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REPORT OF THE COMMISSION TO THE COUNCIL CONCERNING 

THE OPERATIONS REFERRED TO IN DIRECTIVE 79/267/EEC OF THE 

5TH MARCH 1979 AND UNDERTAKEN BY COMPOSITE AND SPECIALISED COMPANIES 

Introduction 

The recort 

Article 39 paragraph 2 of directive 79/267/EEC of 5th Uarch 1979 

(subsequently referred to as the first I lfe directive) says 

"Following a period of 10 years from the ratification of this 

directive, the Commission shall submit to the Council a report 

dealing with the operations of the two types of undertakings 

covered by this directive : that Is to say, those undertakings 

which carry on simultaneously the activity covered by the first 

coordination ~lrectlve (non-life Insurance) In addition to the 

activity covered by this directive and those undertakings which 

carry on only the activity covered by this directiye.: 

In addition, Article 18 of directive 90/619/EEC of 8th November 1990 

(the second life directive) specifies the regime for free provision of 

services In life assurance which Is to apply to composite companies. 

Paragraph 2 of this article reads as follows 

"This article will be reviewed In the light of the report to be 

prepared by the Commission In accordance with Article 39(2) of 

the first directive." 

In accordance with these provisions, this report reviews 

the operation of specialised companies In the Community since 

1979 ; 
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the·appflcatlon by·Member States of the arrangements reQUired for 

composite companies ; 

whether the restrictions of directive 79/267/EEC can still be 

Justified. 

The Initial legal regime 

The first life directive established a legal regime which-at the time 

wa~ Intended to protect the Interests not only of life assurance 

policyholders, but also of non-life policyholders. It was also 

Intended to be a significant step forward In coordinating the 

requirements for authorisation and conduct of business In life 

·assurance and In the creation of agencies and branches In other 

Community countries In a coordinated manner. 

This directive established the principle of specialisation, that an 

Insurance company can only carry out one of the two types of business, 

either life, or non-life business. 

However, It restricted the application of this principle to new 

companies, by forbidding the creation of new composite companies. It 

allowed Member States either to permit existing composites to continue, 

or to· require that they convert to specialised companies. 

Some Member States, such as Germany, Greece and Denmark,·have chosen to 

Impose specialisation, but It Is worth noting that they were not 

obliged to do so. 

Some requirements were also laid down concerning the relationship 

between the life and non-life activities within a composite company or 

between separate but related life and non life companies. For the 

former, separate management and accounting were required, and for the 
'-

latter the supervisory authorities were to ensure that the accounts of 

the companies concerned were not distorted by agreements between the 

companies or by any arrangement which could affect the apportionment of 

expenses and income. 

• 
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The legal and economic environment 

Any report which alms to review the management of composite and 

specialised companies In those activities covered by the first I lfe 

directive, cannot be prepared 'In abstracto', but must take Into 

account the changes since 1979 In the legal and economic environment 

for life assurance In the community. 

a) The overall programme for the completion of the single market by 

31.12.1992, described and out I lned in the 1985 White Paper, was 

approved by the Member States and Incorporated Into the Single 

European Act In 1986 .. This eased the adoption of the necessary 

texts In particular by extending the use of qualified majority 

voting. The emphasis is now on mutual recognition of the systems 

In different Member States and on the freedom of consumers to 

choose between products and companies throughout the Community. 

In this perspective, the second I lfe directive laid down the 

means for the Introduction of free provision of services and the 

proposal for a third life assurance directive extends this 

freedom and creates the single licence system. 

These important changes to the texts mean that it is necessary to 

examine closely whether the restrictions on composite companies 

are still justified. 

b) In the wider area of financial services, the last ten years have 

seen major developments in the direction of despeclallsatlon, and 

the creation of large financial groups, often with very complex 

structures. This Is certainly the case in the investment 

services sector, but also In the banking sector, where 

despecial isation has already been accepted in the 2nd banking 

coordination directive, which requires all Member States to allow 

access to their market for 'universal banks' approved in another 

Member State. The Insurance sector has also been affected by 

similar developments. All sorts of different financial services 

may now be offered by different special !sed companies within a 

group, or In some cases by a single company with separate 

managements or 'Chinese wal Is'. 
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In several countries, insurance companies that are subsidiaries 

of banks are taking an Increasing market share in I lfe assurance 

and financial groups are thus being formed covering several areas 

of financial services. Within a single group It is now possible 

to find companies offering life assurance, non-life assurance, 

banking services and stockbroking. The insurance products may 

actually be sold by a bank within the same group. The staff may 

be shared between the different companies, sometimes even 

employed by a separate company whose only activity is to provide 

services to the other group companies. The assets of the group 

companies may all be managed by a single company. 

In paral lei with these developments, technological progress in 

the last decade has made It much easier to operate systems of 

separate management and accounting for composite companies. 

This kind of economic and technological development must be taken 

Into account In reviewing the position of composite companies. 

It would not be appropriate for legislation to hinder a natural 

development of the market, If this Is not necessary for 

prudential or consumer protection reasons. 

The Second Life Directive of 8.11.1990 

This directive gave full freedom for the provision of services In I ife 

assurance to existing composite companies until 31st December 1995. 

From this date, In the absence of any further legislation stemming from 

the report requested In the first Directive, composite companies would 

no longer be able to operate by free provision of services In those 

countries which are 'specialised'. 
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Preoaratlon of the report 

In order to prepare the reQuired report, Directorate General XV sent 

out a Questionnaire to the Member States In February and March 1990. 

Although satisfactory replies were received, they showed that the 

subJect deserved a more thorough Investigation. As a result, It was 

decided that a more detailed survey should be carried out by an 

Independent body. The Commission Consultative des achats et marches 

(C.C.A.M.) of the Commission chose Price Waterhouse from amongst the 

many bodies who indicated their aval labl I lty for this type of survey. 

This company carried out a large number of Interviews with supervisory 

authorities and with the Insurance Industry representative bodies in 

all Member States in addition to submitting written Questions. 

The Commission would like to thank the many people In supervisory 

authorities and in professional associations who repl led in person or 

in writing to the Questions put by the consultants and who organised 

meetings with them. 

The results of the survey 

The consultants were particularly asked to look at the following 

QUestions : 

Are the current regulations sufficient for the control of 

composite companies ? 

Should they be either reinforced or relaxed ? 

Can the current restrictions on composite companies still be 

Justified? 
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A large amount of work was done by means of Interviews, research and 

analysis, and this led to consideration of three major areas. These 

are the financial position of companies, the practical problems of 

allocating Income and expenses in composite companies, and the problems 

of winding-up. 

1. The financial Position of life assurance companies 

The first important observation is the very high level of 

financial security offered by companies offering life assurance 

products in the Community. Over a ten year period, out of the 

more than 4000 companies authorised within the Community, there 

have only been 4 cases of winding-up. All of these were 

specialised companies. There have been therefore no cases of 

winding-up of a composite company, although over the same period 

there have been several fal lures of specialised non-life 

companies. Overal I It must be said that there are very few 

Instances of failure. 

There Is then the more general question of whether composite or 

special !sed life assurance companies have experienced financial 

difficulties. The replies of Member States show that in several 

cases, supervisory authorities have felt it necessary to 

Intervene to ask for additional Information or to take 

appropriate measures to deal with financial difficulties. 

However~ these cases haye been resolved efficiently without 

needing to invoke the procedures for withdrawing authorisation. 

These observations, which are covered in more detail in the 

consultants' report, show that : 

the control systems In life assurance, based on the system of 

prevention and resolution of problems, set out In the first 

directive, but organised in different ways in different 

Member States, have proved their effectiveness over the last 

ten years. 

j 
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life assurance policyholders with a composite company, 

together with lives assured and beneficiaries, are no less 

.w_o_LLgr.2l..§.~jHLHlAO.JLU~a I I sed company .. 

2. The practical working of the arrangements for comoosite companl.es 

Imposed by the first directive 

In order to protect the interests of life pol lcyholders within a 

composite company, the first life directive required ·such 

companies to adopt separate management and accounting and in 

particular. to separate all Income and expenses as appropriate 

between the life and non-life branches. It also laid down strict 

rules regarding the transfer of solvency margins between the life 

and non-1 lfe sectors of a composite company. 

In general the regime laid down for composite companies by. the 

first life directive appears to have worked well. All the Member 

States have correctly implemented the requirements in their 

legislation and there have been no major difficulties in 

Installing separate management and accou~ting systems in 

composite companies. The possibility of tr.ansferr ing the 

solvency margin between the life and non-life sectors has been 

used rarely; where it has been used, no difficult.les have 

occured. 

However, several Member States did indicate some difficulty in 

the allocation of Items to one sector or the other, not as a 

result of the European regulations, which seem to be sufficiently 

precise, but simply on a practical level. 

The split of Items between the two sectors and the control of 

this allocation can Indeed be very complex, because distribution 

channels, computer instal lations, investment-departments and even 

the administrative staff are often shared between the two 

sectors. 
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However, this problem Is not pecul lar to composite companies and 

occurs in Just the same way where two special lsed companies, one 

In 1 ife, the other In non-1 ife, belong to the same group. In 

this case there Is also the risk that the accounts of the 

companies could be distorted by agreements between them or by any 

arrangement which could Influence the allocation of income and 

expenses. This posslbil ity is foreseen explicitly by Article 13, 

paragraph 2 of the first I ife directive. 

The requirements for separate management have also led to 

cooperation between supervisory authorities in the Community. 

This has taken the form of exchanges of view and communication of 

the national texts applying, within the framework of the 

Conference of Insurance Supervisory Authorities of the EEC 

countries. 

This Conference does Indeed seem to be the appropriate body to 

tackle these practical problems. 

3. The problems of winding-up of life assurance companies 

Although the statistics show that the risk of winding-up of 

either a composite company or a specialist I ife assurance company 

is very small, as a result of the general economic environement 

and the existence of a well~organised supervisory system, amongst 

other factors, it Is nevertheless Important to consider the 

position of life policyholders in the event of a winding-up. 

In the event of a winding-up of a composite company, full 

separation of assets and proper allocation of Income and 

expenditure would be of great importance to ensure the 

contractual rights of policyholders. However, as the report 

shows, these practical questions are not confined to composite 

companies but also concern specialised companies. in particular 

when they form part of a group. It Is also necessary to ensure 

that the assets covering life policyholders' liabilities are 

allocated to life policyholders, and that they have as high a 

ranking as possible in their claim on other assets, and in 

particular rank above the unsecured creditors of the insurance 

company. 



jJ 

- 9 -

AI I of these questions are part of a wider problem, that Is 

whether policyholders are sufficiently protected in the event of 

the winding-up of an Insurance company. These issues should 

therefore be examined In the context of the proposal for a 

directive concerning the winding-up of Insurance companies 

(Amended Commission proposal of 18th September 1989- O.J. N" c 

253 of 6th October 1989). Taking Into account the very limited 

number of cases of winding-up during the period considered In the 

report, this should however not be regarded as a prior condition 

for reviewing the current position of composite companies. 

Conclusions 

These observations and analyses lead to the following conclusions 

1. The current rules on separate management and accounting are 

being correctly and seem to be sufficient. It does not seem 

necessary either to reinforce or to relax them. 

2. There Is no evidence that the system of special lsatlon may offer 

In practice greater protection to 111e policyholders than the 

composite system. 

There Is therefore no justification for maintaining the current 

restrictions on composite companies either in respect of the 

freedom of establ lshment or free provision of services. 

a) Composite companies should therefore be allowed to create 

comcoslte branches and agencies throughout the community. 
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b) Similarly, they should be able to operate by free provision 

of services throughout the Community, even after 31st 

December 1995. 

c) For the same reasons, It also seems necessary to I 1ft the 

current ban on the creation of new comcoslte companies. or at 

least allow Member States to lift this restriction for 

companies created within their territory. 

J" 
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