adequate cover.

Companies with their head office in EU Member countries may hold non-matching assets denominated or
payable in a currency other than that of the commitment due to cover an amount of up to 20 per cent of
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their commitments in a particular currency. Moreover, with the introduction of the Euro, there is now even
greater investment flexibility in respect of countries within the Euro-zone, whereby 100  per cent of
investments, whether in the Euro or in other Euro-zone national currencies, can be held against liabilities in
a national currency.

One of the primary objectives of insurance companies in managing their assets is to ensure that the
maturity (or duration) of those assets matches that of their commitments to reduce the risk of changes in
interest rates. It is rare to find within insurance regulation any detailed requirements for such matching of
assets and liabilities. This is because it is difficult to specify within legislation such a complex requirement.
Nevertheless, even though it is not specified formally, it is a recognised duty of supervisors to monitor any
significant mismatching of assets and liabilities, since these cross balance-sheet exposures are key aspects
of the investment risks faced by life insurance companies. There is no regulation regarding the maturity
matching in the EU Member countries, Switzerland, Japan, Korea and Turkey.

In almost all OECD Member countries (with the exception of Iceland, Italy, Japan, Norway and
Turkey), there is no regulation regarding free assets. The EU Member countries expressly committed
themselves not to draw up any such regulation.

In most Member countries, the companies must periodically inform the supervisory authorities about their
newly acquired assets and about the composition of their total investment portfolio.

In all OECD Member countries, the same investment rules apply to both national insurance companies and
branches of foreign insurance companies.

6.5.  Control of Accounting

In all OECD Member countries, insurance companies have to submit annual accounts comprising the
balance sheet, profit and loss accounts and additional notes. In principle, direct insurance companies have
to report separately and in detail the amount of direct business as well as of reinsurance business accepted
and ceded in both balance sheet and profit-and-loss accounts.

The EU Member countries follow the Insurance Accounting Directive (91/674/EEC) from 1991. Insurance
companies in EU Member countries have to establish their balance sheets and profit and loss accounts in
the same form. An annex has to be attached to both documents listing the items that need not to be
included in the accounts as well as items requiring special explanations. An annual report has to describe
the development of the business and the present situation of the insurance company. With respect to
reinsurance, the asset side of the balance sheet includes debtors arising out of reinsurance operations and
deposits with ceding companies. The liability side shows the technical provisions (both gross amount and
the amount of the reinsurance share), the deposits received from reinsurance and creditors arising out of
reinsurance operations. The option to require or permit the reinsurance shares to be shown as assets is not
taken by all countries. In the technical accounts of the profit-and-loss accounts, the earned premiums and
the reinsurance amount have to be shown (likewise in Canada, Japan and the United States).

In all OECD Member countries, branches of foreign companies have to submit accounts in respect of their
business in the host country.

Within the EU, this does not apply to branches of insurance companies having their head office in an EU
Member country because they are not subject to the insurance supervision of the country of activity.
Insurance companies having their head office within the EU have to submit to the supervisory body of their
home country a report on their insurance business written in another EU Member country. They have to
give separate information on business written through a branch establishment and on a basis by country
and by class of insurance. In each case the written premium income and gross expenditure in respect to
claims and amounts set aside for provisions have to be disclosed.
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In all OECD countries, professional reinsurers have to record their activities in their balance sheets and
profit-and-loss accounts in the same way as the direct insurers. There are no specific requirements.

In most Member countries (e.g., all EU Member countries), the annual accounts have to be audited by an
auditor.  The profession of the auditor is recognised and regulated in all OECD Member countries. There is
an obligation to appoint an auditor as well as legal provisions with respect to the professional education
and qualification of auditors. The auditor has to be independent of insurance companies. He has to check
whether both bookkeeping and annual accounts are in line with the provisions of the Member country
concerned and has to give his view of the actual financial situation of the company. After the audit, the
correctness of the documents has to be certified. Auditors are supervised by state only in Belgium,
Germany, Iceland, Italy, Japan, Korea, Mexico, Norway, Spain, Turkey, and the United States.

7.  Suspension and Termination of Business Operations

Suspension or termination of business operations may affect all or only parts of the classes of insurance
which insurance companies are authorised to transact. The suspension or termination may be voluntarily or
compulsory by order of the supervisory authority.

In all OECD Member countries, insurance companies may suspend business in one or several classes for
any reason, but not in all countries the total or partial voluntary suspension is specially regulated (e.g., not
in Canada, Germany, Finland, Iceland, Switzerland).

In some Member countries, the supervisory body is entitled to order the compulsory suspension (e.g.,
Austria, Belgium, Finland, Italy, Japan, Spain and Switzerland). In these countries, the suspension is
used as a means of restoration of a sound financial situation in case of business difficulties.

In some countries without a special regulation concerning suspension (e.g., Austria, Germany,
Switzerland) the supervisory body may by order temporarily suspend the effectiveness of the contracts by
dispensing the policyholders from the payment of premiums and the insurers from the payment of benefits
or indemnities. In life insurance, it is also possible to reduce benefits.

A suspension does not necessarily result in a withdrawal of the license for the insurance class concerned.
In many Member countries (e.g., Austria, France, Italy, Portugal, Spain), there are, however, provisions
stipulating a maximum period (6 months to 3 years) after which the company should have resumed
business not to loose authorisation.

Usually, insurance policies written prior to the suspension will stay in force.

If business operations are not terminated temporarily but definitive, one speaks of total or partial voluntary
or compulsory termination. In all OECD Member countries, termination results in the expiry or withdrawal
of the license. The existing insurance policies have to be wound up or transferred to another insurance
company (portfolio transfer).

In all Member countries, the termination is made public.

Insurance policies written prior to termination stay valid.

The withdrawal of a license is not only a consequence of termination but it can be the consequence in other
cases as well.

In all OECD Member countries, there is a regulation regarding the withdrawal of the license of direct
insurance companies. On the other hand, in some countries such as France, Germany, and the
Netherlands, there are no rules for the withdrawal of the license of a reinsurance company.
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The license of a direct insurance company may be withdrawn in OECD Member countries except for
Japan if the insurance company is not making any use of the license for a certain duration of time, if the
company does no longer fulfil the conditions for licensing or fails to meet any obligation (all OECD
Member countries except the United Kingdom).

The validity of existing contracts is not affected. However, there might be a transfer of the contracts to
another company (regulated in all Member countries but the United Kingdom).

In some Member countries (Czech Republic, Denmark, Finland, Hungary, Iceland, Italy, Japan,
Mexico, Norway, Switzerland, Turkey and the United States), the insured have an extraordinary right to
terminate their insurance contracts.

The expiration of the contracts or the reduction of benefits is other possible consequence for the insured
(e.g., in Czech Republic, Denmark, Finland, France, Germany, Hungary, Iceland, Japan, Korea,
Mexico, Norway, Portugal and the United States).

In almost all Member countries, the decision of suspension, termination or withdrawal of the license may
be appealed in the courts (appeal to supervisory body in Czech Republic, Korea and Portugal). The
appeal has to be filed within a certain period of time (one day in Denmark, Iceland, Luxembourg and
Portugal and 60 days in Italy).

Almost all OECD Member countries grant the right of portfolio transfer, but only with the previous
authorisation by the insurance supervisory body (except in Turkey and United Kingdom). The EU
Member countries have to make sure that the accepting insurance company possesses the necessary
solvency margin after having taken the transfer into account. In case of a voluntary transfer of insurance
policies written abroad by a branch or under the freedom of service provision, this has to be certified by the
supervisory body of the country of the accepting company. The certificate is the necessary condition for
the supervisory body of the transferring company to approve of the transfer.

As a rule, if total or partial voluntary transfers involve future policies corresponding assets and liabilities
have to be transferred. Only in a few countries (e.g., Austria, Italy, Japan) are transfers without the assets
and liabilities allowed.

Because a portfolio transfer is touching the interests of the insured, they have to be informed and have the
right to object to a portfolio transfer (in Denmark, France, Iceland, Japan, Mexico, the Netherlands,
Norway, Portugal, Spain, Sweden, Switzerland, Turkey, United Kingdom and United States) or even
the right to cancel the contract (all Member countries except for Denmark, Germany, Japan, Korea,
Spain, Sweden, United Kingdom).

8.  Insurance Companies in Difficulties

 A crisis in a key company of the local market could lead to instability for the entire insurance market.
Therefore, in most OECD countries, it is generally accepted that supervisory authorities should do
everything to prevent an insurance company from defaulting. Even the difficulties of a small insurer can
affect many policyholders and insured. It is for this reason, that safety net systems are designed to protect
policyholders against losses from insolvent insurers.

Some countries have introduced guarantee funds or policyholder protection funds that are designed to pay
the claims of insolvent companies up to a certain limit. It is general practice for general compensation
funds to co-exist with compulsory third party liability insurance in motor insurance for the benefit of motor
accident victims, either in case the responsible driver cannot be identified, or in the case, that the
responsible driver is not insured or in the case of the insurer of the driver being insolvent (known in all EU
Member countries). Under these funds, claims normally are paid in full without any reduction.
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Those funds very often are established by the state with the exception of Belgium, Finland, Norway,
Switzerland and United Kingdom where private associations are in charge) supervised by the insurance
supervisory bodies in Belgium, Finland, Korea, Luxembourg, Norway, Poland, Portugal, Spain,
Switzerland, Turkey, United States) and financed by the insurers operating the classes of business
protected under the respective fund (all Member countries except for Hungary, Japan, Mexico, Portugal
and Spain).

In life insurance, policyholder protection funds can be found in Korea, United Kingdom and United
States. All states of the United States have insolvency guarantee funds for property and casualty
insurance.

Usually, the insured (and the injured) have the right to directly claim payment from the fund (in all EU
Member countries Switzerland and the United States).

A disadvantage of such funds is that in covering insolvency losses it is often noted that costs can weaken
participating companies. There is also the possible aggravation of moral hazard that the establishment of
such a fund may cause. The day-to day management undertaken with less rigour and prudence could
increase the risk of failure.

As another „safety net“, other countries have introduced so-called early warning systems. But even if
almost all OECD Member countries (with the exception of Japan, Luxembourg and Poland) have
reported to have such a system, they only referred to warnings provided by their systems of on-going
supervision, examinations of accounts, etc., but not, as it appears, specific early warning systems.

Recovery plans, established either by the insurer or by the supervisory body (in all Member countries but
Denmark, Poland, Portugal, Spain, United Kingdom), are used everywhere, besides being standard in
the EU.

Before it comes to liquidation, the supervisory authorities try every other measure to solve the financial
problems of the company in difficulties.

The authorities have the right to intervene by adjusting contracts (France, Germany, Iceland, Japan,
Korea, the Netherlands, Spain, Switzerland, Turkey, United States) or policy conditions (Australia,
Belgium, and the above countries), to replace the management (EU Member countries, Japan, Korea,
Mexico, Poland, Turkey, United States), or to appoint a special auditor (all Member countries but
Australia, Czech Republic, Poland, Sweden, Switzerland, United Kingdom).

The authorities have the right to prohibit the conclusion of new contracts or the payment of benefits or the
free disposal of assets (almost all Member countries).

In respect of liquidation, the laws of the OECD Member countries differ in many ways. The conditions of
rehabilitation and liquidation procedures are defined differently. There is also a difference in regard of the
order of priorities among creditors (ranking).

It is often difficult to reconcile the conflicting interests, specifically if a state where assets are located
claims a priority right for its residents to be satisfied from such assets.

In general, liquidation is the winding up of the entire business of a company. It may be carried out on a
voluntary or compulsory basis.

The insurance company remains under supervision until the liquidation is terminated.

Entitled to file for liquidation are the insurance companies (all Member countries but Turkey) and the
supervisory authorities (all Member countries but Switzerland).
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In several countries (Australia, Belgium, Denmark, Finland, France, Hungary, Iceland, Italy, the
Netherlands, Portugal, Spain, Sweden, Switzerland, Turkey, United Kingdom) even other creditors
are allowed to do so.

In most OECD Member countries, the decision to wind up the company is with the competent court and a
liquidator is appointed (in some countries by the supervisory body).

The liquidation is terminated when the company has met all claims, or if the existing means are not
sufficient to satisfy all creditors claims. In this case, the company is declared insolvent.

If bankruptcy is declared (in Austria, Germany and Switzerland, only the insurance supervisory body
may file a petition in bankruptcy), the winding up is performed in accordance with the general regulations.

The rules are usually the same for branches of foreign companies (special rules reported by Austria,
France, Sweden). However, within the EU, the decisions on behalf of the insurance company are
generally taken by the competent executive bodies at the head office of the company.

In most Member countries, in particular in respect to assets representing technical provisions, there are
privileges for the liquidator (in all Member countries but Czech Republic, Denmark, Finland, Iceland,
Korea, Poland, Portugal, Spain, Sweden, Switzerland) and the policyholders (in all Member countries
but Czech Republic, Denmark, Iceland, Sweden, United Kingdom where privileges on the assets in
general may be provided).

Insured holding claims under a life insurance are always given priority in the distribution of the assets
representing the mathematical provision which have been specially secured for them.

In all Member countries, the insured of a branch of a foreign company enjoy the same rights as the insured
of a national insurance company.

Within the EU, a new Directive on Winding-up is under way. The directive is based on a mutual
recognition approach inspired by the principles of unity, publicity, co-ordination, and non-discrimination,
ensuring a minimum harmonisation of the privileges for insurance claims.

With respect to the privileges to be granted to insurance claims, the Member countries might
choose between firstly either granting insurance claims absolute precedence over any other claim with
respect to assets representing technical provisions or, secondly granting insurance claims a special rank
(i.e., they only might be preceded by claims on salaries, social security, taxes and rights in rem) over the
whole assets of the insurance company.

9. Other Supervision

9.1.  Financial Conglomerates and Insurance Groups

The ownership of insurance companies by non-insurers and insurers being part of a financial conglomerate
is a known and accepted matter of fact in several OECD Member countries and a special challenge and
subject of concern for all supervisory authorities.

From the time when the first big conglomerates appeared, in the late 1960s, supervisors and regulators
have sought to devise more effective methods for protecting the interests of the insured. One of the dangers
is the raiding of the insurer’s assets by an outside owner. In this respect, the laws of various states of the
United States require supervisory approval before extraordinary dividends may be paid out.



35

But all in all, special rules concerning, e.g., adequate financial resources and a sufficiently knowledgeable
and experienced management still appear to be the exception.

The existence of specific requirements concerning capital are reported by Australia, Denmark,
Luxembourg, Mexico, the Netherlands and Spain, those concerning the management by Finland,
Mexico and Spain, and those concerning accounting by Australia, Finland, Iceland, Mexico, Norway
and Spain.

Supervisory authorities in Denmark, Germany, Iceland, the Netherlands, Spain and United Kingdom
have the power to prohibit the participation of an insurer in a financial conglomerate.

In the EU, a directive is drafted to expand supervisory powers and to authorise supervisory interventions
against non-insurers.

Already today, there is some kind of co-operation among at least the insurance and banking supervisory
authorities in most OECD Member countries.

As regards insurance groups, more countries have reported the existence of special rules: capital
requirements are existing in Australia, Denmark, Germany, Iceland, Luxembourg, Spain and the
United States, management requirements are existing in Finland, Germany, Iceland, Spain and the
United States, and provisions regarding accounting are established in Australia, Belgium, Denmark,
Finland, France, Germany, Iceland, Italy, Luxembourg, Norway, Spain, United Kingdom and United
States.

Where provisions specific for insurance groups exist, there often measures against double gearing (for the
prevention of the multiple use of the same assets for satisfying solvency standards of parent company and
subsidiary) and contagion are found, as well as rules ensuring a certain transparency of business
operations (e.g., in Australia, Belgium, Denmark, the Netherlands, Norway, Spain, United Kingdom).

Within the EU, in the Council, there was a new directive on insurance groups (98/78/EEC) adopted on 13
October 1998.

9.2.  Supervision of Intermediaries

Regulation regarding the supervision of domestic insurance intermediaries can be found in almost all
OECD Member countries but Czech Republic, Denmark (with a bill in Parliament), and Germany.
Special legal provisions for foreign intermediaries are not existing in Denmark (but likely from 1999 on),
Germany and Switzerland and neither in countries not yet allowing branches of foreign companies.

Regulation regarding reinsurance intermediaries exist in France (but only concerning fit & proper testing),
Italy, Mexico, Norway, Turkey and United States.

Some countries have regulations regarding the licensing of intermediaries but not regarding the supervision
of them (e.g., Norway and the Netherlands) and vice versa (e.g., France and Switzerland).

In the United States, where insurance markets were long dominated by independent agents who worked
for more than one insurance company, agents must obtain a licence.

In some Member countries, the amount of the remunerations paid to insurance intermediaries is limited.
These limits are partly fixed by law and partly by order of the supervisory body. These mainly apply to
remunerations paid for the conclusion of life insurance contracts or motor third party liability insurance.
They are thought to prevent an increase in insurance premiums.
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In other countries (e.g., Finland, Germany, Japan, Sweden, Switzerland), it is forbidden by law to
favour certain potential policyholders by granting them premium reductions. This prohibition is intended
for both insurance companies and intermediaries.

In most countries, in respect to regulation, a distinction is made between the supervision of agents and
brokers. This due to the fact, that in most cases agents are directly employed by supervised insurers. The
direct supervision of the insurers means an indirect supervision of the agents. Furthermore, almost as a
rule, insurers are held legally responsible for the activities of their agents which means that the
policyholders are fully protected.

Regulation containing rules regarding the management of premiums exist in Australia, Germany (for
agents), Iceland (for broker), Japan (for agents), Korea (for agents), the Netherlands, Norway (for
brokers), Spain, Sweden (for brokers) and Turkey (for agents).

Agents as well as brokers have the legal obligation to disclose certain information regarding the insurance
company, the contract and the policy conditions in almost all OECD Member countries.

Requirements concerning the professional qualification of agents exist in Belgium, France, Italy, Japan,
Korea, Luxembourg, Mexico, and Turkey, and for brokers in almost all OECD Member countries.

In most Member countries, especially broker and multi-company agents (if recognised) have to establish
financial guarantees. For example, the guarantee in form of a liability insurance is required from agents
being intermediaries for more than one company in Australia, Hungary, Korea, Mexico and Portugal,
while broker have to contribute to a guarantee fund in Italy, Korea and United Kingdom.

In countries where intermediaries are supervised, the supervision is carried on by the insurance supervisory
body (e.g., in Australia, Belgium, Finland, France, Hungary, Iceland, Italy and Mexico).

Otherwise, in a few countries, only the insurers themselves have been held responsible for controlling the
qualification and conduct of their agents.

In the EU, the status of insurance intermediaries has so far been subject of a Directive in 1976 (77/92/EEC)
and a Recommendation in 1991 (92/48/EEC). The Directive is based on the principle of mutual recognition
and has as an objective the liberalisation of cross-border activities for intermediaries. There is no system of
a single license for intermediaries as for the insurance companies. The intermediary wishing to establish a
branch in another Member country or to operate under the freedom to provide services must obtain
certificates on his professional experience, good repute and absence of earlier bankruptcy from his home
country to forward them to the host Member country authorities. The Recommendation only encourages to
take account of certain points as the distinction between dependent and independent intermediaries, the
determination of a minimum level of professional competence, good reputation, the fixing of cover for
professional liability, and the creation of a registration system. However, in principle, still each EU
Member country is free to regulate insurance intermediation.

The registration of agents (in Belgium, Iceland, Italy, Japan, Korea, Luxembourg, Mexico, Portugal,
Spain (by the insurers under supervision of a special body), Turkey, United Kingdom) is less common
among the OECD Member countries than the registration of broker (all countries having legal
requirements regarding broker) because of the fact that usually the insurer is legally responsible for the
conduct of agents intermediating for him.

The admissibility of insurance intermediaries in respect of cross-border transactions varies from one
Member country to the other. In more than one third of OECD countries (Australia (for non-life), Greece,
Finland (broker only), Japan (for reinsurance), Netherlands, United Kingdom, Switzerland), resident
proposers can enter into an insurance contract with an insurer neither established nor authorised in the
respective countries by using the service of an insurance intermediary which is resident in the country.
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In other countries (Austria, Belgium, Denmark, Germany, France, Luxembourg, Portugal), this is
allowed only for the intermediary acting on behalf of an EEA-insurer.

In the Czech Republic and Turkey, it is generally not allowed.

In the United States, 19 States have restrictions related to brokerage licenses. Higher license fees for non-
residents may be charged in 24 states.

In all OECD Member countries but Japan and Korea, professional associations for intermediaries are
existing.

9.3.  Actuaries

In almost all OECD countries but Czech Republic, France and Switzerland, life insurance companies are
required by law to appoint actuaries.

This precaution seems all the more relevant for economies in transition at an initial stage, in order for this
profession to be recognised.

Only a few countries have such a requirement for the appointment of actuaries in the non-life sector.

Actuaries are supervised by state in Belgium, Denmark, Germany, Italy, Japan, Korea, Mexico, Norway,
Poland and Turkey.

In the majority of Member countries, they have to be professionally qualified.

At least in Australia, Iceland, Italy, Mexico, Norway, Turkey and the United States, they appear to be
legally obliged to be independent of an insurance company. The compatibility with a function as a manager
of an insurance company is denied in Belgium, Czech Republic, Italy, Mexico, Portugal, Switzerland
and the United States.

No country requires third party liability insurance.

The tasks of an actuary, as, e.g., to advise the management (not regulated in Czech Republic,
Luxembourg, Poland, Spain, Switzerland), to attest and monitor the solvency, or to calculate the
technical provisions (not regulated in Czech Republic, France, Germany, Switzerland) as well as to co-
operate with the supervisory authorities (not regulated in Czech Republic, Luxembourg, Poland,
Sweden, Switzerland), are the same in almost all OECD Member countries.

9.4.  Compulsory Insurance

Insurance is made compulsory out of a desire to protect all or part of the public.

Compulsory insurance enables the state to cease being financially responsible for certain losses which they
otherwise would have to compensate. With the exception of automobile liability, the need for certain types
of compulsory insurance differs from country to country.

Compulsory insurance seems advisable in branches which are more closely related to the social sector than
to private insurance, in areas where the risk exposure is extremely high, and in areas where premium
payments should be divided on an equitable basis among the public.
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In the majority of OECD Member countries, there exist special regulations which restrict or exclude the
possibility of concluding compulsory insurance contracts with non-established insurers (e.g., in Czech
Republic, Finland, Iceland, Korea, Poland, Switzerland, United Kingdom; in Australia for
compulsory third party motor vehicle insurance, workers compensation, etc.; in Austria, Belgium
(workers compensation), Spain and Portugal only for non EU/EEA insurers; in Germany for liability
insurance for hunters, owners of motor vehicles registered in that country, operators of nuclear plants, etc.;
in Greece and Sweden for motor third party; in Japan for compulsory automobile liability; in the
Netherlands for liability insurance for hunters) .In the Czech Republic, foreign insurers cannot
underwrite compulsory classes of insurance such as motor third party liability insurance and employers
liability insurance.

In Finland, only Finnish insurers may be granted a license to carry on statutory pension insurance being
social insurance and constituting an integral part of the Finnish social security scheme.

Only in a few Member countries, compulsory accident insurance is known (e.g. Australia, Belgium,
Denmark, Finland, Norway, Switzerland and Turkey. For health insurance only Czech Republic and
Switzerland seem to have compulsory insurance.

All OECD Member countries have introduced compulsory motor insurance. Related to that insurance class,
one also finds practically everywhere a direct action for third parties.

Tariffs in compulsory insurance are controlled in about one half of the countries (e.g., Australia, Czech
Republic, Japan, Switzerland, Turkey).

10.  Other Items

10.1.  Pension Funds

Pension funds or pension schemes in a broader sense are existing and regulated in the majority of OECD
Member countries.

In recent years, the sector has expanded considerably. Private pension schemes are more and more
considered a potential answer to the problems of government pension systems. They will play a
complementary role to governmental schemes if not partially substituting them.

Thus, private systems will pay out benefits above and beyond basic assistance and their purpose will be to
provide retirement income enabling recipients to maintain a minimum standard of living or one
comparable to that which they enjoyed before retirement.

In countries as, e.g., Portugal (100  per cent), Hungary (98  per cent), Norway (81  per cent) and France
(71 per cent), the importance of pension funds for the „first pillar“, measured in percent of contribution to
retirement schemes, is enormous.

In half of the countries, an remarkable importance for the „second pillar“ (between 30  per cent and 60
 per cent) is reported, while for the „third pillar“ the pension funds loose importance (only between 10
 per cent and 30  per cent of contributions) against life insurance contracts or pure investment funds.

Almost all OECD Member countries promote pension funds by having established tax incentives on
contributions as well as on benefits (in some countries as, e.g., Australia, Belgium, Finland, Germany,
Hungary, Italy, Korea, Portugal, Spain and United Kingdom).
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The tax treatment of pensions generally allows the deduction of employer and employee contributions,
while income from pension fund investments is exempted and taxes are only paid on benefits. This form of
deferred taxation is considered an essential incentive for providing retirement income.

Pension schemes come in various forms. As group insurance contracts, they play an very important role
for retirement financing in Australia, Belgium, Denmark, Germany, Mexico, and Sweden, while in
Hungary, Iceland, and Japan, such contracts are not relevant at all.

More widespread among the OECD Member countries are self-managed pension funds (in Australia,
Belgium, Czech Republic, Denmark, Finland, Iceland, Japan, the Netherlands, Norway, Sweden and
United Kingdom) or pension funds managed by an external insurance company (Australia, Denmark,
Germany, Japan, Norway, Portugal, Sweden, Spain, United Kingdom).

The difference, whether a scheme is managed in-house or externally, has consequences in case of
bankruptcy by the employer. In the event of bankruptcy by the sponsor, vested rights are protected if the
fund is a separate legal entity and has sufficient assets. Rights can be fully protected, even in the case of
insufficient funding, if the seniority of the fund’s claims in event of liquidation of the company is high or if
the fund is insured. If the fund is not separated from the employer, it should be backed by guarantees such
as reinsurance or insolvency insurance.

The growth of private pensions exposes individuals and institutions to a number of risks. Some of the risks,
in particular those concerning eligibility, vesting and the adequacy of benefits, are common with
government schemes. Others as financial risks, such as insolvency by the employer, underfunding,
investment risks, inflation, changes in interest rates, or even fraud are typical for the private systems.

Thus, all Member countries with regulation regarding pension funds have set prudential standards.
However, pension funds are seldom subject to close supervision.

Where pension funds are supervised, the authority therefore is different from the insurance supervisory
authorities (e.g. in Czech Republic, Hungary, Iceland, Italy, Japan, Korea, Mexico, Sweden,
Switzerland, United Kingdom and United States).

In any event, supervision is essentially based on a review of accounting and financial statements. There can
also be on-site inspections. The role of the supervisory body may focus on:

•  ensuring compliance with legal obligations
•  financial controls concerning equity, technical reserves, investments, etc.
•  actuarial examination of premiums and contribution rates, and technical or mathematical provisions,

and
•  management qualifications and reputation
-  in short, almost the same points insurance supervisors have to be concerned of.

10.2.  Contract Law

Insurance contract law regulates legal relations between insured parties, policyholders and insurers. The
purpose of insurance contract law is to establish a proportionate relationship between contracting parties,
which in turn prevents insured and policyholders from being placed at a disadvantage. In most OECD
countries, the parties who enter into insurance contracts covering risks situated in a Member country must
comply with compulsory provisions such as those related to general good, public order, etc. stipulated by
the contract law of that country, even if the parties are allowed to make their own choice of the applicable
contract law.
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If the parties have not chosen the domestic contract law, this in general does not mean that they are not
entitled to bring dispute before the civil courts of this country.

Within the EU, substantial differences in legal developments and court rulings obstructed a harmonisation
in the field of insurance contract law. However, the EU adopted the Second Casualty Directive which has
compensated for this lack of harmonisation by introducing regulations which govern conflicting
legislation. Under these regulations, precedence is generally given to the law in the contracting state where
the risk is located, such as in the country where the policyholder resides.

In most OECD countries, with an exception of Poland and the United States, insurance contracts can be
expressed in foreign currency. However, in several countries (e.g., in Portugal, Spain and Switzerland
with respect to life insurance), there are certain restrictions.

Without to present the contract law of the various kinds existing in the OECD Member countries in detail,
it can be said, that in all Member countries, there are rules regarding

•  the conclusion of insurance contracts,
•  the policy conditions ( with the exception of Czech Republic and United Kingdom),
•  the disclosure (except Czech Republic, France and Switzerland),
•  the payment of premiums ( except Australia, Czech Republic, the Netherlands, Switzerland, United

Kingdom),
•  the claim settlement ( except Australia, Czech Republic, the Netherlands and Poland) and with

respect to
•  the rights and duties of the policyholders and the insurers as contracting parties.

In general, additionally, the parties are subject to domestic regulations of a general nature such as those on
consumer protection.

For the protection of the consumer, in the near past, a popular demand aiming at more useful consumer
information by insurers was heard. For example, the laws of several states of the United States today not
only require that contract documents are printed legibly but also that they conform to a certain predefined
standard. Requirements regarding the so-called „fine print" are also known in European countries.

Moreover, the European Insurance Directives prescribe the information that must be furnished by insurers
prior to the conclusion of the contract and during the term of the contract. A special need for information
has been recognised in life insurance which includes a saving element. In the United States, at a time
when interest rates temporarily rose to unusually high levels, rules were introduced that required life
insurers to supply detailed information on the composition of the premium. The objective was to enable
policyholder to make an intelligent choice among the various forms of life insurance and alternative
investments. Within the EU, similar ideas are thought over in the Member countries.

10.3.  Taxation

Taxation is to broad an issue to be presented in this report in an adequate way. The tables in part II
containing some information on tax rules, however, have the purpose to show the very existence of special
tax regulation in the field of insurance. Moreover, in some OECD Member countries (France, Germany,
Hungary, Japan, Korea, Mexico, Norway, Poland, Switzerland, United Kingdom) the same tax rules
are applicable for insurance companies as for other companies. This would make necessary to present the
complete tax system of a country to achieve a certain comparability. This cannot be done by a report like
this.
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Even in the EU, despite the harmonisation of a certain kind by the Insurance Directives, insurance
companies do not benefit equally throughout the EU from the harmonisation because of differences in
taxation. The Third Directives provide that any insurance contract is subject to the indirect taxes on
insurance premiums in the Member country in which the risk is situated. An insurer operating under the
freedom to provide services is required to appoint a tax representative within the host country or to
communicate an exhaustive list of contracts issued locally.

In almost all OECD Member countries (with the exception of Czech Republic and Poland), there exist
provisions for such a tax deductibility for the benefit of the policyholder.

Tax deductibility for the benefit of insurers only is reported for a few Member countries (Australia,
Belgium, Czech Republic, Denmark, France, Germany, Iceland, Japan, Turkey, United Kingdom and
United States).


