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Press release
The Hague, 4 March 2008
OMBUDSMAN RECOMMENDATION:
CAP COSTS OF INVESTMENT-LINKED INSURANCE, PROVIDE PARTIAL COMPENSATION TO CONSUMERS
In the past, insurers have not usually been transparent enough regarding the cost level of investment-linked insurances. This was the opinion expressed today by the Financial Services Ombudsman Mr J.W. Wabeke regarding investment-linked insurance. In a Recommendation to insurance companies, his advice is that at least the surplus costs of investment-linked insurances, for which the cost level through life to maturity are more than 3.5% of the gross fund return, should be compensated. Insurance premiums for death risk or disability in the product do not count as costs. He also took the view that consumers bear some responsibility for the choice of investments, the associated risks and the decision to purchase these complex products. The Ombudsman moreover referred to the responsibility of the intermediary and the disturbing consequences of legislation and regulations. The Recommendation concerns all investment-linked insurances concluded before 1 January 2008.
Product and costs
The Recommendation relates to investment-linked insurances, in other words life insurance policies with an investment component. The policies consist of risk cover for death or disability, for which a premium is paid, and asset accumulation through investments. In his assessment, the Ombudsman made a distinction between these two features.
The composition of investment-linked insurances and the costs involved have in the Ombudsman’s opinion not always been communicated with sufficient transparency in the past. For this reason, he considers that compensation is justified. He also noted that the failure in terms of transparency was not always the fault of the product providers. The Ombudsman took the view that responsibility for this was shared by the intermediaries, the advisers, the government and the consumer. He took this into account in his judgement of the amount of compensation to be provided by the insurers.
Content and scope of the Recommendation
A summary of the Ombudsman’s Recommendation for compensation is given below. The Recommendation is a non-binding judgement on the parties involved issued by the Ombudsman on the basis of research and input from all interested parties. The Recommendation does not cover contracts yet to be concluded.
• The Recommendation applies to active single and regular premium insurances concluded prior to 1 January 2008.
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•
It is recommended that for insurances for which the average cost level through life to maturity is more than 3.5% of the gross fund return (cost cap), at least the surplus costs should be compensated.
•
Costs here include all costs, including the costs charged for the underlying investment funds (TER).
•
Premiums for death risk, disability and care costs are not costs.
•
The premiums for death risk in an investment-linked insurance may not be more than for a comparable policy from the insurer concerned, thus without inappropriate surcharges.
•
The effect of the cost cap should be established as at 1 January 2008 and settled not later than the end date of the insurance.
•
The effect of the cost cap must be communicated to policyholders by 2009 at the latest.
•
The Recommendation applies only to active single and regular premium investment-linked insurances or policies for which the regular premium payment term has expired. The measure applies proportionally to active policies that have been made paid-up or surrendered for which premium has been paid for at least five years. Investment-linked insurances that have been surrendered and for which premiums have been paid for fewer than five years do not fall under this Recommendation.
•
Additional costs are charged for investment-linked insurances with a net guarantee regarding the return, to cover this guarantee. For insurances with a net guarantee of 0% to 3% on the investment component of the deposit, the cost level through full maturity may not be higher than 4% of the gross fund return; for a net guarantee of more than 3% on the investment component of the deposit, not more than 4.5%.
•
The policyholder is responsible for his/her choice of investments. Insurers are advised to offer policyholders a one-time opportunity, after compensation, to switch to another fund or funds within their product range.
Background to the Recommendation
During 2006 there was considerable public concern about investment-linked insurance policies, mostly due to the costs involved in these policies. Accordingly, in February 2007 the Minister of Finance requested the Ombudsman to put forward suggestions for a quick, satisfactory and non-legal resolution of the dispute which by then was affecting the entire market. On the advice of the Ombudsman and with the approval of the parties to the dispute, it was then agreed that the Ombudsman would issue a judgement on the basis of research and example cases that would be applied to the insurers as a category. No example cases were submitted by the consumer organisations last year, which was the why the Ombudsman decided to issue his judgement in the form of a Recommendation (Article 7 of the Regulations).
The Ombudsman has heard evidence from representatives of consumer organisations (including the foundations Verliespolis and Woekerpolis), the insurers concerned and the market regulators. He also consulted independent actuaries and considered similar dispute resolutions in the European Union. Moreover, the financial markets regulators were consulted.
For authorisations, working methods, the Regulations for the Ombudsman and personal details, see the website www.kifid.nl.
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Appendix
Recommendation by the Financial Services Ombudsman regarding private purchases of investment-linked insurances
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