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Executive Order on the Contribution Principle 


Executive Order no. 1325 of 14 December 2004


Executive Order no. 1325 of 14 December 2004

The following shall be laid down pursuant to sections 20(3), 21(5), and 373(2) of the Financial Business Act, cf. Consolidated Act no. 686 of 25 June 2004: 

Scope 
1.-(1) This Executive Order shall apply to the regulations on calculation and distribution of the realised results which life-assurance companies and lateral pension funds (nationwide occupational pension funds) are obliged to notify in connection with life-assurance activities, cf. section 20(1), no. 3 of the Financial Business Act. This Executive Order shall apply when the policyholders and other beneficiaries are entitled to a bonus under the insurance contracts, providing there is no agreement specifying that the realised results shall be calculated and distributed according to another, specified method. 

(2) Insurance companies or pension funds which are obliged to or chose to submit financial reports in compliance with the international accounting standards prepared by the International Accounting Standards Board and approved by the European Commission, cf. section 183(4) of the Financial Business Act, shall state the realised results in accordance with the measurement principles in the Executive Order on Financial Reports for Insurance Companies and Lateral Pension Funds (Nationwide Occupational Pension Funds). 
Realised results 
2.-(1) The term "realised results", cf. section 20(1), no. 3 of the Financial Business Act, shall mean the technical results in the accounting period, cf. Executive Order on Financial Reports for Insurance Companies and Lateral Pension Funds (Nationwide Occupational Pension Funds), adjusted for the items in subsections (2) and (3). 

(2) The accounting period's insurance-technical results shall be adjusted for the following items, cf. Executive Order on Financial Reports for Insurance Companies and Lateral Pension Funds (Nationwide Occupational Pension Funds): 
1) Retained investment returns. 
2) Tax on yields of certain pension scheme assets. 
3) Addition of bonus. 
4) Changes in the collective bonus potential and special bonus provisions apart from changes due to returns on special bonus provisions (type A). 
5) Changes in the bonus potential on paid-up policy benefits carried out under section 6(2) or (3). 

(3) The results under subsections (1) and (2) shall be adjusted further for the following items which have been recognised directly as part of the own funds in accordance with section 83(1) of the Executive Order on Financial Reports for Insurance Companies and Lateral Pension Funds (Nationwide Occupational Pension Funds): 
1) Increases in the fair value of owner-occupied properties and reversals of such increases.
2) Currency differences arising from conversion of transactions and balance sheet items in a unit with a functional currency that varies from the presentation currency. 
3) Changes in value and gains or losses on sales of treasury shares. 
4) Changes in the value of instruments hedging the exchange-rate risk of investments in a foreign unit. 

5) The effect of changes in practices for recognition, the basis for measurement, or presentation currency, and the effects of correcting substantial errors in previous annual reports. 

(4) The adjustment of the results pursuant to subsection (3) shall be carried out both when the items are recognised in the own funds and, subsequently, if they are recognised in the income statement. 

(5) Those of the items in the technical results which do not pertain to the insurance contracts covered by this Executive Order, or to the insurance contracts which include an agreement that the realised results shall be calculated according to a specified method, shall not be included in the calculation of the realised results. 

(6) To the extent that the portfolio of assets of the insurance company or pension fund is divided so that the results of the investment activities regarding certain parts of the portfolio of assets is to be distributed to certain parts of the insurance portfolio or the own funds, the distribution shall be carried out in accordance with sections 3-5. 
The contribution principle 

3. On the basis of the realised results calculated in accordance with section 2, a calculation shall be carried out of the part of the realised results which is distributed to the insurance portfolio in accordance with the calculated contribution principle, cf. section 4. This part of the realised results shall be assigned to provisions for insurance and investment contracts. If the realised results are negative, this part may be deducted from the provisions for insurance and investment contracts to the extent possible, cf. section 6. 
The calculated contribution principle 
4.-(1) The part of the realised results distributed to the portfolio of insurance contracts, cf. section 3, shall, cf. section 21(2) of the Financial Business Act, be calculated so that the part accruing to the portfolio of insurance contracts is reasonable in relation to the manner in which the portfolio contributed to this result. 

(2) In accordance with section 20(1), no. 3 of the Financial Business Act, the company shall notify the regulations applied for the calculation of the part of the realised results that accrues to its own funds to the Danish FSA. Returns on special bonus provisions (type B) shall be treated in the same way as own funds. 

(3) In the notification in accordance with section 4(2), the company shall divide the own funds' part of the realised results into one part related to the return on own funds, and one part reflecting the extent of the risk incumbent on own funds. In the notification an explanation shall be given of how the part stated in the notification is reasonable compared to the risk incumbent on own funds. 

(4) In the calculation of the part of the realised results for the portfolio of insurance contracts and for the own funds respectively, account shall be taken of: 
1) The addition to provisions for insurance and investment contracts already made in the period on the basis of the assumptions regarding interest, risk and administration costs, which form part of the basis for calculating insurance premiums. 
2) The adjustment of own funds made in accordance with section 2(3). 
3) The part of the adjustment under section 2(3) transferred to provisions for insurance and investment contracts, cf. section 83(2) of Executive Order on Financial Reports for Insurance Companies and Lateral Pension Funds (Nationwide Occupational Pension Funds). 

(5) Significant financial redistribution may not take place between insurance contracts, beyond the amounts to cover risks included in the insurance contracts. A larger part may not be distributed to own funds, taking into account the risks incumbent upon them, cf. subsection (3), or taking into account the fact that a smaller part was distributed to the own funds than the part which was reasonable under subsection (2), unless this larger part plus the amounts distributed to the insurance portfolio under subsection (1) can be covered by positive realised results for the year. 

(6) The company's notification in accordance with section 4(2) may include regulations under which the distribution of the own funds' part of the realised results appears over a number of years. If this is the case, the notification shall include information on the measures the company will take if the realised results for the year are not sufficient to allow distribution to own funds of the part of the realised results warranted by the principles of calculation. If the company is entitled subsequently to correct the distribution, the notification shall include the regulations on how to correct the distribution and on the return on the outstanding debt to which the own funds are entitled.
The distributed contribution principle 
5.-(1) In the distribution of funds to individual insurance contracts of the part of the realised results distributed to provisions to insurance and investment contracts, cf. section 3(1), account shall be taken of the fact that this part is to be released reasonably during the term of the insurance contracts, and that the size of bonus potential is to be adequate in proportion to the liabilities and the general financial position of the company, including its own funds and composition of assets.  
(2) The distribution to the individual insurance contract shall reflect the contribution by the contracts to the realised results being distributed, including the contributions by insurance contracts displaying different characteristics. In this distribution, appropriate account shall be taken of how the realised results being distributed originate from the elements of the calculation basis, and of the risks presented by the insurance contracts, including different interest-rate risks. 

(3) The distributed contribution principle shall be complied with over a number of years, since the distribution in individual years shall be made with due regard to the distribution in previous years and the intended distribution of bonus payments to individual insurance contracts in coming years. In this way, the amounts distributed may be evened out, cf. subsection (1). Redistribution of significant financial amounts shall not take place between insurance contracts, beyond the amounts following from the coverage of risk included in the insurance contracts. 

(4) Distribution to individual insurance contracts may be made in the course of the year on the basis of the expected realised results for the year and the size of the collective bonus potential. In this case, the company shall, in accordance with section 20(1) no. 3 of the Financial Business Act, notify to the Danish FSA the regulations governing the measures taken by the company in cases where the part of the realised results distributed to the policyholders exceeds the amounts resulting from the calculation under section 3(1). 

6.-(1) Where the contribution to the realised results from the whole or from part of the insurance portfolio is negative, a collective bonus potential may be used to cover the deficit, to the extent where, in relation to how the insurance contracts have contributed to the collective bonus potential, this does not result in redistribution of any significant financial amount between the insurance contracts, beyond what follows from the coverage of risk under the contracts. 

(2) If the negative contribution from insurance contracts cannot be covered by a collective bonus potential from the contracts giving rise to the negative contribution, the bonus potential of paid-up policy benefits from such contracts may be applied. 

(3) Where it has been necessary to apply the bonus potential of paid-up policy benefits, cf. subsection (2), the positive contribution from such contracts to subsequently realised results shall be applied to restore the bonus potential of paid-up policy benefits, before such positive contributions can be applied for other purposes, cf. however subsection (4). 

(4) Companies that have applied bonus potential on paid-up policy benefits, cf. subsection (2), may, irrespective of subsection (3) distribute bonuses during the year, cf. section 5(4), provided the surplus cover measured immediately before the start of the year is positive in the very negative market scenario (yellow risk scenario), cf. the “Vejledning til indberetningsskemaer til oplysning af kapitalforhold og risici i livs- og skadeforsikringsselskaber, tværgående pensionskasser og arbejdsskadeselskaber” (guidelines on reporting forms for information on capital position and risks in life-assurance companies and non-life insurance companies, lateral pension funds (nationwide occupational pension funds) and industrial injury insurance companies). The bonus distributed shall be within the realised results expected for the year and the size of collective bonus potential. 

(5) Where the negative contribution of insurance contracts cannot be covered in accordance with the contribution principle by application of collective bonus potential, or bonus potential of paid-up policy benefits from the contracts that have contributed negatively, or by using the company's or pension fund's own funds and special bonus provisions, the responsible actuary, cf. section 108 of the Financial Business Act, shall report this to the Danish FSA. 

Taxation 
7. The calculation of the realised results and contributions to the results specified in sections 2-6 shall be made before taxation, including corporation taxes and taxation on yields of certain pension scheme assets. Taxation shall be distributed subsequently on the relevant shares or parts. 

Penalties 
8.-(1) Intentional or grossly negligent violation of section 2-7 shall be subject to a fine. 
(2) Companies etc. (legal persons) may incur criminal liability according to the regulations in chapter 5 of the Criminal Code. 

Entry into force 
9.-(1) This Executive Order shall enter into force on 1 January 2005 with effect for accounting years beginning on or after 1 January 2005. 

(2) At the same time Executive Order no. 247 of 2 April 2004 on the contribution principle shall be repealed. 

The Danish Financial Supervisory Authority, 14 December 2004
Henrik Bjerre-Nielsen

/Heidi Jensen

