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decided that Spe-the Cabinet meeting of November 1996,At 7 was a
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Sweden.claimsdevelop for guaranteeing insuranceto systema
Professor NybergAssociateOn 12 December 1996, Lars ap-was

pointed Special Investigator.
Olovthisin the workThe following advisers participated report:on

Insurance Federation,Swedish BoofManaging DirectorHertzman,
National Board for ConsumertheHesselgren, Head of Department at

FinancialEconomist the Super-Policies, and Claes-Göran Exerman, at
Ph.Dparticipated:specialists alsovisory followingAuthority. The
Ad-Norling, LegalHandelsbanken, ThomasEkegårdh, SvenskaPeter

ofKettis, Head De-visor Ministry of Finance, Deputythe Margaretaat
Viotti, Sve-Professor StaffanAssociateSveriges Riksbank,partment at

HeadGeorgsson,from 1997, Magnusriges Riksbank, and, 18 August
of Section the Ministry of Finance.at

andStellanJudge Forsfor the investigationThe secretaries were
Erik Utterström MA.

Com-"The Guaranteeadopted the InsuranceThe Committee name
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Summary

Introduction

A for insurance compensation, "insurance guarantee",guarantee system
should be complement the proposals forward by theto putseen as a
Swedish Committee ForsakringsutredningenInsurance its final

SOU 1995:87. of the finalA availablereport reportsummary
English translation. ofThe proposals the Swedish Insurance Commit-

give insurance companies freedom product design, whichtee greater
expected improve competition and benefit policyholders. Theto pro-

posals inevitably however, that the risk of bankruptcymean, among
insurance companies will increase, which necessitates that the protec-
tion for policyholders such situation be strengthened.a

A starting point for the proposal for forpresent guarantee systema
insurance compensation that the proposals of the Swedish Insurance
Committee implemented.are

The aim of the that the policyholder receivesguarantee system
compensation accordance with the entered into, thecontract even
insurance into financial trouble. Aftercompany runs a company
declared bankrupt, will least the major of theguarantee at parta secure
insurance forcompensation those entitled compensation. orderInto to
reduce and achieve flexibility, actions be taken bycosts to greater may
the before declaration of bankruptcy. Thesystem guaranteeeven a

will also allow entitledthose compensation receivesystem to to pay-
of the insurance compensation quickly than they hadment tomore

wait for until the distribution after bankruptcy complete.payment was

regulationsEU

There compulsion under regulations introduceEU to guaranteeno a
under Article ofHowever, 45 the Third Council Directivesystem. on

Non-life 92/49/EEC, the DirectiveInsurance does prohibit natio-not
nal regulations which prescribe that insurance companies partici-must

intended safeguard the of insu-pate guarantee systems to payment
compensation policyholders and third parties who have suffe-torance

red damage. equivalent provisionNo incorporated the Third Co-was
uncil Directive Life 92/96/EEC.Insurance The provisions of theon



however, be understoodNon-life DirectiveInsurance must, to mean
prescribed for both non-life and life insu-bethat guarantee systems can

mind that Britain hasshould be borne Greatundertakings.rance
since the mid-1970s. Thesuch for life insurancehad system propo-a

compatible with rules both theforward the EUsals reportput are
and general.insurance area

Administration

establishedadministered through bodybeshallThe guarantee system a
subjectassociation, andnon-profitunder civil law extentto someas a

establishinsurance thatwho providepublic regulation. Insurersto may
ofmembers thebecompensation under theright guarantee musttoa

Association,Guaranteeassociation, known the Insurance to oncarryas
business.insurance

safeguard,andsatisfactory public control,orderIn tocreateto
Chairman andpolicyholders, theinterests ofthings, theotheramong

shouldCommitteeAssociation’sof the Managementother memberone
appointed bymembers will beOthertheappointed bybe government.
insurance in-selected from thepreferably beand willthe Association,

Associationof thethe operationsprovisions howFurtherdustry. toas
Association.of thethe Charterbe includedbeto canare run

Insurers

shouldrules for thethatCommitteeThe systemguaranteeproposes
Swedish Finan-of thethe supervisionunderinsurers whoapply to are

Swedishaccordingly,applies,Authority. ThisSupervisorycial to com-
Operations Actunder thesupervised Insurancewhichpanies are

supervisedcompanies whichforeignand thosel982:7l3FRL are
SwedenOperationsCompanyForeignunder the InsuranceAct on

thanotherbasedwho EEA1950:272LUF. Insurers countryanare
businessthey conductcovered,consequentlySweden not evenare
supervisionlegislation andsubject theSweden. These insurers toare

provi-where othercountries of origin,respectiveapplies theirwhich
This has alsobeen made.of policyholders haveprotectionsions for the

partici-for voluntaryopportunitythe Committeeled notto prepare any
countries.for from other EEApation insurers

outside the EEA,Swedish companies,All branches of are un-even
Authority. IfSupervisorySwedish Financialsupervision of theder the

whererisk locatedof where themade inlimitation respect aorno



commitment be fulfilled, policyholders with Swedish branchesto
outside the also ThisEEA covered. justified, since thesenotare
branches the ofmajority also subject other legislationtoare, cases,

the host The Committee has concluded that for risk becountry. toa
covered by the should be located the ThisEEA.guarantee system,

for example. that Italian citizen who takes home lifeoutmeans, an or
insurance his home with Swedish will be coveredcountry a company
by the system.

insurers who provideFor insurance that will be covered by the gua-
shall be obligatory be member of the Associationrantee system, to a

which administers the This applies both Swedish foreignandsystem. to
insurers, and will, consequently, be condition for conducting insu-a

business. foreign companies,For will, naturally, only be theirrance
operations Sweden that will be covered by the system.guarantee

proposed that the provisions also apply mutual companiesto
that their ofunder articles association, charge their policyholdersmay,

levy losses.toa cover

Non-life insurance

The Committee that the shall non-lifeguarantee systemproposes cover
insurance compensation that based insurance which taken outon
by the primarily for private and which, therefore,consumer purposes,
does refer the policyholder’s business commercial activities.tonot or

thisln connection deceased person’s given parity ofestate treat-a
withment a consumer.

Compensation based liability insurance always covered theon
injured damage physical receiveAparty a person. company may
compensation from the subject claim that coveredsystem to a
by liability insurance taken by the other hand,Onout a consumer. no
compensation payable under the both the injuredguarantee party
and the policyholder companies.are

The does insurance fromcompensation non-lifeguarantee not cover
insurance based collective by the labour market parties.agreementon

Besides unregulated damages the of declaration ofevent a
bankruptcy, the insurance that withinguarantee covers cases occur
three months from the ofdate declaration of bankruptcy. This gives the
policyholder reasonable time inform himself about the bankruptcyto
and take insurance policy with anotherto out a new company.

The proposed lower limit for compensation claims from non-lifea
insurance policy covered by the should be of theguarantee quarterone
basic for 1998 this would be just advan-SEK 9,000. Anamount; over



of this that would exclude compensation for all minor injuries,tage
which advantage from administrative point of view. Thisan an amo-

constitutes for which the insured himself responsible.unt an excess
The proposed limit for compensation paid for each claimoutupper

under the base100 i.e. level currently of SEKguarantee amounts, a
3.6 million. This considered accommodate the highest esti-tosum
mated claim for compensation from normal ifa housea consumer, e.g.
burned down.

The limits compensation levels do apply third partiesnot toon en-
titled compensation. annuities and sicknessForto payments, pro-
posed that the compensation be limited the for life insu-same way as
rance.

Life insurance

lifeAll insurance compensation covered by the irrespecti-guarantee
of what kind of insurance the compensation based However,ve on.

compensation, which based collective based insurance,agreementon
covered. lifeThe insurance works the principle thatnot system on

life insurance policies retain their and transferred anotherterm toare
insurer. proposed that the compensation be paid under theto out

irrespective of the form this takes, 90guarantee system, amounts to per
of the contracted insurance benefits, and this makes the 10cent excess

cent.per

Reinsurance

Claims for compensation based reinsurance taken out noton are cove-
red by the guarantee.

Action before bankruptcy

With the aim of giving the flexibility, theguarantee system greater
also be activated before insurance declaredsystem may an company

bankrupt. The itself approach the Insurance Guaranteemustcompany
Association with for The Association then has de-request support. toa
cide whether financial shall be paid. This forsupport support may, ex-
ample, consist of funds that be contributed before transfer ofthemust

insurance portfolio take place. When the Associationan can asses-
sing whether provide financial difficulties,to support to a company



the essential starting point reduce compared what wouldto costs to
have be paid the of declaration of bankruptcy. The cri-to out event a
sis-hit should then be such situation that the guaranteecompany a

later would have had give financial Ato support.system sooner or
condition of should always be that be repaid the thesupport event

financially continuesand trading. Norcompany recovers may any sup-
benefit shareholders.port togo

ofThe supervisory activities the Swedish Financial Supervisory
affected coveringAuthority by the rules thenot guarantee system.are

insurance financial difficulties, the Swedishencountersan company
Authority take action underFinancial Supervisory themust current su-

pervision legislation.

after bankruptcyPayment

of for insurance importantthe bankruptcyln event an company,
waiting for compensation from the whothat those who company, orare

continuous basis, should have theirreceive compensation toon a access
possible. There currently rules whichquickly ensu-money as are noas

introduced, reasonablethis. If however,guarantee systemre a
for this The bankruptcythat also be used process can un-purpose.

offortunately take long time. The official receiver can, course, paya
division takes place. however, takesurplus before theout can, aany

of take pla-comparatively time before such surpluslong paymenta can
entitledprovide that those whoand the regulations guarantee arece, no

within what be consideredcompensation receive compensationto can a
avoid shouldtime. delay, thereasonable To guarantee system come

of the bankruptcy and should,into effect the distributionprior estate,to
compensation withthe law, the insurancewithin period stated paya

including Whenlaid down for thethe limits guarantee, pay-excess.
Association should take the claims ofbeing made, thements overare

compensation under the bankruptcy.those entitled to
Associationbefore thewill take time Insurance Guaranteesome

information basis for payinghas notified of thebeen outnecessary as a
Association will time acquirecompensation. The also needinsurance to

should havethe time, policyholdersthe funds for the Atpayment. same
insurance compensation theypossible theto are en-access as soon as

considered reasonable time for thecould betitled Three monthsto. as a
circumstan-provision for If exceptionalAssociation make payment.to

period.able further extend thisthe Association should bearise, toces



Financing

companies subject have led theThe rules which insurance Com-to are
conclude the likelihood of insurance goingmittee thatto an company

right, international experience, slow deve-bankrupt small. Priority
situations life and limitationslopment of insolvency companya

have led the Committee conclude thatthe obligations of the system to
would be relatively low. The finan-of bankruptcythecosts event a

should be based this assumption.cing of the system on
that arise for theThe Committee considers that costs guarantee sys-

companies,financed through levy. Funding outsideshould betem ora
sheets, givencompanies’ balancein the not necessary,as a reserve

small Further-expected be usedthat the only to to extent.system a
funds required would beof the levy whenthe setting ar-aremore,

ofpossible determine the the Norbitrary, since costs system.not to
companies would bebelieve that insurancethere nottoreasonany

when they do arise.with of the Inable mostcosts systemto co-cope
financingthe chosenuntries with equivalent guarantee system, sys-an

levies charged after thehas involved event.tem
whichof the Association the dateCompanies that members at onare

the of the Associa-imposed will contributethe levies paymenttoare
tion’s costs.

proposedthat havein other countriesAs guarantee system,a
premium income of the insurancerelation thethat the levy be toset

companies’ contributionsthatcompanies. This are propor-ensures
offair divisionwhich be consideredtheir business volume,tion to acan

should benon-life insurance companiesfor life andthe levy. Levies
imposed separately.

figures for theofThe should be basedlevy compa-averageon an
being imposed.prior the levyoperations for the threeny’s toyears

avoid,this helpSpreading the figures extent,to to someway can
impact thehaving substantialfluctuations premium income ona

collection of the levy.
level thatmaximum levyThe proposed cent aone per per year,

The insurancesatisfactory other countries.proved completelyhas
condition thathigher deductionliberty makecompanies at to a onare

Association be ableAssociation If thethe companies the toagree.
obtainrapidly, essential thatpolicyholderscompensateto can

forshort time. The basisfinancing from member companiesits a
thetherefore, be determined annually by As-charging the levy should,

sociation.



Priority right

policyholdersthat theshould bethecondition forOne guarantee system
registeredthat have beenrighthave priority toto assets reservesasa

life in-regulations, onlyprovisions. Under theinsurance currentcover
registeredIf thepriority right.have suchpolicyholders assetsasurance

of policyholdersclaimstheprimarilyused tonot acoverare
usedthat thesethisbankruptcy, compensatetoassets aremeanmay

funds leviedunprioritised. Theprioritisedother claim onorowners,
usedbethencompanies for the toother insurance guarantee system can

andbankruptcy,thepolicyholders’ duringtheother thandebtsrepay
Committee the-Theincreased load thethis would system.onmean an

allshould alsopriority rightspecialthat therefore non-coverproposes
compensation,entitledall thoseand applyclaimslife insurance toto

proposalwithaccordanceThis alsopolicyholders.only tonot a
compulso-of rules forco-ordinationthefromDirective 1987the EC on

companies.of insuranceliquidationry

requirementsDisclosure

Swedenformoperationsundertakes insuranceinsurer whoAn any
takeintendwhotakenwho haveall those out,inform toout, anmust or

generalThrough thisinsuranceabout thepolicyinsurance guarantee.
bealsothecovered bywho toprovision, those guaranteenot areare

informed.

ReviewJudicial

theappealedbedecisionsAssociation’sThe cannot assame way
Ifauthority.publicadministered partythe system aguarantee awas

dissatis-under thecompensationentitled systemwho guaranteeto
thehavebroughtaction bedecision, tofied with the courtmayan

reviewed.matter
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