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Circular letter on term disablement annuity benefits and the position of such contracts in the classification of life-assurance activities which must not be combined with other insurance activities in the same insurance company


Circular no. 10014 of 25 September 1981


Circular no. 10014 of 25 September 1981
Term disablement annuities were and still are a natural element of life-assurance and pension insurance activities. So far, this has not raised any doubt in connection with legislation and administrative practice. Moreover, the coming regulations, including legislative and administrative provisions in connection with Directive no. 79/267/EEC of 5 March 1979 on direct life assurance (First Life-Assurance Directive) are not expected to result in any change. 

Life-assurance and pension-insurance companies have for a number of years had a license to carry out this type of insurance activity (term disablement annuity), without this activity having been included in specific insurance contracts, but rather having it as a natural element of the overall activities of life-assurance and pension-insurance companies. 

At Denmark’s entry into the Common Market on 1 January 1973, a directive on non-life insurance activities existed (now: Directive no. 73/239/EEC of 24 July 1973 - First Life-Assurance Directive). 

In connection with the adoption by the Council of Directive no. 79/267/EEC of 5 March 1979, the Council submitted a declaration stating among other things that “fixed-term disability benefits” had so far been classified as life assurance in Denmark, and that the validity of this classification in Denmark should be acknowledged. Following this, Denmark should consider the wording of the license proper, and, as a consequence, Denmark needs a sustainable distinction between disablement annuities which were written before Danish entry into the Common Market – the possibility to write such contracts should be maintained – within life assurance, and the disability insurance contracts with regular payments which can be written within non-life insurance, assuming that these two do not overlap. 

The starting point of this distinction is the First Non-Life Directive. Thus, unless otherwise stipulated in the rules below, any form of insurance against disability is to be considered as non-life insurance. 

Disability insurance with regular payments can, however, not be written in accordance with a non-life insurance license, when there is insurance cover: 
1) irrespective of the cause of the disability (against any form of illness and any form of accident), and 

2) irrespective of the extent to which the insured person himself has contributed to causing the insurance event – apart from a short waiting period, if any, and when
3) the insurance can, further, in its operation and its basis of calculating the premium, also be part of combined life-assurance contracts, since it fully corresponds to the disablement annuities insurance written by a life-assurance company in combination with life assurance, as defined in the First Life-Assurance Directive. 

When, in addition to the above points, the following characteristics, listed in points 4)-10) apply in all essentials: 
4) The policy holder may - in accordance with the insurance contract – claim a surrender value calculated on the technical basis approved by the Danish Insurance Supervisory Authority and on the basis of similarly approved bonus regulations, so that the overall surrender value may exceed one year’s premium. This implies that the regulations for cash surrender do not apply, if the regulations do not result in a surrender value that exceeds one year's premium. 

5) The insurance contract is interminable for the insurance company. It is not considered to give sufficient access to termination that a life-assurance company may stipulate premium-adjusting clauses in the insurance contract when such clauses are stipulated clearly in the contract and in the policy, and are approved by the Danish Insurance Supervisory Authority in connection with the approval of the technical basis. 

The premium-adjusting clause can only be used if it is approved by the Danish Insurance Supervisory Authority as an approval of an adjusted calculation basis, and so that the approval also includes approval of the application of the adjusted basis on insurance policies in force. 

If the increased premium is not paid, the insurance ceases in accordance with the rules on non-payment of insurance premiums, or the insurance is converted into a paid-up policy, if the insurance has a paid-up policy value. 

6) A bonus is granted according to a bonus system approved by the Danish Insurance Supervisory Authority.
7) The insurance event is considered to have occurred in the event of permanent loss of two-thirds of the ability to work.
8) When the insurance event has occurred, the disablement annuity is paid out in full, irrespective of whether the degree of disablement is less than 100 per cent. 

9) The policy normally includes provisions on complete exemption from payment of premium on disablement. 

10) The premium does not depend on the occupation of the insured person. 

Disablement annuity contracts consequently falling under life-assurance activities cannot be written by insurance companies which do not have a license to carry out life-assurance activities, and the following three conditions must be fulfilled: 
(1) The basis of calculating premiums must be approved by the Danish Insurance Supervisory Authority.
(2) The insurance terms must be approved by the Danish Insurance Supervisory Authority. 

(3) The premium reserve must be calculated in accordance with regulations approved by an actuary who is approved by the Danish Insurance Supervisory Authority in accordance with the Insurance Business Act. 

Insurance contracts which, in accordance with the above, are not considered as life-assurance activities must be carried out only by insurance companies holding a license to carry out activities other than life-assurance activities. Insurance contracts can, however, be written within the license to carry out life-assurance activities, provided they are written in combination with a traditional life-assurance contract.
Insurance that is not traditional life assurance, but written as insurance supplementary to life-assurance activities, can be written within the license to carry out life-assurance activities (unless otherwise provided for in the license), without any restrictions on the size of the supplementary insurance in relation to the traditional life assurance. 

Such restrictions must, however, apply to the total insurance portfolio held by the insurance company, so that the total premium income attributable to such supplementary insurance contracts, or the total premium reserve attributable to these contracts, does not exceed 20 per cent of the overall premium income of the life-assurance company or of the premium reserve. 

Disablement annuity insurance contracts falling under life-assurance activities, irrespective of whether they are independent disablement annuity or disablement annuity written as supplementary insurance contracts, are, in the instance specified above, classified as supplementary insurance contracts.
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