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Appendix A: Examples of participating contracts
A1.

Participating contracts generally contain a guaranteed element as well as a
participating feature. The participating feature gives rise to payments to the
policyholder, paid out from a distinct share of surpluses, after providing the
guaranteed benefits. In some cases the obligation to pay to the policyholders is
restricted, for example, to realised surpluses. This means that although the
insurer may decide when to realise surpluses and this may establish a timing
difference between the amounts recognised in the financial statements and the
corresponding amounts immediately available for distribution to policyholders,
the amounts are still only available for policyholders. The insurer usually has,
to an extent, discretion over the amount and/ or timing of these extra
distributions to the policyholders.

A2.

In most countries this discretion is (partially) constrained by legal or regulatory
requirements as well as by competitive constrains. In many countries the
“contribution principle” applies. The contribution principle means that the
distribution of the aggregate accumulated surplus among the policyholders is in
the same proportion as each respective contract (or portfolio of contracts) that
has contributed to the accumulated surplus.

A3.

The following information on country-specific types of participating contracts is
based on an (internal) survey by members of the Insurance Accounting
Committee of the International Actuarial Association (IAA). We thank them for
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providing the information. They are not responsible for how the staff have
summarised the information.
A4.

Belgian participating contracts provide a contractual right to share in surplus,
but usually do not give specific guidance on how the policyholder participates in
the surplus or which share belongs to the policyholder. The insurer determines
annually the policyholders’ share of surplus, which is solely based on the
insurer’s discretion (the insurer is entirely free to pay the policyholder any
amount between 0 to 100% of the surplus). After determining the
policyholders’ share in surplus for the current year, the Belgian regulators
require the insurer to pay out 80% of the amounts set aside for allocation to
policyholders in the following year. The remaining 20% are to be payable to
policyholders in later periods.

A5.

Finnish participating contracts determine the policyholders’ share entirely based
on the insurer’s discretion. Actual payments are only driven by competitive
market pressure. The insurer decides when to realise surpluses, the individual
policyholder’s share in that surplus and the timing of the actual allocation. The
regulator ensures that the insurer does not allocate surpluses if doing so
potentially endangers the insurer’s financial stability.

A6.

South African life insurers have discretion on the policyholders’ share in
surplus, as well as on the amount and timing of its allocation or distribution to
the individual policyholder. The amounts set aside for policyholders can be
negative if they are expected to be recovered during the following three years.

A7.

In Australia the policyholders’ share in surplus is set aside and allocated to the
individual policyholder according to a formula. Legally, the insurer is obliged
to set aside 80% of the surplus for policyholders. Some contracts grant an even
higher percentage. The amount set aside may become negative and carried
forward. If the insurer voluntarily pays more than 80% (or whatever
contractually is required), that can be carried forward, thus reducing future
amounts to be set aside to pay dividends to future policyholders

A8.

Canadian participating contracts require an annual allocation of amounts to
individual policyholders, payable immediately in the following year. Law
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requires that the directors must adopt a formal dividend policy and adopt
methods for allocation, which an appointed actuary must approve. In Canada
there is little discretion in determining the amount or timing of the surplus once
allocated. The contribution principle is followed, with the Appointed Actuary
recommending dividends to the entity's Board.
A9.

Most Japanese participating contracts force the insurer to immediately set aside
policyholders’ contractually specified share in the realised surplus. These
amounts are not immediately payable to the individual policyholder, but rather
are aggregated over time. The timing of the irrevocable allocation is at the
discretion of the insurer, even though the surplus is already realised. The
amounts set aside are revocable and loss absorbing, including those referring to
future periods of the individual contract.

A10. In the US, the types of contracts are diverse, partly due to significantly different
state regulations. Some states allow insurers to apply significant discretion in
declaring dividend scales; however, overall they are subject to regulatory
control. Regulators are expected to intervene in case of inadequate dividend
scales, but that remains untested since in the past all insurers acted in accordance
with regulatory rules. If stock insurers issue participating contracts, the amounts
distributable to stockholders may be limited by some state laws.
A11. In the UK participating features are contractually and legally established. The
sources to determine the surplus need to be specified and may include sources
from non-participating contracts. Policyholders’ individual share is typically
required to be at least nine times of any allocation to shareholders from
aggregated unallocated surplus, to be allocated immediately to policyholders
when amounts are allocated to shareholders.
A12. In the Czech Republic and Slovakia participating contracts determine the
policyholder’s share as a fixed percentage of the realised surplus. The insurer’s
only discretion is when to realise the surplus, as there is no discretion on timing
of allocation or amount of payment to the individual policyholder.
A13. Norwegian law prescribes that the policyholders’ share in surpluses has to be
two thirds of each annual surplus (partly including unrealised gains). When
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policies terminate, there is an obligatory payment of 75% of any surpluses
(including unrealised gains) determined at that point in time. Insurers can
decide when to realise gains (apart from terminating contracts), but there is no
further discretion available.
A14. In Italy the participation feature is guaranteed by law to be an entity-wide
average of 85% of the realised surpluses (unrealised gains and losses excluded).
The exact policyholder’s share in the surplus is specified in the individual
contract as a specific percentage of investment earnings. The individual
policyholder receives its share every year according to the results of the previous
year.
A15. French life insurers issue participating investment contracts with a guaranteed
minimum annual rate of return on premiums paid, a distinct share in investment
returns on the entire surplus of the entity. Under French law the insurer can
immediately forward shares in realised surplus to individual policyholders. The
remaining amount of the overall required share for policyholders is set aside.
However, the insurer has some discretion regarding the timing of the allocation
to the individual policyholder. The allocation has to be done within 8 years. The
amount set aside can be used to cover subsequent losses to some extent and
there might be as well a loss carry forward to be recovered by future surplus.
A16. In some states in the US, e.g. New York, state law requires that the insurer sets a
minimum percentage of surplus aside for ultimate distribution to policyholders
each year. At the same time the law grants insurers some discretion regarding
its ultimate allocation. The contribution principle is considered in this
allocation.
A17. In Germany there virtually all life insurance contracts are participating contracts.
There are strict rules determining the share of recognised surplus that has to be
set aside for participation of policyholders. Although the subsequent allocation
of the amount set aside to individual policyholders is at the discretion of the
insurer, the contribution principle is applied. Losses of a period are generally
borne by the insurer. Unallocated amounts can be used to cover subsequent
losses if otherwise the insurer would be in financial danger. If contracts
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terminate for any reason, the policyholder receives an appropriate share of
unrealised gains allocable to its contract.
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