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In 2006 the world economy expanded at  a very strong pace.  The IMF est imated
world GDP growth at  5 .4%, up from 4.9% in 2005 and the fastest  in over three
decades.  Growth became more evenly balanced between the dif ferent regions
of the world.  In the euro area GDP increased by 2.8%, the best  performance
since 2000.  There was a part ly  unexpected accelerat ion in I taly too,  though
the growth rate remained below that  of  the area.

THE RESULTS FOR THE YEAR

The prof i tabi l i ty  of  I tal ian l isted insurance companies dipped sl ight ly  in 2006,
the median ROE fal l ing from 16.8% to 15.5%. A simi lar  pattern was observed in
France,  with median ROE dropping from 18.9% to 15.7%, but  the indicator rose
in Germany and the United Kingdom to 19.2% and 20.0% respectively.  Higher
values were recorded in the Netherlands,  Spain,  Ireland and the Scandinavian
countr ies.

The results for  the ent ire insurance industry were also posit ive,  overal l ,
despite a decl ine in prof i tabi l i ty,  due in part  to a contraction in l i fe insurance
premiums and a fal l  in  income from f inancial  investment.  The net result  for  the
industry came to Euro 5.3 bi l l ion,  down from Euro 5.9 bi l l ion,  whi le ROE sl ipped
from 13.8% to 11.6%, owing in part  to a sl ight  increase in shareholders’  equity.
Prof i t  came to 5.0% of  premiums,  compared with 5.4% in 2005.

Total  premium income diminished by 2.0%, after  increasing by 8.3% in 2005.
The decrease was concentrated in the l i fe sector and was due to a r ise in
interest  rates,  which curbed investors’  demand,  especial ly  for  capital  redemp-
t ion instruments (Class V) ,  and to the supply pol icies of  some major companies
involved in corporate restructurings.  Non-l i fe premiums rose by 2.3%, com-
pared with 1.3% in 2005.

The technical  result  for  non-l i fe insurance came to Euro 2.8 bi l l ion,  down by
Euro 0.5 bi l l ion.  A 3.2% increase in claim costs was combined with an 8.5%
reduction in investment income, so the technical  result  fel l  from 9.5% of  net
writ ten premiums to 7.8%.

In the l i fe sector,  the contraction of  premiums was combined with a sharp
increase in benefi t  out lays (34.0%),  as pol icies underwrit ten at  the turn of  the
decade matured.  Nevertheless,  the companies recorded posit ive net  fund-
raising (Euro 11.9 bi l l ion) ,  albeit  less than half  as much as in 2005 (Euro 29.8
bi l l ion) .  The technical  account result  was posit ive (Euro 2 bi l l ion,  compared
with Euro 2.5 bi l l ion in 2005) .

Operat ing expenses were stable as a rat io to premiums in the non-l i fe sector
(23.6%) but  rose in the l i fe sector from 5.9% to 7.0%, owing in part  to the sharp
fal l  in  premiums in Class V,  where the expense rat io is  lower.
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More in detai l ,  this year’s Report  compares the results of  insurance compa-
nies in the main countr ies ( I taly,  France,  Germany,  Spain,  United Kingdom and
United States)  in 2000-2005,  based on the income statements avai lable in the
ISIS database compiled by Bureau van Di jk .

THE FORECASTS FOR 2007

Direct premiums writ ten in I taly should be in l ine with 2006.  For the non-l i fe
sector an increase of  2 .5% is est imated (2.4% in 2006) .  Obviously,  this per-
formance depends largely on the motor l iabi l i ty  sector,  where premiums writ-
ten are expected to increase by just  0 .8%, about 1 percentage point  less than
the number of  vehicles registered.  In the property sector ( f i re and other mate-
r ial  damage) the increase should be more than 4%, thanks to the strong expan-
sion of  economic act ivi ty.

Premium income in the l i fe sector is  expected to be about the same as in 2006.
In part icular,  an increase in premiums for l inked pol icies should be accompa-
nied by a further contraction in Class V pol icies and signif icant growth in
Class VI ,  thanks to addit ional  ret irement scheme memberships in connection
with the reform of  supplementary pension plans.

NON-LIFE INSURANCE – DIRECT BUSINESS IN ITALY

Non-l i fe premiums grew by 2.4% in 2006 to more than Euro 37 bi l l ion.  In pro-
port ion to GDP (2.52%) this aggregate has been virtual ly  unchanged since
2002.  This stabi l i ty  is  due to the fact  that  motor premiums are growing less
than nominal  GDP and there has been no appreciable increase in the penetra-
t ion of  other non-l i fe insurance classes.

Outside the motor sector,  non-l i fe premiums writ ten increased by 4.1% by
comparison with 2005,  the lowest growth rate this decade.  The main reason
for the slowdown was a reduction in premiums in the transport  sector,  the
direct  consequence of  a “soft” market (with decl ining unit  pr ices) .  Premium
volume contracted in nearly al l  the classes of  this sector (by 5.0% for rai lway
rol l ing stock damage,  9 .5% for ships,  7 .0% for goods in transit ,  and 18.7% for
aircraft  l iabi l i ty) .

According to the CEA data presented in  th is  year’s  Report ,  non-l i fe  insurance
premiums amounted to 2.6% of  GDP in I taly in 2005,  compared with 3.8% in
Germany and 4.0% in the UK.  Net of  compulsory motor l iabi l i ty  insurance,  the
dif ference is  even greater.  On this basis,  premiums writ ten came to 1.1% of
GDP in I taly,  2 .2% in France,  2 .8% in Germany and 2.9% in the UK.

This year we present three studies on the under-insurance of  I tal ian house-
holds and f irms.  The f irst  is  a part ial  account of  the f indings of  a research
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8 Italian insurance in 2006/2007

project  sponsored by ANIA and conducted by academic experts and practi-
t ioners on the future of  health care in I taly.  The study provides the latest  pro-
ject ions of  publ ic expenditure on health and long-term care produced by the
OECD and the State Accounting Off ice,  which concur on the signif icant r ise in
publ ic health spending,  considerably greater than the so-cal led “pension sys-
tem hump”.  I t  then goes on to detai l  some possible areas of  part icipat ion by
the insurance industry in adjust ing health care supply to the increasing
demand,  both quanti tat ively and qual i tat ively,  without prejudice to the funda-
mental  pr inciples of  the National  Health Service.  These areas include the
reformulat ion of  the co-payment system, pr ivate in-hospital  care by NHS doc-
tors,  and health funds.

The second study gives the results of  a survey of  business insurance con-
ducted by Capital ia,  in cooperat ion with ANIA,  on a representat ive sample of
633 manufacturing f irms with between 10 and 500 employees.  I t  found that
88.3% had at  least  one damage insurance pol icy,  not  counting motor l iabi l i ty.
Their  premium payments averaged 0.27% of  sales.  The larger the f irm,  the
greater the probabi l i ty  of  i ts  having insurance,  the lower the rat io of  premiums
to sales,  and the higher the degree of  insurance cover ( the rat io of  assets
insured to assets) .  There is  no geographical  divergence of  South from North
either in propensity to insure or in the cost  or  extent of  coverage.  One possi-
ble causal  factor in I tal ian f irms’  lower propensity to take out  insurance is  the
taxation of  insurance pol icies,  which is  general ly  higher than in other Euro-
pean countr ies.  A special  study presented in this year’s Report  shows that  the
tax on general  l iabi l i ty  insurance premiums is 22.25% in I taly,  against  19% in
Germany,  9% in France and 5% in Bri tain.

The third study offers an international  comparison of  disaster insurance.  The
theme is important,  in that  according to the European Environment Agency
Italy is  one of  the countr ies most exposed to natural  disasters,  part icularly
f loods,  landsl ides and earthquakes.  Nevertheless,  unl ike al l  the other main
European countr ies,  I taly has no law on natural  disaster insurance.  One of  the
countr ies examined is  France,  where f ire insurance pol icies for  homeowners
extend automatical ly  to disaster coverage and where the publ icly owned
Caisse Centrale de Réassurance offers reinsurance against  natural  catastro-
phes at  a f ixed price.  The State intervenes only i f  the Caisse does not  have
suff icient  funds.  These arrangements al low private insurers to pr ice natural
disaster r isk in a geographical ly  uniform manner at  12% of  the f ire insurance
pol icy premium.

Monographic treatment this year has been dedicated to three special  topics.
Two involve health care insurance and medical  malpractice insurance (for
physicians and for health care inst i tut ions) ,  the third auditors’  l iabi l i ty.  The
first  provides updated stat ist ics on the number and average cost  of  claims in
health insurance pol icies.  The second gives data on the evolut ion of  claims
and premiums in the years fol lowing the claims – a stat ist ical  inquiry that  is
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essential ,  because in this sector the period necessary to quanti fy  damages is
so long.  The third offers a cri t ique of  the EU Commission study on the advisa-
bi l i ty  of  l imit ing auditors’  l iabi l i ty  in order to foster the extension of  the audit-
ing market and make i t  easier for  auditors to be insured.

Final ly,  the Report  describes ANIA’s many ini t iat ives for  the prevention of
f lood,  f i re and theft  r isks,  as wel l  as for  the insurance cert i f icate for  air l ines.

MOTOR LIABILITY

Motor premiums amounted to Euro 18.4 bi l l ion in 2006,  or  49.5% of  total  non-
l i fe premiums.  This represented a 1.2% increase over 2005,  and as the number
of vehicles in circulat ion increased by 2.0%, the average premium decl ined by
0.8% (using the Paasche variable-weight index) .  This trend was due to the
good performance of  technical  account results,  which led companies to keep
their  pol icy prices broadly unchanged and often enough to offer  competi t ive
discounts.

ISTAT’s motor l iabi l i ty  pr ice index rose by 2.3% in 2006.  ISTAT calculates this
i tem using owner prof i les that  are constant over t ime (a Laspeyres f ixed-
weight index) .  That is ,  i t  does not  take account of  the fact  that  over 90% of  the
insured cause no accidents in any given year and thus benefi t  from the
“bonus” or of  the fact  that  companies commonly offer  discounts from their  l ist
pr ices.  Considering that  the average premium was lowered by 0.8% and that
the “bonus” effect  is  general ly  worth between 1% and 2% of  total  premiums,  i t
fol lows that  in 2006 such discounts were again substantial .

The r ise in the cost  of  l iabi l i ty  pol icies has been modest again in 2007.  The
ISTAT index for  motor l iabi l i ty  insurance was up 1.5% in May by comparison
with May 2006,  the same as the overal l  CPI.

Our Report  presents an international  study comparing the frequency and cost
of  motor l iabi l i ty  claims.  In 2000 claims frequency in I taly was 2.5 percentage
points higher than the European average as reported by the CEA. By 2004 the
gap had been narrowed to 1.5 points,  but  I taly’s accident frequency (8.6%) was
second only to Spain’s (10.1%).  France,  at  less than 5%, has the lowest fre-
quency.

The average cost  of  accident claims was Euro 3,000 in Europe in 2004 and a
third higher (Euro 4,000)  in I taly.  Claims in France and Germany cost  nearly
Euro 500 less than in I taly,  and those in Spain only half  as much.  One factor in
Italy’s greater costs is  the percentage of  accidents involving personal  injury
(21% in 2006) ,  which is  nearly twice as high as in other countr ies.  A detai led
geographical  breakdown of  claims in I taly ascribes a part  of  the very great
regional  variabi l i ty  in these technical  indicators to fraud.  Comparing regional
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accident data with ISVAP’s stat ist ics on motor insurance fraud,  we f ind a cor-
relat ion coeff icient  of  0 .81 between claim frequency and percentage of  fraud-
ulent  claims.

This year’s Report  pays special  attent ion to the ANIA Foundation’s recent road
safety ini t iat ives.  The aim is to produce practical ,  effect ive act ions that  can
actual ly  improve safety  and heighten safety  consciousness.  Safety  pro-
grammes were directed specif ical ly  to young drivers,  road and infrastructural
safety,  truck traff ic,  and new safety technologies.

Fol lowing protracted debate over the introduction,  by law, of  direct  compen-
sation in the motor l iabi l i ty  sector and the design of  the implementing regula-
t ions ,  the  procedure  became ef fect ive  on  1  February  2007 .  The Report
describes i ts  operat ion in detai l ,  and there is  a specif ic explanation of  how
the f ixed compensation levels are determined.

The Report  also analyzes the measures of  the “Bersani  2” decree.  The new
measures concern:  the period of  val idi ty  of  the r isk attestat ion,  extended from
one year to f ive;  the requirement to assign to the pol icy on a second vehicle
acquired by the owner of  one already insured or by a stable member of  the lat-
ter ’s household the same merit  class as that  of  the vehicle already insured;
the rules for  modifying the bonus/malus rat ing after an accident;  and the
requirement for  prompt not i f icat ion of  the insured of  a change in merit  class
as a result  of  an accident.  Some of  these measures weaken the deterrent
effect  of  the “malus” penalty for  accidents.  This wi l l  produce a level l ing of  the
distr ibut ion towards the better classes,  but  the insured wil l  have to pay higher
premiums to offset  the income loss due to fai lure to apply the penalt ies.

Another legislat ive change is  examined in a special  treatment of  the ISVAP
regulat ions implementing the Insurance Code,  which inst i tute information
requirements in connection with the annual  expiry of  motor l iabi l i ty  pol icies
and lay down rules governing the operat ion of  the I tal ian Informational  Centre
under ISVAP.

Final ly,  we note that  on 12 October 2006 the Commission referred I taly to the
EU Court  of  Just ice,  arguing that  I tal ian provisions on the obl igat ion to con-
tract  in the motor l iabi l i ty  sector are in confl ict  with the third non-l i fe insur-
ance direct ive.

LIFE INSURANCE – DIRECT BUSINESS IN ITALY

I tal ian households’  disposable income increased by 2.3% in nominal  terms and
0.5% in real  terms in 2006.  Fol lowing the 0.3% real  contraction of  2005,  this
modest growth indicates that  households’  purchasing power has essential ly
stagnated.  Against  a backdrop of  improving confidence,  the household saving
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rate diminished from 12.3% to 11.0%, the lowest since 2000 but  st i l l  h igh by
international  standards.

Households’  f inancial  saving,  i .e .  the dif ference between the gross f lows of
assets and l iabi l i t ies,  amounted to Euro 64,863 mil l ion in 2006,  a decrease of
13.2% from 2005.  The main causes were the decl ine in the propensity to save
and the continued growth in real  estate investment.  The r ise in interest  rates
reawakened household investors’  interest  in bonds and made r isky securit ies
less  a t t ract ive ,  in  par t  because  the  s t rong  per formance o f  shares  led
investors to real ize part  of  their  capital  gains.  The outf low from Ital ian invest-
ment funds was much greater than in 2005,  with net  redemptions of  nearly
Euro 37 bi l l ion;  this was only part ly  offset  by Euro 10 bi l l ion in net  purchases
of foreign funds.  Overal l ,  at  the end of  the year investment fund units ( I tal ian
and foreign)  accounted for 9% of  households’  f inancial  portfol ios.

Investment in l i fe insurance pol icies continued to grow, though more slowly
than in 2005.  Such pol icies accounted for 17.3% of  the f low of  savings in 2006,
compared with 32% in 2005.  L i fe insurance reserves rose from 10.8% to 11.0%
of total  f inancial  assets.

Total  direct l i fe premiums written,  equal to Euro 69.4 bi l l ion,  declined by 5.6%
in 2006 after r ising by 12.0% in 2005.  Trends varied from class to class and com-
pany to company. Premiums from Class V products fel l  by 29.6% and those from
Class I  by 3.3%, while l inked products (Class III)  registered a gain of 3.8%.

The contract ion in  Class V was quite uniform across companies and is
explained essential ly  by the r ise in short-term interest  rates,  which made
investment in these products less advantageous.  For the aggregate consist ing
of Classes I  and I I I  (which accounted for 87% of  total  l i fe premiums in 2006) ,
the median growth rate was 5.7% (against  a market mean of  -0.2%).  This
median was more or less in l ine with that  of  2005,  when the increase in premi-
ums was much sharper for  large companies and very close to the system-wide
growth rate calculated by excluding a few large companies involved in corpo-
rate restructuring (6.2%).

ROE was 11.2% in 2006,  down from 12.6%. The rat io of  prof i ts  to technical
reserves (analogous to the standard indicator used in the asset management
industry,  taking as denominator an aggregate that  proxies for  total  funds
invested on behalf  of  pol icyholders)  was 55 basis points,  16 less than in 2005.

Compared with  other  Europeans,  I ta l ian households have t radi t ional ly  been
character ized by a  h igh propensi ty  to  save and a  large stock of  weal th ,
owing in  part  to  I ta l ians’  s trong tendency to  v iew f inancia l  and real  estate
assets  as  a  protect ive “cushion” for  cont ingencies.  Nevertheless,  an ANIA
study has found that  I ta l ian households have a  protect ion gap der iv ing f rom
insuff ic ient  coverage against  the r isk  of  the death of  the main breadwinner,
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only  part ia l ly  mi t igated by pension system surv ivor  benef i ts ,  savings,  and
insurance pol ic ies .

Legislat ive Decree 303 of  29 December 2006 (coordinat ing the consol idated
law on banking and that  on f inance with the new law for the protection of  sav-
ing)  clar i f ies a good number of  key points in the regulat ions on “f inancial
products issued by insurance undertakings”.  Specif ical ly,  the law provides
that this category includes Class I I I  pol icies (except those for ret irement pur-
poses,  which are covered by separate rules)  and capital  redemption opera-
t ions (Class V) .

Decree Law 279/2006 brought the entry into force of  the new supplementary
ret irement provisions forward to 1 January 2007,  amending Art icle 23 of  the
Maroni  Decree on that  point .  Our Report  this year detai ls  the measures taken
in order to do so.  The Minister of  Labour issued decrees def ining the proce-
dures whereby workers were to indicate their  intent ions and mandating the
transfer to INPS of  the accruing severance pay of  those workers in f i rms with
50 or more employees that  do not  elect  to join a supplementary ret irement
scheme. One section is  dedicated to the tax treatment of  supplementary
ret irement provisions.

Final ly,  the Report  examines the reform, now before Parl iament,  of  the taxa-
t ion of  income from f inancial  investment.  After a general  examination,  this
passage comments on the proposal  for  a “temporal  correction.” As worded in
the Government amendment,  the formulas for  this correction must be “simpl i-
f ied and comprehensible,  taking account of  di f ferent t imes of  taxat ion.” “Sim-
ple,” however,  is  not  synonymous with “l ight”.  Consequently,  the mandate
must str ike a proper balance between reducing the incentive to defer the real-
izat ion of  capital  gains on prevalently speculat ive investments ( the lock-in
effect)  and not penal iz ing medium and long-term investments – this so as not
to discourage the accumulat ion of  savings and in l ight  of  the preferential  tax
treatment of  medium and long-term investments in other countr ies such as
France,  the United Kingdom and the United States.  The Report  also provides
an international  comparison of  tax treatment of  insurance products in various
European countr ies.

DISTRIBUTION AND THE INTERIM REPORT OF THE EU COMMISSION
ON BUSINESS INSURANCE

At the start  of  2007 the Commission’s  Inter im Report  on Business Insurance
made avai lable the in i t ia l  f indings of  a  survey of  member states.  The Inter im
Report  makes expl ic i t  observat ions on the I ta l ian market ,  in  part icular  on the
durat ion of  contracts and the structure of  d istr ibut ion networks.  In  three sep-
arate contr ibut ions our  own Report  sets forth the arguments submitted by
ANIA in the course of  the publ ic  consultat ion.  I t  g ives new data on the real
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incidence of  insurance brokers in  the distr ibut ion of  non-l i fe  products,  h igh-
l ights the competi t ive features of  d istr ibut ion by exclusive agents,  which can
lower average distr ibut ion costs,  and discusses the possible benef i ts  of  a
long-term relat ionship between insurer  and customers.  The internat ional  por-
t ion of  the Report  a lso rehearses the CEA’s arguments on the Commission
document.

Decree Law 223 of  4  July 2006,  rat i f ied as Law 248/2006 (known as the Bersani
decree) prohibited insurance companies from signing agreements with their
agents  for  exclusive d istr ibut ion of  motor  l iabi l i ty  pol ic ies .  The second
Bersani  decree (Decree Law 7 of  31 January 2007,  rat i f ied as Law 40/2007)
extended this ban to al l  non-l i fe classes.  This year’s Report  has specif ic treat-
ments of  the incompatibi l i ty  of  these measures with European law and on the
economic effects of  the ban on exclusive agency agreements.

THE LEGISLATIVE FRAMEWORK

This year’s Report  describes legislat ive developments within the European
Union,  with special  attent ion to the insurance industry’s potential  contr ibut ion
to achieving the Lisbon objectives,  to the new Financial  Services Action Plan
and principles of  “better regulat ion,” and to the codif icat ion of  l i fe and non-
l i fe insurance.  We also examine the effects on the insurance industry of  the
Directive on services in the internal  market and comment on the proposals for
direct ives on mergers and on pension fund portabi l i ty.

There is  a detai led discussion of  ISVAP’s consultat ion document on invest-
ment cover of  technical  reserves and the assets underlying unit- l inked con-
tracts.  The proposals,  which are in l ine with the more open pol icies intro-
duced by other European authori t ies also in sectors contiguous to insurance,
envisage new quanti tat ive and qual i tat ive l imits on some types of  investment
to cover technical  reserves and the introduction of  a new type of  assets,  to be
classed as “alternative investments”.

The Report  also contains two special  studies of  the planned European reform
of prudential  supervision known as “Solvency I I” ,  now in the decisive phase.
One focuses on the proposed framework direct ive laying down the key,  gen-
eral  pr inciples for  future legislat ion and scheduled for  release on 10 July.  In
keeping with the principles of  “better regulat ion”,  the Commission’s text  was
to be accompanied by an impact assessment of  the effect  on insurance com-
panies,  supervisors,  insurance products and markets,  consumers,  and SMEs.
The second sets forth the results of  the second quanti tat ive impact study (QIS
2) ,  which assesses the adequacy and rel iabi l i ty  of  the var ious possible
approaches that  could be adopted as the standard formula for  calculat ing
capital  requirements,  checks whether the companies possess the necessary
data,  and makes a prel iminary quanti tat ive assessment of  the capital  required

Executive summary
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by the various formulas.  These ini t ial  f indings indicate that  at  European level
on average technical  reserves would tend to be reduced and the solvency
capital  requirement and the elements serving to cover would increase.  The
third quanti tat ive impact study (QIS 3) ,  conducted between Apri l  and June
2007,  sought to evaluate and cal ibrate the parameters of  the standard formula
both for  the solvency capital  requirement and for the mean capital  require-
ment at  group level .  Sixty-seven insurance companies with registered off ices
in I taly have expressed interest  in part icipat ing in the impact study.  They rep-
resent 80% of  direct  non-l i fe insurance business and 77% of  mathematical
reserves.

There are close-ups of  three laws now before Parl iament that  al though not
specif ic to the insurance industry wi l l  nonetheless have a major impact on
insurance business:  proposals  for  the reform of  independent  regulatory
authori t ies,  for  ant i- fraud action,  and for class act ion lawsuits.

F inal ly,  the Report  concludes wi th  an in-depth examinat ion of  the “tax
wedge”.  I taly’s Finance Law for 2007 reduced the tax wedge on labour,  i .e .  the
dif ference between labour costs to f i rms and workers’  net  earnings,  by enact-
ing specif ic deductions from the tax base of  the Regional  Tax on Productive
Activi t ies.  The benefi t  was not granted to banks,  other f inancial  inst i tut ions,
insurance companies and f irms holding publ ic concessions with regulated
prices in the sectors of  energy,  water supply,  transport ,  network infrastruc-
ture,  postal  and telecommunications services,  waste water col lect ion and
treatment,  and sol id waste col lect ion and disposal .  ANI and ABI lodged a com-
plaint  with the European Commission,  arguing that  this deduction was selec-
t ive and represented state aid.  On 28 May the Government issued an urgent
decree-law abrogating European authorizat ion for  appl icat ion of  the deduc-
t ions.  In i ts  accompanying report  the Government cited the doubts raised by
the Commission over the select ive exclusion of  some sectors,  hence over the
measure’s  compat ib i l i ty  with  Community  ru les.  The accompanying report
recal led that  “The Counci l  of  Ministers has in any event pledged to extend the
benefi ts  in quest ion to undertakings in the banking,  insurance and f inancial
sectors,  deciding at  the same t ime that  the necessary funding is  to be borne
by the sectors in quest ion.  This commitment corresponds to the request,  for-
mulated at  European Union level ,  for  complete compliance with Community
legislat ion”.

Executive summary
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The Italian insurance market: key figures 2006
The number  o f  companies  wi th  regis tered  o f f ices  in  I ta ly
decreased,  as a result  of  several  mergers.  The number of  foreign
representations,  especially those operating in non-li fe classes,
is increasing.

OPERATING INSURANCE COMPANIES

As at 30 April 2007, 242 insurance companies were operating (240 as at 30 April
last year), of which 166 were insurance companies with registered office in Italy
(171 as at 30 April last year) and 76 were branch offices of foreign insurance com-
panies (69 as at 30 April last year), mainly from European Union members (71).

84 insurance companies write only l i fe insurance business (of  which 16 are
foreign branch off ices)  and 126 companies write only non-l i fe business (of
which 50 are foreign branch off ices) ;  24 companies write both l i fe and non-l i fe
business,  accounting for  48.1% of  the total  premium col lect ion in terms of
market share;  8  companies write only reinsurance business (of  which 6 are
foreign branch off ices) .

187 insurance companies are ANIA members (of  which 16 are corresponding
members) :  these insurance companies represent more than 91% of  the premi-
ums of  the ent ire market.

Considering the legal  status of  the 166 companies that  have legal  off ices in
Italy,  162 are joint  stock companies,  3  are mutual  companies and one is  a
cooperat ive company.

NUMBER OF COMPANIES IN E.U.  (15)  COUNTRIES
Data as at  31 December

2001 2002 2003 2004 2005

Austria 73 72 71 72 72 
Belgium 204 201 189 181 181 
Denmark 241 226 214 210 210 
Finland 69 68 68 68 65 
France 504 495 486 475 470 
Germany 694 703 703 677 670 
Greece 107 102 100 99 99 
Ireland 196 199 224 217 220 
Italy 256 254 249 245 239 
Luxembourg 93 95 95 95 95 
Netherlands 353 341 335 317 300 
Portugal 86 85 74 70 70 
United Kingdom* 808 806 772 1,167 1,170 
Spain 342 334 328 330 320 
Sweden 461 448 440 428 415 

Total 4,487 4,429 4,348 4,651 4,596

Source: CEA
(*) Change of definition since 2004

PREMIUMS PER COMPANY IN E.U.  (15)  COUNTRIES
Euro mi l l ion

2001 2002 2003 2004 2005

Austria 171 173 180 191 210 
Belgium 101 109 126 139 166 
Denmark 51 56 62 65 70 
Finland 171 177 183 191 207 
France 254 262 282 314 347 
Germany 196 204 213 219 227 
Greece 25 27 30 34 37 
Ireland 54 57 61 61 66 
Italy 298 343 379 395 429 
Luxembourg 68 69 79 96 123 
Netherlands 123 125 132 138 141 
Portugal 93 98 110 122 156 
United Kingdom 284 289 265 272 273 
Spain 123 141 122 132 142 
Sweden 39 37 42 42 48 

Total 169 177 180 190 202 

Source : CEA

NUMBER OF COMPANIES BY LEGAL STATUS

LIFE NON-LIFE MULTI PROFESSIONAL TOTAL
BRANCHES REINSURERS COMPANIES

Situation as at April 30, 2006
Limited companies 71 76 17 3 167 
Cooperatives - - 1 - 1 
Mutuals - 2 1 - 3 
Domestic companies 71 78 19 3 171 
Foreign branches 15 46 2 6 69 
in E.U. countries 15 43 2 5 65 
Total companies 86 124 21 9 240

Situation as at April 30, 2007
Limited companies 68 74 18 2 162 
Cooperatives - - 1 - 1 
Mutuals - 2 1 - 3 
Domestic companies 68 76 20 2 166
Foreign branches 16 50 4 6 76
in E.U. countries 16 47 4 4 71
Total companies 84 126 24 8 242
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In 2006 I talian insurance companies’  technical account results were positive,
but  in decrease compared to the previous year.  The sector’s overall  ROE
dropped from 13.8% of  2005 to 11.6 of  2006.  This is due,  on the one hand,  to a
more l imited positive contribution of  the investment income which concerned
both l i fe and non-li fe classes,  and,  on the other hand,  to the 4% reduction in
the l i fe class premium collection.

INCOME STATEMENT

2000 2001 2002 2003 2004 2005 2006

Technical account of non-life and life classes (*)

Written premiums 66,965 75,240 86,350 95,646 100,098 108,451 106,289
Changes in premiums reserves (-) 27,500 30,046 32,645 43,720 40,427 41,999 19,222
Investment income 7,567 5,435 3,939 13,090 16,316 20,064 15,141
Other technical income 463 780 980 1,135 1,215 1,321 1,335
Incurred claims (-) 35,583 38,240 44,459 48,994 58,826 68,236 83,976
Operating expenses (-) 9,791 10,208 10,648 11,346 11,927 12,567 13,349
Other technical costs (-) 942 897 1,088 1,656 1,430 1,241 1,437
Balance 1,179 2,064 2,429 4,155 5,019 5,792 4,781

Technical account - non-life (*)

Written premiums 27,029 28,915 30,958 32,729 34,208 34,663 35,474
Changes in premiums reserves (-) 543 835 825 656 599 638 657
Investment income 2,135 1,931 1,483 2,012 2,234 2,318 2,120
Other technical income 294 409 321 371 371 319 371
Incurred claims (-) 22,004 22,224 22,736 23,633 24,269 24,294 25,072
Operating expenses (-) 6,457 6,851 7,178 7,522 7,949 8,184 8,371
Other technical costs (-) 754 696 760 874 1,045 883 1,086
Balance -300 649 1,263 2,427 2,951 3,302 2,779

Technical account - life (*)

Written premiums 39,936 46,325 55,392 62,917 65,890 73,788 70,815
Changes in technical
provisions (-) 26,957 29,211 31,820 43,064 39,828 41,361 18,565
Investment income 5,432 3,504 2,456 11,078 14,082 17,745 13,021
Other technical income 169 371 659 764 844 1,001 964
Incurred claims (-) 13,579 16,016 21,723 25,361 34,557 43,942 58,904
Operating expenses (-) 3,334 3,357 3,470 3,824 3,978 4,383 4,978
Other technical costs (-) 188 201 328 782 385 358 351
Balance 1,479 1,415 1,166 1,728 2,068 2,490 2,002

Non-technical account

Other non-life income 705 629 401 518 810 894 830
Other life income 876 436 726 868 1,127 1,179 1,238
Balance of other income and expenses -394 -2 -872 -951 -1,016 -862 -999
Balance of ordinary activities 2,366 3,127 2,684 4,590 5,940 7,003 5,850
Balance of extraordinary activities 1,067 1,204 2,262 1,132 1,027 691 953
Taxes on income (-) 1,390 1,454 1,436 1,929 1,731 1,837 1,541

Result for the financial year 2,043 2,877 3,510 3,793 5,236 5,857 5,262

Return on Equity 6.7% 8.9% 10.6% 10.6% 13.6% 13.8% 11.6%

(* )  Technical  i tems net  of  cessions and retrocessions
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TECHNICAL ACCOUNT

Premium income

The total  gross premiums for domestic and foreign business,  direct  and indi-
rect ,  gross of  reinsurance and col lected by with registered off ices in I taly and
by the branches of  foreign non-European Union companies total led Euro
112,796 mil l ion in 2006.  In part icular,  Euro 40,011 mil l ion were col lected in non-
l i fe classes and Euro 72,785 mil l ion in the l i fe classes.
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Af ter  years  o f  s t rong  expans ion ,  the  overa l l  p remiums  recorded  a  s l igh t
reduct ion ,  equa l  to  1 .8%.  Th is  resu l t  was  determined  by  the  l i fe  sector,
whose  premiums  decreased  in  2006  by  3 .7% ( they  had  increased  by  11 .7%
in  2005 ) .  Th is  dynamic  re f lec ts  the  reduct ion  in  the  sa le  o f  po l ic ies  wi th
min imum re turn  guarantee  recorded  in  par t icu lar  by  the  bank- insurance
channe l .  Premiums  in  non- l i fe  c lasses  grew,  even  though  in  a  l im i ted  way :
1 .7% compared  to  2005 .  As  a  resu l t  o f  these  t rends ,  the  share  o f  l i fe  p remi -
ums  on  the  to ta l  decreased  compared  to  the  prev ious  year  ( f rom 65 .8% to
64 .5%) .

The  percentage  o f  premiums ceded to  re insurance remained  a t  the  leve ls  o f
2005 ,  equa l  to  5 .8%.  the  overa l l  amount  o f  these  premiums was  equal  to
Euro  6 ,506  mi l l ion ,  o f  which  4 ,536  in  non- l i fe  c lasses  and  1 ,970  in  l i fe
c lasses .

Overall  premiums, net  of  the share of  ceded premiums ,  achieved Euro 106,289
mil l ion with a 2.0% compared to the previous year) :  Euro 35,474 mil l ion in non-
l i fe classes and Euro 70,815 mil l ion in l i fe classes.

Claims,  benefits and provisions

Benef i ts  to  insured and other  benef ic iar ies ,  gross  o f  re insurance ,  a re
obtained as a sum of  the fol lowing components:

– incurred claims cost  and changes in premium reserves for  the non-l i fe
classes;

– incurred claims cost  and changes in mathematical  reserves and the other
technical  reserves for  the l i fe classes.
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The amount of  these benefi ts  was of  Euro 107,714 mil l ion (-6.2% compared to
2005) :  28,501 (+2.4%) and 79,213 mil l ion in l i fe classes (-9.0%).

The reinsurance contribution was equal  to Euro 4,517 mil l ion (-2.4%),  of  which
2,773 mil l ion for  non-l i fe classes and 1,744 mil l ion for  l i fe classes.

The amount of  benefits was therefore of  Euro 103,198 mil l ion (-6.4%):  25,729
mil l ion in non-l i fe classes and 77,469 mil l ion in l i fe classes.

Operating expenses

Operat ing expenses for  d i rect  and indirect  business,  net  of  re insurance,  that
include acquis i t ion costs ,  costs  ar is ing f rom premium col lect ion,  costs  re lat-
ing to  the organisat ion and management  of  the d istr ibut ion network and the
administ rat ion  expenses re lat ing  to  technical  management  of  insurance
business,  tota l led Euro 13 ,349  mi l l ion with  an increase of  6 .2% compared to
2005.  due to  a  reduct ion in  the overal l  wr i t ten premiums,  the incidence of
operat ing expenses on wri t ten premiums passed f rom 11.6% of  2005 to  12 .6%
of  2006.

In part icular,  the operat ing expenses for  non-l i fe business were equal  to Euro
8,371 mil l ion,  with an incidence on premiums,  unchanged compared to 2005,  of
23.6%; for  l i fe business,  they were equal  to Euro 4,978 mil l ion,  with an inci-
dence on premiums of  7 .0% (5.9% in 2005) ;  the increase was due,  on the one
hand,  to  the reduct ion in  the V c lass  pol ic ies ,  character ised by  lower
expenses and,  on the other hand,  to a higher incidence of  f ixed expenses in
the presence of  a decreasing premium volume.

Technical account result

The technical account result ,  net  of  reinsurance,  was posit ive total l ing Euro
4,781 mil l ion,  equal  to 4.5% of  direct  and indirect  premiums (5.3% in 2005) .

There was a posit ive result  for  non-l i fe classes total l ing Euro 2,779 mil l ion
(Euro 3 ,302  mi l l ion  in  2005) ;  the  inc idence of  such resul t  on  premiums
decreased to 7.8% (9.5% in 2005) .

L i fe classes showed a posit ive result  of  Euro 2,002 mil l ion (Euro 2,490 mil l ion
in 2005) .  The incidence of  such result  on premiums was of  2 .8% (3.4% in 2005) .
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CLAIMS, BENEFITS AND PROVISIONS
Euro mi l l ion

Li fe Non- l i fe

2000 2001 2002 2003 2004 2005 2006
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OPERATING EXPENSES TO PREMIUMS RATIO
Incidence on net  witten premiums (%)
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TECHINCAL ACCOUNT RESULT TO PREMIUMS RATIO (%)
Incidence on net  witten premiums (%)2000 2001 2002 2003 2004 2005 2006

Non-life and life 1.8% 2.7% 2.8% 4.3% 5.0% 5.3% 4.5%
Non-life -1.1% 2.2% 4.1% 7.4% 8.6% 9.5% 7.8%
Life 3.7% 3.1% 2.1% 2.7% 3.1% 3.4% 2.8%
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NON-TECHNICAL ACCOUNT

Investment income
Ordinary and extraordinary net  investment income, l i fe and non-li fe ,  which
also includes investment income transferred to technical  l i fe and non-l i fe
accounts,  was equal  to Euro 18,161 mil l ion in 2006,  with a strong reduction
compared to the previous year (-20.4%),  mainly because of  the drop in ordi-
nary net  investment income (-22.3% compared to 2005) .  The reduction was
only part ial ly  balanced by the increase in extraordinary investment income
(which increased by 38.0% compared to 2005) .

The drop in ordinary net investment income compared to 2005 was equal to Euro
4,928 mil l ion; i t  was concentrated in the Euro 3,306 mil l ion decrease in gross
investment income for the benefit  of insured; the posit ive trend of l i fe and non-
life extraordinary gross investment income was equal to only Euro 481 mil l ion.

More in detai l ,  the ordinary gross investment income for l i fe and non-li fe
classes reached Euro 26,364 mil l ion (Euro 28,900 mil l ion in 2005) ,  with a
decrease of  8 .8%. Income derived from:

– shares and holdings,  for  an amount of  Euro 3,078 mil l ion (-1.6% compared
to 2005) ,  which were 11.7% of  the total  income;

– investments for  the benefi t  of  insured and investment income deriving from
pension fund management,  for  an amount of  Euro 8,176 mil l ion (-28.8% com-
pared to 2005) ,  which represented 31.0% of  the total  income;

– land and bui ldings,  for  an amount of  Euro 237 mil l ion (-2.9% compared to
2005) ,  which were 0.9% of  the total  income;

– revaluations and real ised investments,  for  an amount of  Euro 3,256 mil l ion
(+1.3% compared to 2005) ,  which were 12.3% of  the total  income;

– securit ies,  bonds and other investments,  for an amount of Euro 11,617 mil-
l ion (+7.3% compared to 2005),  which represented 44.1% of the total  income.

The overall  expenses referring to income from ordinary and extraordinary
investments,  l i fe and non-li fe ,  total led Euro 10,001 mil l ion,  in strong increase
compared to Euro 7,390 mil l ion of  2005.

Extraordinary investment income ,  gross of expenses, totalled Euro 1,799 mil l ion
(Euro 1,318 mil l ion in 2005) and the relative expenses totalled Euro 846 mil l ion
(Euro 627 mil l ion in 2005).
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TREND OF NET INVESTMENT INCOME

Euro mil l ion

Ordinary   Extraordinary

BREAKDOWN OF GROSS ORDINARY INVESTMENT

INCOME -  L IFE AND NON-LIFE (%)
2000 2001 2002 2003 2004 2005 2006

Shares 7.1% 11.9% 13.7% 12.0% 9.5% 10.8% 11.7%
Land and buildings 3.8% 4.1% 2.6% 1.5% 1.1% 0.8% 0.9%
Other investments 44.9% 49.7% 46.8% 41.9% 42.7% 37.5% 44.1%
Revaluations 25.8% 17.5% 12.9% 12.9% 11.7% 11.1% 12.3%
Income from linked
and pension funds 18.4% 16.8% 24.0% 31.7% 35.0% 39.8% 31.0%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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RESULT FOR THE FINANCIAL YEAR

The result  for  ordinary activity,  non-li fe and li fe ,  was posit ive amounting to
Euro 5,850 mil l ion (Euro 7,003 mil l ion in 2005) ,  with a decrease of  16.5%.

The result  for  extraordinary activity total led Euro 953 mil l ion,  ref lect ing an
increase (+37.9%) compared to Euro 691 mil l ion in 2005.

Income taxes for the period totalled Euro 1,541 million (Euro 1,837 million in 2005).

Despite the contr ibut ion of  the extraordinary act iv i ty,  the reduction in techni-
cal  account results ( for  non-l i fe and l i fe classes)  determined a profit of Euro
5,262 mil l ion for  the f inancial  year 2006,  decreasing by 10.2% compared to
Euro 5,857 mil l ion in 2005.  The prof i t  total led 5.0% of  premiums (5.4% in 2005) .
The R.O.E.  (Return on Equity) ,  calculated as the rat io between net prof i t  and
the centered mean of  the capital  stock and of  equity reserves,  was equal  to
11.6%, in reduction compared to 13.8% of  2005.

BALANCE SHEET

Liabili t ies

The total  l iabi l i t ies carr ied in the balance sheet amounted to Euro 552,796 mil-
l ion (+4.9% compared to 2005) .

In part icular:

– capital  and reserves,  equal  to Euro 50,818 mil l ion,  remained substantial ly
unvaried compared to 2005,  and were equal  to 9.2% of  total  l iabi l i t ies;  sub-
scribed capital ,  equal  to Euro 13,638 mil l ion,  increased by 5.1%, equity
reserves,  equal  to Euro 31,918 mil l ion,  decreased by 1.7% compared to
2005.  The prof i t  for  the f inancial  year total led Euro 5,262 mil l ion;

– technical  provisions,  representing commitments undertaken on behalf  of
the insured were equal  to Euro 438,887 mil l ion and recorded an increase of
5.0% compared to 2005;  they represented 83.4% of  the total .  L i fe reserves,
weighing for  70.5% on the total ,  increased by 5.2%, whi le non-l i fe reserves
(claims and premiums) grew by 3.9%;

– the other  l iabi l i t ies,  equal  to  Euro 40,348 mi l l ion (7 .3% of  the total ) ,
increased by 11.6% compared to the previous year,  and the breakdown for
this i tem was as fol lows:  subordinated l iabi l i t ies increased by 47.0% (from
Euro 3,295 mil l ion to Euro 4,843 mil l ion)  and deposits received from rein-
surers increased by 0.1% (from Euro 12,994 mil l ion to Euro 13,013 mil l ion) .
Funds for  r isks  and charges (Euro 2 ,202  mi l l ion)  remain substant ia l ly
unvar ied,  whereas debts  and other  l iabi l i t ies  increased by 15 .1%,  f rom
Euro 17 ,632 mi l l ion to  Euro 20 ,290 mi l l ion;

– accrual  and deferral  total led Euro 667 mil l ion (0.1% of  the total) .
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BREAKDOWN OF L IABIL IT IES (%)

Claims reserves
10.0%

Other liabilities,
Accruals

and deferrals
7.4%

Capital
and reserves

9.2%

Mathematical
reserves

70.5%

Premiums
reserves

2.9%

552,796 Euro mill ion

02- Italian insurance 15-28  19-12-2007  12:23  Pagina 21



Assets
Investments,  reinsurance share of  technical  provisions,  amounts owed by
debtors,  other assets,  accruals and deferred income amounted to Euro 552,796
mil l ion,  equal l ing to the total  amount of  l iabi l i t ies.

In part icular:

– investments reached Euro 486,538 mi l l ion,  representing 88.0% of  total
assets.  Insurance companies only engaging in reinsurance activi t ies were
excluded since the relat ive balance sheet format does not  provide for  a
division between l i fe and non-l i fe classes;  therefore,  excluding reinsur-
ance business,  investments in non-l i fe classes were equal  to Euro 78,807
mil l ion (4.0% increase compared to 2005)  and investments in l i fe classes
were equal  to Euro 398,718 mil l ion (3.9% increase compared to 2005) .
The highest increase (+8.1%) was recorded by investments in bonds and
other f ixed income securit ies with Euro 254,130 mil l ion;  fol lowed by invest-
ments in shares and holdings (+3.0%) with Euro 55,714 mil l ion,  investments
in land and bui ldings (+2.3%) with Euro 5,937 mil l ion and investments in
loans and deposits that ,  with Euro 30,905 mil l ion register a 8.0% contrac-
t ion compared to 2005.  Investments for  the benefi ts  of  l i fe insurance pol i-
cyholders,  equal  to Euro 139,852 mil l ion,  increased by 2.4%;

– the technical  provisions borne by reinsurers amounted to Euro 21,427 mil-
l ion,  increased by 1.7%, and represent 3.9% of  the total  assets;

– amounts owed by debtors were equal  to Euro 23,155 mil l ion (4.2% of  the
total) ,  with an increase of  7 .6%. These refer to amounts owed deriving from
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direct insurance activi t ies (Euro 11,182 mil l ion) ,  amounts owed deriving
from reinsurance activi t ies (Euro 2,570 mil l ion) ,  and other amounts owed
(Euro 9,403 mil l ion) ;

– amounts owed by shareholders (Euro 25 mil l ion) ,  intangible assets (Euro
3,958 mil l ion composed of  commissions and other expenses) and other
assets (Euro 13,439 mil l ion)  reached a total  of  Euro 17,421 mil l ion (3.2% of
the overal l  amount) ,  thus recording an 11.7% increase;

– accrual  and deferred income amounted to Euro 4,255 mil l ion (0.8% of  total) ,
reaching 18.6%.

BALANCE SHEET
Euro mi l l ion2000 2001 2002 2003 2004 2005 2006

LIABILITIES 298,174 338,346 378,192 429,890 475,716 526,899 552,796 

CAPITAL AND RESERVES 34,496 35,093 37,401 41,342 44,780 51,301 50,818
Subscribed capital 9,775 9,512 9,961 10,529 10,991 12,982 13,638
Equity reserves 22,678 22,704 23,930 27,033 28,621 32,463 31,918
Profit for the financial year 2,043 2,877 3,510 3,780 5,169 5,857 5,262

TECHNICAL PROVISIONS 236,377 270,256 305,573 352,029 394,581 439,029 460,963
Non-life classes 55,669 59,312 62,693 65,098 66,921 68,885 71,562
Life classes 180,708 210,944 242,880 286,931 327,659 370,144 389,401

OTHER LIABILITIES 27,125 32,674 34,920 36,203 35,989 36,141 40,348
Subordinated liabilities 1,072 1,487 1,990 2,666 2,862 3,295 4,843
Provisions for risks and charges 2,048 1,524 2,045 2,189 2,105 2,219 2,202
Deposits received from reinsurers 10,453 11,682 13,011 13,231 12,876 12,994 13,013
Debts and other liabilities 13,552 17,981 17,874 18,117 18,146 17,632 20,290

ACCRUALS AND DEFERRALS 176 323 298 316 366 428 667

ASSETS 298,174 338,346 378,192 429,890 475,716 526,899 552,796 

AMOUNTS OWED BY SHAREHOLDERS 46 99 84 45 15 3 25

INTANGIBLE ASSETS 2,424 2,469 2,792 3,707 4,262 3,947 3,958

INVESTMENTS: 248,346 283,381 320,069 370,814 416,322 465,109 486,538
Land and buildings 8,335 7,798 5,484 4,534 4,842 5,805 5,937
Shares and holdings 40,700 40,478 40,145 43,763 48,793 54,096 55,714
Bonds and other fixed
income securities 123,825 140,530 161,343 186,564 208,051 235,036 254,130
Loans and deposits 22,892 24,977 28,342 28,837 30,460 33,603 30,905
Investments for the benefit of life
insurance policyholders and the
investments deriving from
the management of pension funds 52,594 69,598 84,755 107,116 124,176 136,569 139,852

TECHNICAL PROVISIONS
BORNE BY THE REINSURERS 19,895 21,499 22,003 21,789 20,753 21,072 21,427

AMOUNTS OWED BY DEBTORS 16,808 18,696 19,915 20,333 21,020 21,529 23,155

OTHER ASSETS 8,332 9,715 10,585 10,198 10,149 11,652 13,439

ACCRUALS AND DEFERRED INCOME 2,323 2,487 2,744 3,004 3,194 3,587 4,255

02- Italian insurance 15-28  19-12-2007  12:23  Pagina 23



THE SOLVENCY MARGIN

At end of  2006 insurance companies with their  registered off ice in I taly,
excluding reinsurers,  possessed for their  total  assets in the l i fe and non-l i fe
sectors a solvency margin of  Euro 44.7 bi l l ion,  s l ight ly  decreasing compared to
the previous year.

For l i fe business,  the margin (Euro 24.3 bi l l ion)  was equal  to 2.02 t imes the
minimum requirement (Euro 12.0 bi l l ion) ,  determined in terms of  mathematical
provisions and capital  at  r isk.  The rat io had been 2.08 in 2005 and 2.04 in 2004.

For non-l i fe business the margin possessed (Euro 20.4 bi l l ion)  was 3.29 t imes
the minimum requirement (Euro 6.2 bi l l ion) ,  determined in terms of  the amount
of  premiums writ ten and the average cost  of  claims in the last  three years
(taking the higher result  of  the two cri ter ia) .  The rat io has been r is ing steadi ly
in recent years;  i ts  value in 2006 was sl ight ly  lower compared to the previous
year.

THE PROFITABILITY OF THE INSURANCE INDUSTRY

Measured by return on equity ( the rat io of  prof i t  for  the period to sharehold-
ers’  equity at  the beginning of  the period) ,  the prof i tabi l i ty  of  the insurance
industry decl ined in 2006.

– In the non-l i fe sector ROE fel l  by more than three percentage points,  from
14.7% to 11.6%. This was mainly due to the slowdown in the result  on ordi-
nary operat ions ( in part icular,  the return on investment,  given by the rat io
of  investment income to total  investment assets,  fel l  by 1.6 percentage
points) ,  not  ent irely offset  by the increase in the prof i tabi l i ty  of  extraordi-
nary operat ions (measured by result  on extraordinary operat ions as a per-
centage of  shareholders’  equity) .

– In the l i fe sector (excluding pure reinsurers)  ROE fel l  from 12.6% to 11.2%.
As in the non-l i fe sector,  prof i tabi l i ty  ref lected a decl ine in the return on

SOLVENCY MARGIN 2000-2006
(EXCLUDING REINSURERS)

Euro mi l l ion 

Source:  ISVAP

LIFE 2000 2001 2002 2003 2004 2005 2006

Solvency margin 16,415 17,512 18,418 20,000 20,954 23,999 24,312
Solvency margin required by law 6,400 7,034 7,986 9,132 10,266 11,544 12,036
Cover ratio 2.56 2.49 2.31 2.19 2.04 2.08 2.02

NON-LIFE 2000 2001 2002 2003 2004 2005 2006

Solvency margin 13,558 12,927 14,792 15,615 17,308 20,826 20,384
Solvency margin required by law 4,626 4,938 5,138 5,356 5,825 6,095 6,192
Cover ratio 2.93 2.62 2.88 2.92 2.97 3.42 3.29
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investment,  which fel l  by 1.6 percentage points,  but  i t  was also affected,
though to a lesser extent,  by a decrease in the prof i tabi l i ty  of  extraordinary
operat ions.

For the insurance industry as a whole,  including reinsurers,  ROE fel l  by more
than 2 percentage points in 2006,  from 13.8% to 11.6% (Figure 1) .  Insurance
companies’  ROE was in l ine with that  of  banks in 2006 (11.8%).  In the last
twenty years their  average ROE (6.5%) has been lower than banks’  (7 .2%) and
below the average return on government securit ies (8.1%).

FIGURE 1
COMPARISON OF ROE
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FIGURE 2
ROE IN THE LIFE AND NON-LIFE SECTORS
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ROE has displayed dif ferent trends in the l i fe and non-l i fe sectors since 1987
(Figure 2) .  From that year unt i l  2001 prof i tabi l i ty  in the l i fe sector was always
higher than in the non-l i fe sector.  In the ensuing years,  thanks to steadi ly
improving technical  operat ions,  the non-l i fe sector outperformed the l i fe sec-

Source:  The average y ie ld on government secur i t ies
comes f rom Thomson F inancial ,  Datastream and refers
to the y ie ld on the secondary marke
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tor,  i ts  ROE peaking at  15.0% in 2004.  In 2006 ROE was about the same in both
sectors.

In  the  l i fe  sector ,  over  the  twenty-year  per iod  the  cycl ica l  behavior  o f  ROE
was corre lated wi th  the  per formance of  the  f inancia l  markets .  H igh  ROE in
the la te  1980s ,  in  correspondence wi th  h igh  in f la t ion ,  was fo l lowed by  a
steady contract ion  in  the  ear ly  1990s ,  to  5 .4% in  1994 .  Subsequent ly,  low
inf la t ion  and the  growth of  the  s tock  markets  fostered the  supply  of  new
products  hav ing a  large f inancia l  component ,  which boosted the  vo lume of
bus iness  of  the  I ta l ian  l i fe  market  and thus  made i t  more  compet i t ive  wi th
the other  main  European countr ies .  ROE rose f rom 5 .4% in  1994  to  11 .3% in
2000 .  The last-ment ioned pat tern  is  h igh l ighted by  compar ing  ROE in  the  l i fe
sector  wi th  the  I ta l ian  s tock  exchange’s  MIB index (F igure  3 ) :  beginning in
the second hal f  o f  the  1990s ,  wi th  the  spread of  the  new insurance products
wi th  a  large f inancia l  component ,  there  is  a  pos i t ive  corre lat ion  between
the ind icators .

Although 2001 and 2002 saw stock markets plunge and fears of  def lat ion
spread,  there was only a modest decl ine in the prof i tabi l i ty  of  the l i fe sector
in I taly (8%),  thanks to very strong sales,  a l imited exposure to equit ies in the
portfol ios where the f inancial  r isk is  borne by the company,  and the continu-
ing presence of  securit ies with high coupon yields in long-term portfol ios.  The
recovery of  the f inancial  markets enabled ROE in the l i fe sector to remain con-
sistent ly above 11% in the last  four years
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ANIA has also analyzed ROE in the l i fe sector by company size,  the latter
gauged by total  technical  reserves at  31 December 2006 (Figure 4) .  ROE was
above the sectoral  average for  the 11  large companies (wi th  technical
reserves of  more than Euro 10 bi l l ion) ,  which account for  more than 60% of
total  technical  reserves.  I t  was lowest,  at  3 .6%, for  the 37 companies with
technical  reserves of  under Euro 1 bi l l ion.

In the non-li fe sector ,  a  company’s capacity to create value depends primari ly
on insurance operat ions and,  to a lesser extent than in the l i fe sector,  ordi-
nary f inancial  operat ions.  I t  is  interest ing to compare the t ime series of  ROE
with that  of  the combined rat io for  the period (Figure 5) .
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FIGURA 5
ROE IN THE NON-LIFE SECTOR
AND COMBINED RATIO FOR THE PERIOD
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Between 1987 and 1992 ROE plunged by more than 20 percentage points to a
low of  minus 12% in 1992,  whi le the combined rose to very high levels and
even topped 120%. Negative ROE in the f irst  half  of  the 1990s gave way
between 1995 and 2000 to f igures that  were close to zero.  In short ,  for  more
than a decade the prof i tabi l i ty  of  the non-l i fe sector was negative,  destroying
value for  shareholders who had invested in i t .  I t  was not unt i l  2000 that  ROE
gradual ly  began to ameliorate.  In the last  s ix  years i t  has f luctuated between
10% and 15% as a result  of  the equi l ibr ium achieved in underwrit ing business,
ref lected in the combined rat io remaining consistent ly below the threshold of
100%. In 2006 the deteriorat ion of  one percentage point  in the combined rat io
was a factor in the decl ine in ROE from 14.7% to 11.6%.

As with l i fe sector,  ANIA has also analyzed non-l i fe ROE by company size,  this
t ime proxied by the volume of  premiums writ ten (Figure 6) .  In 2006 the 50 com-
panies with premiums of  less than Euro 50 mil l ion had average ROE of  3 .3%,
against  a market average of  11.6%,;  however,  these companies accounted for
less than 2% of  the total  non-l i fe market.  At  13.8%, ROE was highest in the next
size class (premiums of  between Euro 50 mil l ion and Euro 200 mil l ion) .  After
that ,  the indicator decreases as f irm size increases,  diminishing to 11.7%, or
practical ly  the market average,  for  the 13 largest  companies,  which together
account for  more than 70% of  the market.
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The Italian insurance industry in the international scenario
THE INTERNATIONAL SCENARIO

In  2005  premiums wr i t ten  wor ldwide tota l led  USD 3 ,426  b i l l ion ,  an  increase
of  4 .9% in  rea l  terms,  a  va lue  over  two t imes h igher  than the  one regis tered
in  2004 .

Li fe insurance premiums total led USD 1,974 bi l l ion,  up by 5.7% in real  terms
(2.3% in 2004) ;  non-l i fe premium volume amounted to USD 1,452 bi l l ion and an
increase,  in real  terms,  by 3.9% (2.3% in 2004) .

In 2005 the l i fe insurance market expanded by 9.1% in Europe.  In North Amer-
ica the growth was posit ive and equal  to 3.8%, whi le i t  was negative in Japan
(-3.6%).  Lat in America registered a strong expansion(15.6%).

In the non-l i fe sector,  premiums increased by 3.4% in United States and by
3.5% in Europe.  In Lat in America the growth was equal  to 21%, in strong
increase compared to the previous year.

PREMIUMS IN 2005
Dollar million

LIFE NON-LIFE TOTAL

North America 551,530 670,105 1,221,635
Latin America 23,263 35,336 58,599
Europe 769,337 518,583 1,287,920
Asia 573,239 186,540 759,779

of which: Japan 375,958 100,523 476,481
Africa 27,795 12,230 40,025
Oceania 28,539 29,217 57,756

Total 1,973,703 1,452,011 3,425,714

Source:  Swiss Re -  SIGMA

REAL GROWTH RATE IN 2005 (%)

LIFE NON-LIFE TOTAL

North America 3.8 3.4 3.6
Latin America 15.6 21.0 18.8
Europe 9.1 3.5 6.8
Asia 2.7 3.3 2.8

of which: Japan -3.6 -4.2 -3.7
Africa 10.2 9.3 9.9
Oceania 7.5 6.1 6.8

Total 5.7 3.9 4.9

Source:  Swiss Re -  SIGMA

Source:  Swiss Re -  SIGMA

WORLDWIDE DIRECT INSURANCE IN 2005 -  MARKET SHARES
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THE IMPORTANCE OF INSURANCE BY COUNTRY

The rat io of  premium volume to GDP – the insurance “penetrat ion” index –
moved dif ferently in the l i fe and non-l i fe sectors between 2003 and 2005.

In the l i fe sector,  France,  Belgium, I taly and United Kingdom increased their
rat io;  in part icular in France the index passed from 6.5% in 2004 to 7.1% in
2005,  in Belgium i t  reached 8.5% (7.2% in 2004)  and in I taly 5.2% (4.7% in 2004) .
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In United Kingdom, where the index is  the highest  of  Europe,  the rat io
increased by 9.4% (8.8% in 2004) .  In Germany the index remained practical ly
unchanged at  3 .2% whereas in the Netherlands and in Spain i t  decreased by
4.9% and 2.3% respectively.

Between 2003 and 2005 the rat io of  l i fe insurance provisions to GDP – an indi-
cator that  proxies for  the degree of  maturi ty  of  the l i fe insurance market –
rose in I taly from 20.3% to 24.8%; despite the increase,  the value of  the rat io
remained lower than in the other European countr ies except Spain,  where i t
was 13.7% in 2005,  lower than the previous year.  Also in Germany the index
value was lower than other European countr ies (29.2%).  Higher indices were
registered by the United Kingdom (107.3%),  France (55.3%),  the Netherlands
(48.3%) and Belgium (42.9%).

The Italian insurance industry in the international scenario
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In non-l i fe insurance,  I taly st i l l  had the lowest rat io of  premiums to GDP in
Europe,  at  2 .6% in 2005,  substantial ly  stable compared to the previous year.
Over the three years the gap with the other countr ies also held practical ly
unchanged;  in part icular,  in 2005,  nearly half  a percentage point  v is-à-vis Bel-
gium in 2005,  more than half  a percentage point  v is-à-vis France and Spain,
more than a percentage point  v is-à-vis Germany and the United Kingdom and
nearly 2.5 points vis-à-vis the Netherlands.
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The rat io was equal  to 1% in I taly,  whi le other countr ies registered values on
average two t imes higher (as in Belgium, France and Spain)  or  even three or
four t ime higher,  as in Germany,  United Kingdom and the Netherlands.

The gap of  I taly with other European countr ies increases,  in terms of  the
insurance “penetrat ion” index,  excluding motor premiums by the rat io of  pre-
miums to GDP. I t  al lows to clearly compare the degree of  tendency to insur-
ance,  as motor class is  mandatory by law everywhere.
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THE MAIN MARKETS IN THE EUROPEAN UNION

Insurance companies in the f irst  15 EU member states wrote premiums for
Euro 922,530 mil l ion in 2005,  an increase of  8 .4% which fol lows the 5.5%
increase in 2004.  The volume of  premiums expanded in al l  countr ies.  The
sharpest gains were recorded by Portugal  (28.3%) Luxembourg (27.8%),  Bel-
gium (19.0%),  Sweden (16.1%),  Ireland (13.2%) and France (10.6%).

Li fe insurance premiums expanded by 11.6% in 2005,  after  increasing by 6.8%
the previous year.  Exceptional ly  strong growth was registered in Portugal
(49.4%),  Belgium (26.7%),  Luxembourg (25.3%),  Ireland ((22.8%) and Austr ia
(15.6%).  The only country in which l i fe premiums writ ten decl ined was the
Netherlands (-1.6% compared to the previous year) .

Non-l i fe premiums rose by 3.6% in 2005 compared to the previous year (same
value in 2004) .  A posit ive inf luence came from the r ise in premiums in Luxem-
bourg (44.9%),  Sweden (22.9%),  F inland (7.5%),  Spain (7.2%) and the Nether-
lands (5.9%).  A negative contr ibut ion came from Ireland (-5.6%).

The Italian insurance industry in the international scenario
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TAXATION OF PREMIUMS IN THE EUROPEAN UNION

The si tuat ion of  I tal ian indirect  taxat ion seems to be consol idated,  charac-
terised by one of  the highest f iscal  pressures registered in the EU.
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INSURANCE PROFIT AND LOSS ACCOUNTS IN EUROPE

The Bureau van Di jk  ISIS database gives detai ls  on the prof i t  and loss
accounts and balance sheets of  European insurance companies.  The database
takes information from Fitch-IBCA on a sample of  companies that  account for
about 90 percent of  the market.  Here,  we use i t  to examine comparative trends
in insurance prof i tabi l i ty  in the United States,  France,  Germany,  Spain and
Italy,  from 2000 to 2005.

Non-Life companies

The companies doing Non-Life insurance business surveyed by ISIS in the coun-
tries considered in 2005 numbered 2,190: 1,542 in the US, 112 in the United King-
dom, 113 in France, 237 in Germany, 63 in Italy and 123 in Spain. Profitability is
measured as the ratio of pre-tax profits to equity (defined as the sum of sub-
scribed capital, reserves for own shares, revaluation reserves, other reserves
and retained profits). This summary indicator shows that Italian insurance com-
panies’ median profitability increased from 14,8% in 2004 to 16,1% in 2005. The
median German ROE held steady (10.1% in 2005, compared with 10.0% the previous
year). French median profitability rose slightly (15.1% in 2005, up from 14.9% in
2004) as did Spanish (18.4%, up from 18.0%) and American (10,3%, up from 9,4%).
Profitability decreased from 14,9% in 2004 to 13,2% in 2005 in the United Kingdom.
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We can gauge the dispersion about the median by the interquart i le distance,
i .e.  the dif ference between the indicator values for  the companies in the f irst
and the third quart i les of  f i rms ranked in increasing order of  prof i tabi l i ty.  The
interquart i le distance in I taly was quite large in 2005,  23 percentage points,
owing to gains scored by the more prof i table companies and deteriorat ion for
the less prof i table.  The dif ference in France was 16 points,  in Germany 14,  in
the United Kingdom 25,  in the United States 14 and in Spain 26 (Figure 1) .

The main technical indicator, the combined ratio – the sum of the loss ratio and
the expense ratio – of the median Italian insurance company fell  slightly from
96.6% in 2004 to 96.3% in 2005. In Germany and Spain it  declined too, respec-
tively from 96.7% to 96.1% and from 93.1% to 92.9%. French companies recorded
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a decrease in the combined ratio: from 98.1% in 2004 to 97.1% in 2005. In the
United States this ratio fell  to 94.7% from 96.3%, whereas in the United Kingdom
it increased from 92.3% in 2004 to 97.4% in 2005. The interquartile distance of the
sample companies was 8 percentage points in Italy, 12 in France, 14 in Germany,
37 in the United Kingdom, 14 in the United States and 13 in Spain (Figure 2).

Except the United Kingdom, the change in the combined rat io in 2005 essen-
t ial ly  ref lected the trend in claims,  with a loss rat io of  68.9% in I taly,  76.0% in
France,  68.6% in Germany,  69.4% in the United Kingdom, 66.0% in the United
States,  and 70.1% in Spain (Figure 3) .  In 2005 the expense rat io was equal  to
27.1% in I taly,  23.9% in France,  26.9% in Germany,  31.5% in the United King-
dom, 28.6% in the United States and 20.9% in Spain (Figure 4) .
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The return on investment for  the median company in I taly and the United
States held virtual ly  steady at  2 .9% and 3.8% respectively in 2005,  whi le fal l ing
to 3.0% in France and 3.9% in Germany (3.4% and 4.1% in 2004 respectively) .  I t
increased sl ight ly  in the United Kingdom (from 4.0% in 2004 to 4.2% in 2005)
and in Spain ( from 2.2% in 2004 to 2.5% in 2005) .  The concentrat ion of  compa-
nies around the median value is  comparable in al l  countr ies.  The interquart i le
distance was 2.3 percentage points in France,  1 .6  in Germany,  1 .9  in the United
Kingdom, 1.3 in I taly,  1 .4  in the United States and 2.5 in Spain (Figure 5) .

Life companies

The companies doing Li fe insurance business covered by the ISIS database in
2005 numbered 1,038:  525 in the United States,  76 in the United Kingdom, 78 in
France,  226 in Germany,  65 in I taly and 68 in Spain.  The ROE of  the median I tal-
ian company in the Li fe sector rose from 15.7% in 2004 to 16.6% in 2005.  The
Spain and Brit ish median also gained appreciably,  from 17.8% to 19.0% and
from 12.5% to 16.4% respectively.  The indicator also grew in France (from
10.0% to 10,4%) and Germany (from 6.8% to 9.6%).  In the United States median
prof i tabi l i ty  remained quite steady ( from 12.4% in 2004 to 12.5% in 2005) .  Prof-
i tabi l i ty  is  highly variable,  with interquart i le distances of  12.7 percentage
points in I taly,  10.3 in France,  20.0 in Germany,  21.2 in the United Kingdom, 16.2
in the United States and 21.6 in Spain (Figure 6) .

In 2005 the expense rat io of  the median company was 7.1% in I taly,  increasing
sl ight ly  from 6.9% in 2004.  I t  fel l  in  France from 8.8% in 2004 to 7.6% in 2005,  in
Germany from 14.9% to 11.1%, in Spain from 11.6% to 10.5% and in the United
States from 27.3% to 26.6%. On the contrary i t  rose to 17.7% from 17.4% in the
United Kingdom. The mean and the dispersion of  the expense rat io vary signif-
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icantly across countr ies,  ref lect ing among other things the dif fer ing degree of
development of  l inked pol icies characterized by a lower expense rat io.  In 2005
the interquart i le distance for I tal ian companies was 5.1 percentage points,
compared with 10.8 in France,  10.3 in Germany,  21.6 in the United Kingdom,
22.6% in the United States and 11.7 in Spain (Figure 7) .

Median provisions for  I tal ian companies in the Li fe sector increased by 11.0%
in 2005,  after  r is ing 13.3% in 2004.  In the rest  of  the European countr ies con-
sidered provisions grew more fast ly :  10.8% in France (10.0% in 2004) ,  10.2% in
Germany (9.3%) 12.0% in the United Kingdom (4.5%) and 9.1% in Spain (7.7%).
In the United States provision slowed down, increasing by 4.1% against  5 .5%
in 2004.  Dispersion among Ital ian companies diminished,  with the dif ference
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between the f irst  and third quart i le of  the distr ibut ion coming down to 14.9
percentage points,  compared with 8.7 points in France,  27.8 in Germany,  16.5
in the United Kingdom, 10.9 in the United States and 8.2 in Spain (Figure 8) .

The median solvency rat io – the rat io of  equity to total  assets – decl ined
sl ight ly  in I taly from 5.5% in 2004 to 5.1% in 2005.  In France from 5.0% to 4.7%
and in the United States from 11.2% to 10.9%, whi le r is ing in Germany from
3.5% to 3.8%. In the United Kingdom and in Spain the rat io barely changed,
respectively:  from 6.2% in 2004 to 6.3% in 2005 amd from 7.1% in 2004 to 7.2%
in 2005.  The interquart i le distance in I taly was 6.3 percentage points,  as
against  10.4 in Germany,  17.0 in the United States,  6 .5  in France,  15.1 in the
United Kingdom and 13.8 in Spain (Figure 9) .
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PROFITABILITY OF LISTED EUROPEAN INSURANCE COMPANIES IN 2006

The prof i tabi l i ty  of  l isted I tal ian insurance companies recorded a s l ight
decrease in 2006:   the ROE of  the median company dropped from 16.8% in 2005
to 15.5% in 2006.  A simi lar  trend was observed in France (from 18.9% to 15.7%).
The ROE increased in Germany and in the United Kingdom, where i t  was equal
to 19.2% and 20.0% respectively.  Higher f igures were recorded in the Nether-
lands,  Spain,  Ireland and in the Northern countr ies.

The Italian insurance industry in the international scenario
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RETURN ON EQUITY 
OF LISTED INSURANCE COMPANY

Source:  Thomson Financial  data processed
by ANIA

2002 2003 2004 2005 2006

Denmark 5.0 13.9 18.1 22.3 35.4
Finland 13.5 12.1 25.8 26.6 22.7
France 5.9 12.0 11.9 18.9 15.7
Germany 0.7 8.1 8.9 17.0 19.2
Ireland 12.5 24.9 27.0 26.7 33.3
Italy 6.3 12.3 13.3 16.8 15.5
Netherlands 16.5 16.2 18.2 23.9 21.0
Spain 10.9 15.8 20.9 22.3 23.9
United Kingdom 5.7 11.9 15.9 18.6 20.0
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In 2006 l i fe insurance premiums decreased by 5.6% compared to
2005.  This result  is  due to a strong reduction of  Class V product
premiums (-30%),  to a 3.3% decrease of  Class I  product premiums
and to an increase of  l inked product premiums (+3.8%).  The
reduction in both premiums and investment income contributed
to the decrease in overall  technical account result .

DOMESTIC BUSINESS

Premiums for direct  domestic business for  the 89 insurance companies oper-
at ing in l i fe classes amounted to Euro 69,377 mil l ion with a 5.6% decrease in
nominal  terms (+12.0% in 2005)  and 7.4% decrease in real  terms (+10.1% in
2005) .  L i fe premiums represent 65% of  the total  ( l i fe and non-l i fe)  ref lect ing a
decrease by more than two percentage points compared to 2005.

Amounts paid for  claims and the change in the provisions for  amounts to be
paid,  net  of  recoverable sums,  total led Euro 57,716 mil l ion with a 32.0%
increase.

In spite of  the lower level  of  premiums,  mathematical  provisions increased by
5.0%, to Euro 369,901 mil l ion;  this result  is  due to the revaluation of  the stock
thanks to the good performance of  the stock market and to posit ive net  pre-
mium f lows.  Net premiums,  def ined as the dif ference between premiums and
amounts paid and the change in the provisions for  amounts to be paid,  was
equal  to Euro 11,661 mil l ion,  compared to Euro 29,761 mil l ion in 2005.  The inci-
dence of  the net  col lect ion on the change in mathematical  provisions was
equal  to 63.3% (72.2% in 2005) .

The changes in mathematical and other technical  provisions were equal  to
Euro 18,426 mil l ion (Euro 41,196 mil l ion in 2005) .

Operating expenses were equal  to Euro 4,597 mil l ion (Euro 4,308 mil l ion in
2005) ;  they include,  in addit ion to acquisi t ion costs,  costs arising from pre-
mium col lect ion and costs relat ing to the organisat ion and operat ion of  the
distr ibut ion network,  also the administrat ion expenses relat ing to the techni-
cal  management of  insurance business.  The rat io of  operat ing expenses to
premiums was equal  to 6.6% (5.9% in 2005) ,  mainly due to the strong reduction
in the sale of  with-prof i t  pol icies,  characterized by a lower expense rat io.

Considering the investment income equal  to Euro 12,168 mil l ion (Euro 17,062
mil l ion in 2005) ,  the result  of  the technical account for  direct  business
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ref lected a prof i t  of  Euro 1,481 mil l ion (Euro 2,016 mil l ion in 2005) .  The rat io to
premiums decreased from 2.7% in 2005 to 2.1% in 2006.

The net result  for  reinsurance activi t ies and indirect  insurance business was
posit ive at  Euro 459 mil l ion (Euro 327 mil l ion in 2005) .

The overall  technical account result was equal  to Euro 1,940 mil l ion (Euro
2,343 mil l ion in 2005) .  A reduction is  observed both in the rat io to premiums
(from 3.2% in 2005 to 2.8% in 2006)  and in the rat io to the centred mean of
technical  reserves ( from 0.71% in 2005 to 0.55% in 2006) .

INDIVIDUAL LIFE CLASS

Life insurance

Premiums for direct  domestic business ,  col lected from the 87 companies
operat ing in this class,  amounted to Euro 32,753 mil l ion;  the decrease was
equal  to 3.3% compared to 2005.  The rat io to premiums for the class on the
total  l i fe premiums increased from 46.1% in 2005 to 47.2% in 2006.  Amounts
paid for  claims and the change in the provisions for  amounts to be paid,  net  of
recoverable sums,  total led Euro 23,034 mil l ion (+26.2% compared to 2005) .

The changes in mathematical and other technical  provisions were equal  to
Euro 12,746 mil l ion representing a 31.5% decrease;  this result  is  in l ine with

LIFE TECHNICAL ACCOUNT
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 39,784 46,329 55,294 62,780 65,627 73,471 69,377
Incurred claims (-) 13,574 16,100 21,783 25,453 34,313 43,710 57,716
Changes in technical provisions (-) 26,693 28,981 31,504 43,257 39,666 41,196 18,426
Balance of other technical items -5 175 284 427 476 697 675
Operating expenses (-) 3,398 3,323 3,379 3,745 3,864 4,308 4,597
Investment income 4,688 2,812 1,845 10,661 13,523 17,062 12,168
Direct technical account result 802 912 757 1,413 1,783 2,016 1,481
Reinsurance result and other items 659 480 279 293 249 327 459
Overall technical account result 1,461 1,392 1,036 1,706 2,032 2,343 1,940

Annual % changes in premiums 11.8% 16.5% 19.4% 13.5% 4.5% 12.0% -5.6%
Expense ratio 8.5% 7.2% 6.1% 6.0% 5.9% 5.9% 6.6%
Investment income/Technical provisions 3.0% 1.5% 0.9% 4.3% 4.6% 5.1% 3.5%
Technical account result/Gross written premiums 2.0% 2.0% 1.4% 2.3% 2.7% 2.7% 2.1%
Overall technical account result/Gross written premiums 3.7% 3.0% 1.9% 2.7% 3.1% 3.2% 2.8%
Overall technical account result/Technical provisions 0.95% 0.77% 0.49% 0.68% 0.70% 0.71% 0.55%

Indexes and changes (%) are calculated on data in  Euro thousand
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the growth of  the amounts paid,  due to the expir ing of  contracts writ ten in
previous years.

On the whole net premiums ,  def ined as the dif ference between premiums and
amounts paid and the change in the provisions for  amounts to be paid,  was
equal  to Euro 9,719 mil l ion,  compared to Euro 15,618 mil l ion in 2005.  The inci-
dence of  the net  col lect ion on the change in mathematical  provisions was
equal  to 76.3% (83.9% in 2005) .

Operating expenses were equal  to Euro 2,641 mil l ion (Euro 2,365 mil l ion in
2005) .  The rat io to premiums was 8.1% (7.0% in 2005) .

Considering the investment income, equal  to Euro 6,611 mil l ion (Euro 6,458 mil-
l ion in 2005) ,  the result  of  the technical account for  direct  business ref lected
a prof i t  of  Euro 872 mil l ion (Euro 1,060 mil l ion in 2005) .  The rat io to premiums
decreased sl ight ly  passing from 3.1% in 2005 to 2.7% in 2006.

The net result  for  reinsurance activi t ies and indirect  insurance business was
posit ive at  Euro 446 mil l ion.

The overall  technical account result was equal  to Euro 1,318 mil l ion,  in sl ight
decrease compared to Euro 1,431 mil l ion in 2005.  The rat io to premiums was
substantial ly  stable compared to 2005 and equal  to 4.0%; on the contrary the
incidence on the centred mean of  technical  reserves passed from 0.87% to
0.75%, due to a 7.3% increase in the stock of  provisions.
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CLASS I  -  L IFE
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 15,967 19,413 23,991 27,788 30,101 33,871 32,753
Incurred claims (-) 9,686 11,254 13,660 14,839 16,761 18,253 23,034
Changes in technical provisions (-) 8,680 9,806 12,233 14,737 15,692 18,610 12,746
Balance of other technical items -66 -81 -109 -96 -88 -41 -71
Operating expenses (-) 2,019 1,791 1,770 1,941 2,048 2,365 2,641
Investment income 5,403 4,801 4,399 5,350 5,950 6,458 6,611
Direct technical account result 919 1,282 618 1,525 1,462 1,060 872
Reinsurance result and other items 642 407 293 292 247 371 446
Overall technical account result 1,561 1,689 911 1,817 1,709 1,431 1,318

Annual % changes in premiums -9.3% 21.6% 23.6% 15.8% 8.3% 12.5% -3.3%
Expense ratio 12.6% 9.2% 7.4% 7.0% 6.8% 7.0% 8.1%
Investment income/Technical provisions 5.5% 4.5% 3.7% 4.1% 4.1% 3.9% 3.8%
Technical account result/Gross written premiums 5.8% 6.6% 2.6% 5.5% 4.9% 3.1% 2.7%
Overall technical account result/Gross written premiums 9.8% 8.7% 3.8% 6.5% 5.7% 4.2% 4.0%
Overall technical account result/Technical provisions 1.57% 1.57% 0.77% 1.38% 1.17% 0.87% 0.75%

Premiums to total life premiums ratio (%) 40.1% 41.9% 43.4% 44.3% 45.9% 46.1% 47.2%

Indexes and changes (%) are calculated on data in  Euro thousand
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Life insurance linked to investments funds or index-linked insurance

Premiums for direct  domestic business for  the 78 insurance companies oper-
at ing in this class amounted to Euro 27,385 mil l ion (a 3.8% increase compared
to 2005) .  The percentage on the overal l  direct  l i fe premiums passed from
35.9% in 2005 to 39.5% in 2006.

Amounts paid for  claims and the change in the provisions for  amounts to be
paid,  net  of  recoverable sums,  total led Euro 25,179 mil l ion and registered a
strong increase compared to 2005 (+21.1%),  also for  the expir ing of  contracts
effected in the end of  the 90’s.

The changes in mathematical and other technical  provisions were equal  to
Euro 4,173 mil l ion,  67.0% less than in 2005.  This result  is  due to the increase of
the incurred claims and to the capital  account losses of  the bond portfol io.
Provisions stock increased by 3%, in l ine with the premiums col lect ion’s trend.

On the whole net premums ,  def ined as the dif ference between premiums and
amounts paid and the change in the provisions for  amounts to be paid,  was
equal  to Euro 2,206 mil l ion,  compared to Euro 5,592 mil l ion in 2005.  The inci-
dence of  the net  col lect ion on the change in mathematical  provisions was
equal  to 52.9% (44.3% in 2005) .

Operating expenses were equal to Euro 1,746 million (Euro 1,706 million in 2005).
The ratio to premiums was 6.4%, substantially stable compared to the one in 2005.
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CLASS I I I  -  INVESTMENT FUNDS
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 22,214 23,613 24,559 26,488 24,756 26,389 27,385
Incurred claims (-) 2,421 3,098 5,562 7,590 13,370 20,797 25,179
Changes in technical provisions (-) 17,485 16,670 14,233 22,145 16,146 12,634 4,173
Balance of other technical items 72 267 341 548 589 757 741
Operating expenses (-) 1,282 1,394 1,378 1,578 1,614 1,706 1,746
Investment income -1,335 -2,576 -3,318 4,156 5,993 8,781 3,770
Direct technical account result -237 142 409 -121 207 790 798
Reinsurance result and other items 4 61 -19 -5 5 -45 17
Overall technical account result -233 203 390 -126 212 745 815

Annual % changes in premiums 47.9% 6.3% 4.0% 7.9% -6.5% 6.6% 3.8%
Expense ratio 5.8% 5.9% 5.6% 6.0% 6.5% 6.5% 6.4%
Investment income/Technical provisions -3.3% -4.4% -4.5% 4.5% 5.4% 7.0% 2.9%
Technical account result/Gross written premiums -1.1% 0.6% 1.7% -0.5% 0.8% 3.0% 2.9%
Overall technical account result/Gross written premiums -1.0% 0.9% 1.6% -0.5% 0.9% 2.8% 3.0%
Overall technical account result/Technical provisions -0.57% 0.35% 0.53% -0.14% 0.19% 0.59% 0.62%

Premiums to total life premiums ratio (%) 55.8% 51.0% 44.4% 42.2% 37.7% 35.9% 39.5%

Indexes and changes (%) are calculated on data in  Euro thousand
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Considering the strong reduction of investment income (equal to Euro 3,770
mil l ion from Euro 8,781 mil l ion in 2005),  the result  of  the technical account for
direct business was posit ive at Euro 798 mil l ion,  in l ine with the value recorded
in 2005.  The ratio to premiums was substantial ly stable and equal to 2.9%.

The net result  for  reinsurance activi t ies and indirect  insurance business was
posit ive at  Euro 17 mil l ion.

The overall  technical account result was posit ive at  Euro 815 mil l ion (Euro 745
mil l ion in 2005) .  The rat io to premiums was 3.0% and the rat io to the centred
mean of  technical  reserves amounted to 0.62%; both of  them are the highest
values of  the last  years.

Long-term healthcare insurance

Premiums for direct domestic business for the 30 insurance companies operating
in this class amounted to Euro 23 million with a 2.4% increase compared to 2005.

The overall  technical account result was posit ive at  Euro 1 mi l l ion as in 2005.
The rat io to premiums was 3.6% (6.0% in 2005) .

Capitalization operations

Premiums for direct  domestic business for  the 78 insurance companies oper-
at ing in this class amounted to Euro 8,931 mil l ion ref lect ing a strong reduction
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CLASS IV -  HEALTHCARE
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 8 12 10 17 18 24 23
Incurred claims (-) 2 3 3 7 9 12 7
Changes in technical provisions (-) 4 8 4 2 2 2 3
Balance of other technical items -1 0 1 0 0 -2 0
Operating expenses (-) 0 0 0 4 2 3 3
Investment income 1 1 1 0 0 1 0
Direct technical account result 2 2 5 4 5 6 10
Reinsurance result and other items 1 0 -2 -5 -4 -5 -9
Overall technical account result 3 2 3 -1 1 1 1

Annual % changes in premiums 36.1% 46.8% -10.3% 61.3% 9.2% 28.9% -2.4%
Expense ratio 3.6% 3.3% 2.3% 21.8% 11.6% 12.5% 12.3%
Investment income/Technical provisions 5.9% 6.0% 5.9% 1.4% 3.9% 5.6% 2.8%
Technical account result/Gross written premiums 21.4% 14.8% 44.2% 24.2% 27.7% 23.6% 44.0%
Overall technical account result/Gross written premiums 34.1% 20.6% 28.9% -6.2% 3.5% 6.0% 3.6%
Overall technical account result/Technical provisions 21.6% 12.71% 12.48% -6.93% 9.67% 14.93% 7.14%

Premiums to total life premiums ratio (%) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Indexes and changes (%) are calculated on data in  Euro thousand
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(-29.6% compared to 2005) .  The percentage on the overal l  direct  l i fe premiums
consequently decreased passing from 17.3% in 2005 to 12.9% in 2006.

Amounts paid for  claims and the change in the provisions for  amounts to be
paid,  net  of  recoverable sums,  total led Euro 9,432 mil l ion (Euro 4,615 mil l ion in
2005) .

The changes in mathematical and other technical  provisions were equal  to
Euro 1,237 mil l ion (Euro 9,418 mil l ion in 2005) .

Operating expenses were equal  to Euro 189 mil l ion (Euro 223 mil l ion in 2005) .
The rat io to premiums passed from 1.8% in 2005 to 2.1% in 2006.

Considering the investment income equal  to Euro 1,740 mil l ion,  the result  of
the technical account for  direct  business ref lected a negative result  of  Euro
190 mil l ion (Euro 167 mil l ion in 2005) .

The net result  for  reinsurance activi t ies and indirect  insurance business was
posit ive at  Euro 5 mi l l ion.

The overall  technical account result was negative at  Euro 185 mil l ion (Euro
172 mil l ion in 2005) .
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CLASS V -  CAPITALIZATION
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 1,503 3,201 6,610 8,360 10,554 12,692 8,931
Incurred claims (-) 1,463 1,739 2,551 3,003 4,149 4,615 9,432
Changes in technical provisions (-) 435 2,421 4,951 6,243 7,631 9,418 1,237
Balance of other technical items -12 -13 52 -26 -29 -20 -3
Operating expenses (-) 91 131 224 215 190 223 189
Investment income 621 594 792 1,136 1,558 1,751 1,740
Direct technical account result 123 -509 -272 9 113 167 -190
Reinsurance result and other items 12 11 7 11 1 5 5
Overall technical account result 135 -498 -265 20 114 172 -185

Annual % changes in premiums -48.5% 113.0% 106.5% 26.5% 26.2% 20.3% -29.6%
Expense ratio 6.0% 4.1% 3.4% 2.6% 1.8% 1.8% 2.1%
Investment income/Technical provisions 4.4% 3.8% 4.0% 4.4% 4.8% 4.3% 4.0%
Technical account result/Gross written premiums 8.2% -15.9% -4.1% 0.1% 1.1% 1.3% -2.1%
Overall technical account result/Gross written premiums 9.0% -15.6% -4.0% 0.2% 1.1% 1.4% -2.1%
Overall technical account result/Technical provisions 0.95% -3.18% -1.35% 0.08% 0.35% 0.42% -0.42%

Premiums to total life premiums ratio (%) 3.8% 6.9% 12.0% 13.3% 16.1% 17.3% 12.9%

Indexes and changes (%) are calculated on data in  Euro thousand
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Pension fund management

Premiums for direct  domestic business for  the 38 insurance companies oper-
at ing in this class amounted to Euro 285 mil l ion,  a value lower than in 2005
(Euro 495 mil l ion) .

The reduction observed in 2006 (-42,4%) is  due to the fact  that  in 2005 some
large insurance companies started managing the assets of  a large open pen-
sion fund,  which produced a 150% growth in act iv i ty.  In 2006,  even though pre-
mium inf lows continued,  there were no transfer of  s imi lar  magnitude.

Amounts paid for  claims and the change in the provisions for  amounts to be
paid,  net  of  recoverable sums,  total led Euro 64 mil l ion (Euro 33 mil l ion in 2005) .

The changes in mathematical and other technical  provisions were equal  to
Euro 267 mil l ion with an about 50% decrease.

Operating expenses were equal  to Euro 17 mil l ion (Euro 11 mil l ion in 2005) .  The
rat io to premiums was 6.0% (2.3% in 2005) .

Considering the investment income equal  to Euro 47 mil l ion,  the result  of  the
technical account for  direct  business ref lected a def ici t  of  Euro 9 mi l l ion
(Euro -6 mi l l ion in 2005) .

CLASS VI  -  PENSION FUNDS
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 93 91 124 128 198 495 285
Incurred claims (-) 2 7 8 15 24 33 64
Changes in technical provisions (-) 89 76 85 131 194 532 267
Balance of other technical items 1 1 2 3 3 4 7
Operating expenses (-) 6 6 7 8 10 11 17
Investment income -2 -7 -30 19 23 71 47
Direct technical account result -5 -4 -4 -4 -4 -6 -9
Reinsurance result and other items 0 0 0 0 0 0 0
Overall technical account result -5 -4 -4 -4 -4 -6 -9

Annual % changes in premiums 108.4% -2.6% 36.6% 3.4% 54.4% 150.4% -42.4%
Expense ratio 6.6% 7.0% 5.8% 6.4% 5.0% 2.3% 6.0%
Investment income/Technical provisions -1.8% -4.5% -12.1% 5.2% 4.4% 8.2% 3.9%
Technical account result/Gross written premiums -5.1% -4.7% -3.1% -3.3% -2.0% -1.2% -3.2%
Overall technical account result/Gross written premiums -5.1% -4.9% -3.2% -3.3% -2.0% -1.2% -3.2%
Overall technical account result/Technical provisions -5.36% -2.72% -1.60% -1.20% -0.79% -0.66% -0.76%

Premiums to total life premiums ratio (%) 0.2% 0.2% 0.2% 0.2% 0.3% 0.7% 0.4%

Indexes and changes (%) are calculated on data in  Euro thousand
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The overall  technical account result was negative at  Euro 9 mi l l ion (Euro -6
mil l ion in 2005) .

AN ANALYSIS OF THE TRENDS IN PREMIUM INCOME IN 2006 AT COMPANY
LEVEL AND BY CLASS OF INSURANCE

Trends in premium income varied markedly from company to company and
across the dif ferent classes of  l i fe insurance in 2006.

At the individual  company level ,  the median growth rate in l i fe premiums was
minus 0.7%, far  smaller  than the overal l  decrease of  5 .6% (Figure 1) .  The
decl ine was concentrated in some large companies undergoing corporate
reorganizat ion,  with a combined market share of  16.7% in 2006,  whose pre-
mium income fel l  by 26.2%

In Class V,  a sharp contraction (-29.6%) came after years of  rapid growth.  The
median change from the previous year was -23.6%, close to the market mean
(Figure 2) .  The decl ine in premiums is explained,  essential ly,  by the r ise in
short-term interest  rates,  which made investment in Class V products less
advantageous.

F ina l ly,  in  C lasses  I  and I I I ,  which together  account  for  87% of  to ta l  l i fe  pre-
miums,  the  median growth rate  of  companies ’  premium income was 5 .7%,  in
l ine  wi th  the  f igure  for  2005 ,  when the  increase in  premiums was much
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sharper  fo r  la rge  compan ies  and  very  c lose  to  tha t  in  the  aggregate
obta ined by  excluding the  above-ment ioned companies  undergoing reorgan-
izat ion  (6 .2%) .

The conclusion can therefore be drawn that  the contraction in premium
income was the result  of  diminished interest  in Class V pol icies and of  the
supply pol icies adopted by some large companies.

THE YIELD OF WITH-PROFIT POLICIES

In Class I  and Class V insurance operat ions the premiums paid by pol icyhold-
ers,  net  of  costs,  go into a separate fund that  invests mainly in f inancial

FIGURE 2
ANNUAL % CHANGES IN PREMIUM INCOME:

CLASS V

FIGURE 3
ANNUAL % CHANGES IN PREMIUM INCOME:

CLASSES I  AND I I I
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Source:  Based on Bank of  I taly,  ISTAT and
ISVAP data

FIGURE 1
YIELDS OF SEPARATE FUNDS AND OTHER
FINANCIAL INSTRUMENTS (%)

Separate funds
Government secur i t ies  (BTPs f rom 1995 on)
Maximum guaranteed y ie ld
Inf lat ion
Employee severance pay funds

FIGURE 2
VALUE OF AN INVESTMENT IN WITH-PROFIT
POLICIES AND IN ITALIAN SHARES
(ASSUMING REINVESTMENT OF ALL DIVIDENDS)

Source:  Based on Bank of  I taly,  ISTAT and
ISVAP data

Separate funds,  gross y ie ld
I ta l ian shares

assets.  Once assigned to the separate fund,  the assets covering commitments
can leave the fund only by being real ized.  Under current Community legisla-
t ion,  fund assets are accounted for and rates of  return computed on the basis
of  book value – also cal led historical  cost  – and real ized value.  The return of
a separate fund is  calculated annual ly  as the rat io of  the sum of  coupons,  div-
idends and real ized capital  gains to the average stock of  fund assets,  and is
al located,  in whole or in part ,  to the accrued value of  the contractual  benefi ts .

I t  can be useful  to make a long-term comparison between the rates of  return
achieved by the separate funds l inked to with-prof i t  pol icies and the yields on
government securit ies and employee severance pay funds.

F igure 1  shows that  between 1982 and 2000 the separate funds’  y ie lds were
consistent ly  wel l  above those of  government securi t ies – the comparison is
with I ta l ian Treasury bonds from 1995 on – and severance pay funds and s im-
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i lar ly  h igher than the rate of  inf lat ion.  In  the f ive years 2002-2006 the sepa-
rate funds returned 4.4% per year,  whi le  inf lat ion averaged 2.1% and sever-
ance pay funds and Treasury bonds y ielded an average of  3 .1% and 4.2%
respect ively.

Sett ing the value of  an investment in a with-prof i ts  capital  redemption pol icy
in 1981 equal  to 100,  in 2006 the investment was worth 1,362 (with an average
annual  y ield of  11.12%; Figure 2) .  The same investment in I tal ian shares,  with
al l  dividends reinvested,  was worth 1,755 in 2006 (average annual  y ield of
15.65%).The simple real  rate of  return of  the separate funds was 5.96%, with a
standard deviat ion of  2 .60%; for  the investment in shares i t  was 10.49%, with a
standard deviat ion of  32.02%. As gauged by the Sharpe rat io (y ield in relat ion
to i ts  standard deviat ion) ,  over the past  25 years an investment in with-prof i ts
pol icies has been decidedly preferable to one in equit ies;  even considering
that ordinari ly  only 80% to 95% of  a separate fund’s return is  al located to the
pol icyholder,  this conclusion st i l l  holds.

LIFE INSURANCE AND GDP

After years of  constant growth,  the rat io of  mathematical  reserves to GDP
remained virtual ly  unchanged in 2006 at  just  over 25%. Start ing at  8 .25% in
1997,  the rat io had r isen by about 17 percentage points by 2005,  or  at  an
annual  average rate of  13%. The contraction in total  premiums earned in 2006
caused the direct  I tal ian business of  the l i fe sector to fal l  to from 5.16% to
4.7% of  GDP. The f igures given here take account of  the general  revision of  the
t ime series for  GDP.
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LIFE INSURANCE AND ITALIAN HOUSEHOLD SAVING

Households’  disposable income grew by 2.3% in nominal  and 0.5% in real
terms in 2006.  The latter  f igure,  coming on the heels of  a 0.3% decrease in
2005,  ref lects the broad stagnation of  households’  purchasing power.  Offset-
t ing the growth in per capita earnings (2.6% in nominal  terms) and that  in
employment was a leap in current taxes on income and wealth,  which rose by
8.9%, compared with an average of  1 .9% in the f ive previous years.

The household saving rate fel l  from 12.3% to 11.0%, the lowest level  s ince 2000
but st i l l  rather high by European standards.  The steadi ly  improving cl imate of
confidence probably induced households to tr im their  precautionary saving.
According to the Bank of  I taly,  a contr ibutory factor may have been the reduc-
t ion in the gap between actual  and perceived inf lat ion,  which had widened
considerably with the cash changeover to the euro in 2002.

In 2006 households’  f inancial  saving,  def ined as the dif ference between the
gross f lows of  assets and l iabi l i t ies,  amounted to Euro 64,863 mil l ion.  This
decrease of  13.2% from the previous year mainly ref lected the decl ine in the
propensity to save and the continuing growth in households’  investment in
real  estate.  F inancial  wealth expanded by 4.2%, thanks to the good perform-
ance of  the stock market,  and rose to Euro 3,386 bi l l ion (3.2 t imes disposable
income, compared with the European average of  2 .8) .

The r ise in  interest  rates prompted households to  return to  bond investment .
Short  and medium/ long-term domest ic  and foreign secur i t ies  accounted for

Life insurance

Italian insurance in 2006/2007 53

12.8

10.0

10.5

11.0

11.5

12.0

12.5

13.0

13.5

2003 2004 2005 2006

12.9

12.3

11.0

FIGURE 1
HOUSEHOLDS’ SAVING RATE
(% OF DISPOSABLE INCOME)

Source:  Bank of  I taly.  The saving rate is  def ined as
the rat io of  saving – including loan amort izat ion
and excluding the change in pension fund reserves
– to gross disposable income.
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more than 28% of  the gross f lows of  saving.  Higher  interest  rates a lso st imu-
lated investment  in  deposi ts  wi th  an agreed matur i ty  and in  repos (“Other
deposi ts”) .  The tota l  d i rect  f low of  investment  in  these instruments  grew
from Euro 10 ,504 mi l l ion to  Euro 26 ,972 mi l l ion and accounted for  22 .2% of
new investment .

Net investment in shares and other equity contracted sharply,  from Euro
27,617 mil l ion to Euro 5,119 mil l ion or 4.3% of  the total  f low. The r ise in bond
yields made investment in relat ively r isky securit ies less attract ive,  whi le the
rise of  the stock market was seen by investors as an opportunity for  prof i t- tak-
ing.  Shares made up the largest  s ingle port ion of  households’  f inancial  portfo-
l ios at  the end of  the year (21.6%).

Net disposals of  investment fund units were much larger than in 2005.  The out-
f low of  Euro 37,000 mil l ion was only part ial ly  offset  by net  purchases of  units
of  foreign funds (Euro 9,822 mil l ion) .  Overal l ,  I tal ian and foreign funds made up
9% of  households’  year-end f inancial  portfol ios.

Investment in l i fe insurance pol icies grew, although more slowly than in 2005
and i ts  share of  the f low of  saving fel l  from 32.0% to 17.3%. Li fe insurance
technical  reserves consti tuted 11.0% of  the stock of  f inancial  assets at  the
end of  2006,  up sl ight ly  from 10.8% a year earl ier.

Life insurance

54 Italian insurance in 2006/2007

TABLE 1 -  ITALIAN HOUSEHOLDS’ FINANCIAL ASSETS

FLOWS STOCKS

INSTRUMENT Euro million Breakdown % Euro million Breakdown %

2005 2006 2005 2006 2005 2006 2005 2006

Notes and deposits 37,007 31,273 28.34 25.99 552,650 583,824 17.01 17.24
Other deposits 10,504 26,972 8.04 22.41 319,599 346,571 9.84 10.24
Short term bonds -15,219 11,802 -11.66 9.81 1,889 13,065 0.06 0.39
Medium-long term bonds -25,115 12,805 -19.23 10.64 535,461 532,654 16.48 15.73
Stock and direct participations 27,617 5,119 21.15 4.25 695,590 730,722 21.41 21.58
Shares in investment funds -7,065 -36,869 -5.41 -30.64 269,271 224,802 8.29 6.64
Technical provisions (*) 56,501 33,559 43.27 27.89 577,643 611,202 17.78 18.05
of which: life class reserves 41,736 20,832 31.96 17.31 352,531 373,363 10.76 11.03
Other assets 4,203 3,070 3.22 2.55 17,598 20,668 0.54 0.61

Foreign assets 42,140 32,601 32.27 27.09 278,623 322,504 8.58 9.52
of which: Medium-long term bonds 27,909 9,737 21.37 8.09 119,034 125,369 3.66 3.70
Stocks and direct participations -654 1,534 -0.50 1.27 91,186 100,254 2.81 2.96
Shares in investment funds 13,797 9,822 10.57 8.16 64,940 81,358 2.00 2.40

Total assets 130,574 120,334 3,248.324 3,386,012

Total liabilities 55,831 55,471 542,170 595,580

Source:  calculat ions extracted f rom Financial  Accounts of  the Bank of  I ta ly.  (* )  The i tem is  cost i tuted by:  l i fe  and non- l i fe  technical  reserves,  pension funds and TFR.
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According to Assogestioni  data,  in 2006 I tal ian investment funds’  net  fund-
raising was negative by almost Euro 18 bi l l ion.  The largest  net  redemptions
were recorded by bond funds,  which were penal ized by low returns.  Despite
the r ise in share prices,  equity and balanced funds also closed the year show-
ing net  redemptions.  By contrast ,  f lexible funds and hedge funds had a net
inf low of  resources.  The f irst  quarter of  2007 confirmed this overal l  trend.
Fund-raising was negative by Euro 10.6 bi l l ion,  the bulk of  the outf lows being
booked by equity and bond funds.

A breakdown of  fund-raising by place of  domici le shows that  the fund-raising
of I tal ian funds was negative by Euro 42,494 mil l ion in 2006,  whi le that  of
round-tr ip and foreign funds was posit ive by Euro 11,780 mil l ion and Euro
12,848 mil l ion respectively.

At  the end of  March 2007 investment funds’  net  assets totaled Euro 609,691
mil l ion,  down by 1.5% from a year earl ier.  Nearly 40% of  the resources under
management is  invested in bond funds and 26% in equity funds (Figure 2) .  I tal-
ian funds manage 58.8% of  total  assets,  roundtr ip funds 33.6% and foreign
funds 7.5%.

THE REFORM OF THE TAXATION OF INCOME FROM FINANCIAL INVESTMENT

The mandate for  the Government to revise the taxation of  income from capital
and other income from f inancial  investment is  contained in Art icle 1 of  the
enabl ing bi l l  (Chamber of  Deputies Bi l l  1762) .  The mandate original ly  estab-
l ished guidel ines and principles for  the Government to fol low in revising the
withholding tax or subst i tute tax rates on income from f inancial  investment,
which were to be unif ied in a single rate of  not  more than 20%. I t  also directed
the Government to coordinate the new rules with the provisions already in
being,  in accordance with the principle of  equivalency of  treatment between
different types of  f inancial  income and f inancial  instruments and dif ferent cat-
egories of  intermediary.
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FIGURE 2
ASSETS OF INVESTMENT FUNDS BY CATEGORY OF
FUND AT 31 MARCH 2007
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TABLE 2 -  INVESTMENT FUNDS NET COLLECTION
Euro mil l ion

Source:  Assogestioni
(*)  Data concerning the f irst  four months

Type of  fund 2003 2004 2005 2006 2007(*)

Equity -1,063 -2,322 -4,480 -8,134 -5,036
Balanced -5,332 -2,684 1,135 -1,208 -1,629
Bond 11,100 -380 10,841 -28,550 -10,715
Liquidity 15,468 -6,508 -9,468 -7,398 -1,475
Flexible 3,079 1,339 5,949 21,274 6,993
Hedge 3,529 5,920 4,467 6,149 1,296

Total 26,781 -4,633 8,443 -17,866 -10,566
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The ensuing discussion induced the Government to re-examine the terms of
the draft  mandate and to present an amendment that  replaced Art icle 1 in  toto .
To begin with,  the new version confirms the t ime-tested regimes of  adminis-
tered savings and managed savings.  I t  also basical ly  equal izes the taxation of
I tal ian and foreign investment funds’  income: tax wil l  be levied only on
investors,  upon disposal  of  shares/units.

There fo l low two provis ions intended to al ter  the tax base of  f inancial
incomes:

– the f irst ,  which no doubt wi l l  modernize the very concept of  “ income”,
al lows tax to be levied on the effect ive net  return on transactions by el im-
inat ing the dist inct ion between capital  gains and other income from f inan-
cial  investment in the presence of  losses.  Insurance companies have long
cal led for  this improvement,  which fulf i ls  the requests that  ANIA set  forth
in i ts  test imony before the Finance Committee of  the Chamber of  Deputies
last  January;

– the other introduces simpl i f ied and comprehensible temporal  adjustment
formulas,  unequivocal ly  referr ing to  the “equal izer”  mechanism,  that
al lows for di f ferent t imes of  taxat ion.  This has been the most hot ly  debated
point .  Proponents of  the adjustment mechanism claim i t  is  necessary to
remedy the distort ions arising from the deferment of  taxat ion,  as explained
in the f inal  report  of  the committee of  inquiry set  up at  the Ministry for  the
Economy and Finance.  They are pit ted against  those who argue that  –
whatever the merits of  the technical  quest ions – no one can accept,  and in
fact  no country adopts,  a system of  taxat ion that  discourages savers from
holding their  investments long term.

The draft  legislation is completed by a series of transit ional provisions that
address specif ic issues, in part icular the working off  of  losses accumulated
under the various tax regimes, and coordinate the new legislation with the pre-
vious body of law at both the procedural and the substantive level in order to
guarantee implementation within the required t imeframe. Unlike the original
version,  i t  does not explicit ly direct the government to set a unif ied nominal tax
rate,  nor does i t  indicate whether this wil l  be done with a subsequent measure.

As regards “temporal adjustment”, i t  is necessary that any implementing mech-
anisms that the Government may introduce be comprehensible for the average
saver and verif iable without the need of a consultant,  but also be such as to
exclude excessively heavy taxation. “Simple” is not synonymous with “l ight”.
And in fact the worry is that a simple equalizer may involve heavier taxation
than would arise if  the capital gain were taxed year by year – for example when
the capital gain is concentrated in the f inal part of the holding period.

The mandate must str ike a proper balance between reducing the incentive to
defer the real izat ion of  capital  gains on prevalently speculat ive investments
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( the lock-in effect)  and not penal iz ing medium and long-term investments –
this so as not  to discourage the accumulat ion of  savings and in l ight  of  the
preferential  tax treatment of  medium and long-term investments in other coun-
tr ies such as France,  the United Kingdom and the United States.

THE GAP IN PROTECTION AGAINST THE RISK OF DEATH IN ITALY

By European standards,  I tal ian households tradit ional ly  have a high propen-
sity to save and a large stock of  wealth,  in part  because they are more
incl ined to view accumulated holdings of  f inancial  assets and property as a
protect ive buffer  against  future cont ingencies.  As a  supplement  to  th is
approach,  however,  i t  would be advisable for  households also to be more
aware of  their  publ ic pension ent i t lements and their  degree of  protection
against  adverse events that  could undermine their  economic stabi l i ty.

Concerning the latter  point ,  a study by ANIA est imates the average exposure
of I tal ian households with dependents to the r isk of  death of  their  main
income-earner.  I t  shows that  I tal ian households are only part ial ly  protected.
The r isk exposure,  or  “protection gap”,  is  measured as the dif ference between
the economic resources required fol lowing the death of  the sole or main
breadwinner in order to maintain the household’s standard of  l iv ing and the
resources actual ly  avai lable to the household.

The economic protection required is  the sum of  three components:

– the income needed to maintain the current standard of  l iv ing of  the spouse,
chi ldren and any other household members.  Since income is a f low of
amounts,  the required protection is  calculated by discounting,  calculat ing
the f low’s present value;

– expenditures for  the ongoing “operat ion” of  the household,  mainly chi ld-
rearing and education expenses,  calculated as the present value of  the
assumed f low of  future expenses;

– debt to be repaid in respect of  outstanding mortgages and other loans.

The economic protection avai lable comprises:

– survivors benefi ts  from the compulsory pension system, which,  l ike other
f lows,  are discounted;

– the household’s f inancial  and ret irement savings;
– exist ing cover from such sources as l i fe insurance pol icies and company

pension funds,  plans or contracts.

At the end of  2005 the protection gap,  calculated using Istat  and Bank of  I taly
data and government forecasts for  growth and inf lat ion,  amounted to Euro
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758.4 bi l l ion (53.5% of  GDP),  or  Euro 65,000 per household.  Needless to say,  the
average aggregates households whose prof i les dif fer  widely in terms of  age,
income, wealth,  and insurance cover.

The average protection required was Euro 270,000:

– Euro 250,000 for  income protection and
– Euro 20,000 for  residual  debts (mainly mortgages and other loans) .

Set against  this amount were avai lable resources total ing Euro 205,000:

– Euro 99,000 from social  security benefi ts ,
– Euro 65,000 from household savings,  and
– Euro 41,000 from insured capital .

The protection gap therefore stems mainly from insuff icient  protection of
household income, mit igated only in part  by the survivors benefi ts ,  savings
and exist ing insurance cover.  Compared with previous est imates,  the protec-
t ion gap has grown in recent years both in absolute terms and relat ive to GDP,
part ly  because of  households’  stepped-up borrowing.

The ANIA study also examines recent trends in mortal i ty  of  the I tal ian popula-
t ion and in the market for  death benefi t  insurance,  the natural  instrument for
coping with the protection gap.  I t  f inds that  the decrease in death rates shown
by populat ion stat ist ics in the past  decades has been essential ly  ref lected in
a reduction in the price of  insurance against  the r isk of  death.  The study con-
cludes that  greater recourse to death benefi t  insurance could give I tal ian
households affordable protection against  the r isk of  death of  the main income-
earner,  a result  to which social  and f iscal  pol icy measures,  company-level
programmes and the insurance market can al l  contr ibute.

THE START-UP OF PENSION FUND REFORM

The new system’s launch date moved up

Legislat ive Decree 279/2006 moved up the entry into force of  the new regime
for supplementary pension schemes to 1 January 2007.  The contents of  the
decree were then incorporated into the Finance Law for 2007.

The new prov is ions  set  the  deadl ines  for  pension funds in tending to  adapt  to
the new system to  comply  wi th  the  requirements  of  the  Maroni  Decree so  as
to  reg is ter  new members  f rom 1  January  2007 .  These funds had to  update
thei r  by laws or  ru les  by  31  December  2006 ,  whi le  ind iv idual  pension p lans
establ ished autonomous,  separate  pools  of  assets  pursuant  to  ISVAP Order

Life insurance

58 Italian insurance in 2006/2007

04- Life insurance 42-62  19-12-2007  12:25  Pagina 58



Life insurance

Italian insurance in 2006/2007 59

2472/2006  wi th  a  v iew to  the  appl icat ion  f rom 1  Ju ly  2007  of  the  prov is ions
on the  Person Responsib le  for  the  Fund.  For  open pension funds,  1  Ju ly  2007
was set  as  the  date  at  which the  ru les  on  the  Person Responsib le  for  the
Fund and those on the  Superv isory  Board ,  where appl icable ,  would  take
ef fect .

The new provisions also establ ish the procedures for  the start-up.  In detai l :

– supplementary pension plans that  have completed the required steps wil l
be al lowed,  after  not i fy ing COVIP,  the Pension Fund Supervisory Authori ty,
to register new members via the severance pay assignment procedure;

– COVIP wil l  grant authorizat ion or clearance for the changes by 30 June
2007,  including by means of  tacit  consent.  A COVIP regulat ion issued on 30
November 2006 laid down the procedures for  adapting supplementary pen-
sion schemes to Legislat ive Decree 252/2005;

– accruing severance pay and contr ibut ions,  where appl icable,  begin to be
paid into supplementary pension schemes start ing 1 July 2007,  including
payments for  members registered between 1 January and 30 June 2007.
However,  contr ibut ions in respect of  self-employed workers and members
of the l iberal  professions can be paid in before 1 July,  subject to COVIP
approval  of  the changes to the fund rules or,  in the case of  individual  pen-
sion plans,  entry in the Register of  Pension Funds.

I f  COVIP f inds impediments to i ts  issuing authorizat ion/clearance by 30 June
2007,  the member is  permitted to transfer his ent ire accrued posit ion to
another supplementary pension fund even i f  he has been in the old fund for
less than the required two years.

The decree a lso inserted a  new paragraph (numbered 4-bis)  on so-cal led
pre-exist ing  or  o ld  pension funds into  Art ic le  23  of  Legis lat ive  Decree
252/2005.  These are a l lowed to  register  members through the severance pay
assignment  procedure f rom 1  January 2007,  provided they comply  by  31  May
2007 with  the provis ions to  be issued by the Minister  for  the Economy and
Finance.

Interministerial  implementing decrees

On 30 January 2007 the Minister of  Labour and Social  Security,  in concert  with
the Minister for  the Economy and Finance,  issued two decrees concerning
supplementary ret irement schemes,  both publ ished in the Gazzetta Uff iciale
on 1 February.

The f irst  decree,  implementing Art icle 1,  paragraph 765,  of  the Finance Law for
2007,  establ ishes the procedures whereby employees are to elect  to assign
their  accruing severance pay to a supplementary ret irement scheme and also
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regulates FONDOINPS, the residual ,  funded pension scheme establ ished at
INPS, the National  Social  Security Inst i tute,  to receive the severance pay of
workers who do not made an expl ici t  choice and are not  covered by an occu-
pational  or  other col lect ive scheme. The second decree implements the provi-
sions of  Art icle 1,  paragraphs 755 and 756,  of  the Finance Law for 2007,  con-
cerning the Treasury Fund for the payment of  severance pay to private sector
employees.

The f irst  decree requires that  the expl ici t  choice be made using the forms
annexed to the decree (Form TFR1 for workers hired by 31 December 2006,
Form TFR2 for those hired afterward).  The employer must make the forms
avai lable,  keep the form signed by the worker and give the worker a counter-
signed copy in receipt .

The forms do not have to be submitted by workers who at  December 2006 were
already members of  a supplementary pension fund and paying al l  of  their
accruing severance pay into i t  by virtue of  the fact  that  they had registered
with the publ ic pension system after 28 Apri l  1993 or had already assigned al l
their  severance pay using a dif ferent form.

For pr ivate-sector employees on payrol l  at  31 December 2006,  the decree fur-
ther provides that :

– in  the case of  expl ici t  assignment to a supplementary pension fund,  from 1
July 2007 the employer pays in severance pay plus contr ibut ions,  i f  any,
including for  the period between the date of  the assignment and 30 June
2007.  The port ions of  severance pay due for the period prior  to 1 July are
revalued at  that  date by the severance pay revaluation rate appl ied on 31
December 2006;

– in  the case of  tacit  assignment,  from 1 July 2007 the employer pays accru-
ing severance pay into the appropriate col lect ive scheme identi f ied on the
basis of  Art icle 7(8)(b)  of  Legislat ive Decree 252/2005.

For the same workers,  severance pay accruing between 1 January and the
date of  enrol lment in the pension fund by expl ici t  opt ion or tacit  consent
remains set  aside with the company.

Pursuant to Art icle 23(4)  of  Legislat ive Decree 252/2005 as amended by the
Finance Law for 2007,  for  workers registered with the publ ic pension system
before 29 Apri l  1993,  the above-mentioned deferment to 1 July 2007 appl ies
only for  the payment of  “residual” severance pay,  i .e .  the port ion not  already
assigned to a supplementary pension fund.

Last ly,  in the case of  pr ivate-sector employees who at  31 December 2006 were
on the payrol l  of  f i rms with 50 or more employees and elect  to keep al l  or  part

04- Life insurance 42-62  19-12-2007  12:25  Pagina 60



Life insurance

Italian insurance in 2006/2007 61

of their  accruing severance pay with their  employer under the Civi l  Code
regime, effect ive the month fol lowing such choice the employer pays the sev-
erance pay accrued after 1 January 2007 into the Treasury Fund at  INPS,
increased by the revaluations in respect of  the amounts due for the months
preceding that  of  payment.

Private-sector employees hired after 31 December 2006 who have not made
already made a choice on the assignment of  severance pay during previous
employment must elect  within six months of  the date they are hired.

In the case of  expl ici t  assignment to a supplementary pension fund,  the
employer pays in accruing severance pay plus contr ibut ions,  i f  any,  from the
month fol lowing that  of  assignment.  Since such payments cannot be made
before 1 July 2007,  for  workers hired in the f irst  s ix  months of  the year the
amount of  severance pay must be revalued at  the date of  payment by the
revaluation rate appl ied on 31 December 2006.

In the case of  taci t  assignment,  start ing the month fol lowing the deadl ine the
employer  pays  accru ing  severance  pay  in to  the  appropr ia te  co l lec t ive
scheme ident i f ied  on the  bas is  of  Ar t ic le  7 (8 ) (b)  o f  Legis lat ive  Decree
252/2005.

For the same workers,  severance pay accrued from the date of  hir ing up to the
date of  enrol lment by expl ici t  choice or tacit  consent remains set  aside with
the employer i f  the company has fewer than 50 employees,  whi le i t  is  paid into
the Treasury Fund at  INPS i f  the company has 50 or more.

In the case of  pr ivate-sector  employees hired after  31 December 2006 by
f irms with 50 or  more employees and who elect  to  keep al l  or  part  of  their
accruing severance pay with their  employer under the Civ i l  Code regime,
effect ive the month fol lowing such choice the employer pays the severance
pay accrued from the date of  h ir ing into the Treasury Fund at  INPS,  increased
by the revaluat ions in  respect  of  the amounts due for  the months preceding
that  of  payment.

Last ly,  the decree in quest ion regulates FONDOINPS, the residual ,  funded pen-
sion scheme establ ished at  INPS to receive severance pay assigned by tacit
consent by workers who are not  covered by an occupational  or  other col lec-
t ive scheme. Legislat ive Decree 252/2005 also appl ies to this fund,  and the
regulat ion is  broadly simi lar  to that  establ ished for occupational  pension
funds.

The second decree regulates  the  devolut ion  to  the  Treasury  Fund at  INPS of
severance pay  accru ing f rom 1  January  2007  or  f rom the date  of  h i r ing ,  i f
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later,  and not  ass igned to  supplementary  pension schemes by  employees of
pr ivate-sector  f i rms wi th  50  or  more employees.  For  f i rms in  ex is tence on 31
December,  the  cr i ter ion  for  count ing  employees is  the  average annual  num-
ber  of  employees on payro l l  in  2006 .  For  f i rms inst i tu ted af ter  that  date ,  i t  i s
average annual  employment  in  the  f i rs t  ca lendar  year  of  act iv i ty.  A l l  employ-
ees  must  be  counted regard less  of  type of  contract  or  work ing  hours ,
inc luding employees not  ent i t led  to  severance pay.  A  worker  on  leave or
otherwise absent  is  not  counted only  i f  another  worker  has  been h i red  to
take h is  p lace.
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Non-Life Premium income equal to over Euro 37 bil l ion,  regis-
tered a moderate increase (2.4%).  The incidence of  Non-Life pre-
miums on total  market (Life and Non-Life)  increased from 33% to
35%. In the presence of  a stable expense ratio,  the worsening of
the loss ratio led to a deterioration of  both the combined ratio
and the overall  technical account,  whose incidence on premi-
ums decreased from 8.5% in 2005 to 6.9% in 2006.

DOMESTIC BUSINESS

Premiums for direct  domestic business for  the 109 insurance companies oper-
at ing in Non-Life classes were equal  to Euro 37,184 mil l ion,  with a 2.4%
increase in nominal  terms and 0.4% in real  terms.  This trend was determined
above al l  by the l imited growth (+1.3%) in the motor insurance business (motor
third party l iabi l i ty  insurance,  third party l iabi l i ty  insurance for watercraft  and
land vehicles insurance) which represents about 60% of  the overal l  Non-Life
income and,  also,  by the continuous presence of  a “soft” market ( that  is  char-
acterised by moderate unit  pr ices)  mostly in transports:  premiums decreased
for nearly al l  the classes of  this sector (-5.0% for rai lway rol l ing stock,  -9.5%
for ships,  -7.0% for goods in transit  and -18.7% for aircraft  third party l iabi l-
i ty) .  The percentage incidence on the total  of  Non-Life and Li fe premiums was
equal  to 34.9%, increasing from 33.1% in 2005.

The incurred claims cost  for  the current accident year ,  def ined as the sum of
the total  paid cost  and the total  reserved cost  for  al l  claims occurred in the
current accident year,  amounted to Euro 26,580 mil l ion (Euro 25,709 mil l ion in
2005) ,  with a 3.4% increase compared to the previous year;  the rat io to earned
premiums was equal  to 72.7%, sl ight ly  increasing compared to 72.1% of  2005.

The incurred claims cost for the financial year ,  which includes i f  compared to
the incurred cost of  the current year also the excess/shortfal l  of  reserves for
those claims incurred in previous accident years,  was equal to Euro 25,901 mil-
l ion (Euro 24,841 mil l ion in 2005),  with a 4.3% increase. The ratio to earned pre-
miums was equal to 70.8%, reflecting an increase compared to 69.6% of 2005.

Operating expenses ,  which include administration expenses relating to techni-
cal management of insurance business,  acquisit ion costs,  costs arising from
premium collection and costs relating to the organisation and management of
the distr ibution network,  were equal to Euro 8,675 mil l ion (Euro 8,392 mil l ion in
2005) with a 3.4% increase and an incidence on direct premiums equal to 23.3%
(23.1% in 2005).  This trend was the result  of  both a sl ight increase in commision
(from 15.3% of premiums in 2005 to 15.6% in 2006) and a sl ight decrease in
administration expenses (from 4.8% of premiums in 2005 to 4.6% in 2006).
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The technical balance for direct  business was posit ive at  Euro 1,325 mil l ion
(Euro 1,888 mil l ion in 2005) .

Considering investment income, equal  to Euro 1,856 mil l ion,  the direct techni-
cal account result was posit ive at  Euro 3,181 mil l ion (Euro 3,879 mil l ion in
2005) .  This result  represented 8.7% of  premiums (10.9% in 2005) .

The passive reinsurance and net indirect  business result  was negative at  Euro
672 mil l ion (Euro -845 mil l ion in 2005) .

The  overal l  technical  account  resul t was pos i t i ve  a t  Euro  2 ,509  mi l l ion
(Euro  3 ,304  mi l l ion  in  2005) .  The  ra t io  to  earned  premiums was  equal  to  6 .9%
(8 .5% in  2005) .

NON-LIFE INSURANCE AND GDP

The incidence of  Non-Life premium on GDP has been substantial ly  stable since
2002,  s l ight ly  decreasing in 2006.  This result  is  due to the simi lar  increment of
the motor insurance and nominal  product and to the l imited dif fusion of  other
Non-Life insurance classes.

INCIDENZA % DEI  PREMI DANNI SUL PIL

NON-LIFE TECHNICAL ACCOUNT
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 27,875 29,926 32,415 34,213 35,411 36,309 37,184
Changes in premiums reserves (-) 532 776 764 734 610 627 619
Incurred claims (-): 23,015 23,024 23,654 24,306 24,549 24,841 25,901
- incurred claims cost for the current accident year (-) 22,156 22,397 23,407 24,456 24,928 25,709 26,580
- excess/shortfall of reserves for those
- claims incurred in previous accident years -859 -627 -247 150 379 868 679
Balance of other technical items -434 -326 -460 -503 -591 -561 -664
Operating expenses (-) 6,471 6,891 7,331 7,703 8,058 8,392 8,675
- missions 4,269 4,497 4,844 5,138 5,338 5,546 5,797
- other acquisition costs 796 921 953 1,004 1,046 1,105 1,155
- other administration costs 1,406 1,473 1,535 1,561 1,674 1,741 1,723
Direct technical balance -2,577 -1,091 206 967 1,603 1,888 1,325
Investment income 1,804 1,632 1,211 1,629 1,917 1,991 1,856
Direct technical account result -773 541 1,417 2,596 3,520 3,879 3,181
Reinsurance results and other items 720 281 -124 -407 -864 -845 -672
Overall technical account result -53 822 1,293 2,189 2,656 3,034 2,509

Annual % changes in premiums 6.2% 7.4% 8.3% 5.5% 3.5% 2.5% 2.4%
Combined ratio 107.4% 102.0% 97.3% 95.1% 93.3% 92.7% 94.2%
- Expense ratio 23.2% 23.0% 22.6% 22.5% 22.8% 23.1% 23.3%

- Missions/Gross written premiums 15.3% 15.0% 14.9% 15.0% 15.1% 15.3% 15.6%
- Other acquisition costs/Gross written premiums 2.9% 3.1% 2.9% 2.9% 3.0% 3.0% 3.1%
- Other administration costs/Gross written premiums 5.0% 4.9% 4.7% 4.6% 4.7% 4.8% 4.6%

- Loss ratio: 84.2% 79.0% 74.7% 72.6% 70.5% 69.6% 70.8%
- Loss ratio for the current accident year 81.0% 76.8% 74.0% 73.1% 71.6% 72.1% 72.7%
- Excess/shortfall of reserves for previous years claims/
- Earned premiums -3.1% -2.2% -0.8% 0.4% 1.1% 2.4% 1.9%

Technical balance/Earned premiums -9.4% -3.7% 0.7% 2.9% 4.6% 5.3% 3.6%
Technical account result/Earned premiums -2.8% 1.9% 4.5% 7.8% 10.1% 10.9% 8.7%
Overall technical account result/Earned premiums -0.2% 2.8% 4.1% 6.5% 7.6% 8.5% 6.9%

Indexes and changes (%) are calculated on data in  Euro thousand
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COVERAGE OF CATASTROPHIC RISKS:
ITALY COMPARED WITH OTHER COUNTRIES

The 1990s was the warmest decade on record since accurate weather statistics
have been kept.  In Europe, 2003 was the warmest year in at least f ive centuries;
temperatures almost 2° C. above average reaped 35,000 victims. Some predict
that the average temperature wil l  r ise another 6° C. before the end of the cen-
tury if  countermeasures are not taken. Various studies contend that the climate
change we are witnessing is largely responsible for the greater frequency and
magnitude of natural disasters such as f loods, storms and protracted droughts.

In general,  the frequency of occurrence and scale of economic loss caused by
natural disasters have increased signif icantly over the past decade. The prob-
lem can be faced by addressing the causes of cl imate change while intervening
with territorial  planning and civi l  protection measures and arrangements to mit-
igate the loss of l ives and material damage when a natural disaster does strike. 

According to a 2004 report  by the European Environment Agency,  I taly is  one
of the EU countr ies most exposed to natural  disasters,  part icularly f loods,
landsl ides and earthquakes:  6 .1% of  the ent ire terr i tory is  classif ied as having
a high r isk of  landsl ide,  whi le some 40% of  the populat ion l ives in act ive seis-
mic areas (where 64% of  bui ldings have not been bui l t  to ant i-seismic specif i-
cat ions) .  Earthquakes have claimed more than 120,000 vict ims in I taly in the
last  century,  landsl ides and f loods some 3,500 in the last  half  century.  Accord-
ing to the I tal ian Department of  Civi l  Protection,  in the last  two decades the
State has spent Euro 4 bi l l ion a year for  disaster rel ief  and compensation.

Despite the severi ty of  the threat,  I taly does not  have a law on natural  disas-
ter insurance;  the tendency is  to intervene after the fact  with ad hoc meas-
ures,  appropriat ing funds from general  budget revenues.  This approach has a
number of  serious drawbacks.  For one thing,  i t  does not  offer  incentives to
planning preventive act ion or steps to contain the losses in case of  catastro-
phe.  And when a natural  disaster does str ike,  individuals cannot be certain
how much compensation they may receive and when,  s ince this depends on ad
hoc measures and no t imetable is  set  for  disbursements ( the wait  is  general ly
long).  In addit ion,  the current system lacks transparency in the award and dis-
bursement  o f  compensat ion ,  makes  inef f ic ient  and  inef fect ive  use  o f
resources,  passes the burden onto to future generat ions by resort ing to loans
from international  organizat ions or,  more general ly,  to publ ic debt,  and cre-
ates the i l lusion that  the system is cost-free whereas the costs are actual ly
defrayed out of  general  revenue,  thus increasing the volat i l i ty  of  the budget.

In the Anglo-Saxon countr ies indemnif icat ion for  losses owing to natural  dis-
asters is  based on voluntary private insurance,  a system that  does overcome
many of  the problems of  the I tal ian model  but  also has several  drawbacks.  In
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part icular,  voluntary coverage induces adverse select ion,  with the demand for
insurance coming entirely from persons who l ive in high-r isk areas.  Further-
more,  less wealthy residents of  high-r isk areas cannot afford catastrophe
insurance.  In addit ion,  there are l imits to the insurance or reinsurance mar-
ket ’s  capacity to cover such large r isks.

Some countr ies have opted for a mixed model ,  seeking to combine the best  of
the publ ic and private coverage systems.  In France,  for  example,  provision is
made for the automatic extension of  f i re insurance pol icies for  pr ivate resi-
dences to cover natural  disasters.  This semi-compulsory rule enables the sys-
tem to avoid adverse select ion and to count on a cri t ical  mass of  contracts
affording a degree of  mutual i ty.  Moreover,  the publ icly owned Caisse Centrale
de Réassurance al lows insurance companies to reinsure themselves against
the r isk of  natural  disasters at  a pre-determined price.  The State intervenes
only i f  the Caisse does not  have suff icient  funds.  These arrangements al low
private insurers to increase their  underwrit ing capacity and to price natural
disaster r isk in a geographical ly  uniform manner at  12% of  the f ire insurance
pol icy premium.

INSURANCE OF SMALL AND MEDIUM-SIZED MANUFACTURING FIRMS

Insurance is  less widespread among f irms in I taly than in the other leading
industr ial  countr ies.  To give an idea,  the property insurance premiums of  the
corporate sector are est imated at  0 .23% of  GDP in I taly,  compared with 0.30%
in Germany,  0 .34% in France and 0.50% in the United Kingdom.

It  is  not  clear to what extent this depends on the structure of  the I tal ian pro-
ductive system, based on small  and medium-sized enterprises.  However,  i t  is
reasonable to assume that  SMEs are precisely the f irms most vulnerable to
adverse events owing to their  shortage of  capital  and l imited access to the
f inancial  markets.  The taxation of  premiums is general ly  higher in I taly than in
the other European countr ies,  and this too may help to explain less extensive
recourse to insurance cover.

In the theoret ical  l i terature there is  a consensus that  corporate demand for
insurance,  especial ly  on the part  of  larger companies,  depends on factors dif-
ferent from those that  determine households’  demand.  While households and
small  businesses resort  to insurance essential ly  because of  r isk aversion,  for
larger companies buying insurance helps to reduce agency and bankruptcy
costs and thus to lower borrowing costs.  Paint ing i t  with a broad brush,  insur-
ance produces benefi ts  for  companies by:

– reducing the probabi l i ty  of  a f i rm becoming insolvent as a consequence of
events that  destroy production infrastructure.  This has the effect  of  reduc-
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ing “expected” bankruptcy costs and,  presumably,  of  improving the con-
tractual  terms and condit ions appl ied to the f irm by suppl iers and,  above
al l ,  lenders;

– lowering the expected costs of  a l iquidity cr is is by preventing accidents to
property and goods from rendering the company unable to resume produc-
t ion for  want of  funds;

– attenuating the volat i l i ty  of  prof i ts  over t ime,  thus faci l i tat ing more accu-
rate valuat ion of  the f irm by third part ies and,  under certain condit ions,
possibly reducing the corporate tax burden;

– permitt ing the f irm to improve i ts  organizat ion,  by providing i t  with a pro-
fessional  advisor ( the insurer)  for  the various services connected with r isk
management.

To assess the level  of  insurance coverage of  smal l  and medium-sized manu-
factur ing f i rms,  ANIA has used the data of  the 25th  Capi ta l ia  survey,  con-
ducted in  July  2006 on a  sample of  633  manufactur ing f i rms with  between 11
and 500 workers .  The survey quest ionnaire  included some quest ions on
f i rms’  insurance cover ;  in  part icular,  they were asked how much they spent
for  non- l i fe  insurance other  than motor  and general  l iabi l i ty  pol ic ies ,  the
amount  insured,  how much they spent  for  property  pol ic ies  ( f i re  and thef t ) ,
how much for  general  l iabi l i ty  insurance,  and,  last ly,  whether  they d isclosed
their  insurance cover  to  banks when apply ing for  credi t .

I t  was found that  88.3% of  the respondent f i rms had at  least  one non-l i fe
insurance pol icy (excluding motor vehicle l iabi l i ty  insurance).  The percentage
increases with f irm size,  from 86.6% for f i rms with between 11 and 50 workers
to 98.4% for those with 251-500 (Table 1) .  

Non-life of which: Property ins.
(excl. motor liability) general liability (non-motor)

Geographical location
South* 92.5 86.7 72.4
Centre and North* 87.7 88.3 72.5

Type of product
Intermediate goods 83.6 85.0 62.5
Capital goods 88.7 87.6 86.4
Consumer goods 93.0 91.5 77.0

Size
11-50 workers 86.6 86.6 68.8
51-250 workers 97.0 95.7 91.5
251-500 workers 98.4 96.7 88.2

Total 88.3 88.1 72.5

TABLE 1
PERCENTAGE OF INSURED FIRMS

Source: Based on data from the 25th Capitalia survey
(*) Abruzzo is included in the Centre and North
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There are also substantial  di f ferences according to broad product sector:  93%
of f irms making consumer goods had insurance,  compared with 89% for f i rms
producing capital  goods and 84% for those producing intermediate goods.
Insurance was found to be more widespread among f irms in the South than in
the rest  of  I taly.  I t  could be that  the probabi l i ty  of  taking out  insurance is
higher where there is  less recourse to market-based f inancing.

The survey found s igni f icant  d i f ferences between categor ies  of  f i rm in
recourse to general  (non-auto)  property insurance.  Overal l ,  72.5% of  the
respondents were covered,  with no dif ferences between geographical  areas.

Smaller  f i rms resorted less to general  l iabi l i ty  insurance.  The percentage
insured is  lower  among companies making intermediate  goods,  perhaps
because habitual  deal ings between suppl iers and customers reduces the r isk,
whi le i t  is  higher for  makers of  consumer goods and,  most of  al l ,  capital
goods.

Non-life insurance

Non-l i fe  premiums,  excluding general  l iabi l i ty  and motor  vehic le  l iabi l i ty
pol ic ies ,  averaged Euro 24 ,000  per  f i rm,  wi th  wide deviat ions depending on
f i rm s ize  (Table  2 ,  f i rs t  column) .  The incidence on sales revenues averages
0.27% and does not  appear  to  have been inf luenced s igni f icant ly  by  geo-
graphical  locat ion or  product  type.  To g ive a  term of  compar ison,  Towers
Perr in  est imates that  in  1995 the average US f i rm spent  0 .4% of  i ts  sales rev-
enues on insurance.

TABLE 2
SPENDING ON NON-LIFE INSURANCE
(EXCLUDING MOTOR AND GENERAL)

Source: Based on data from the 25th Capitalia survey
(*) Abruzzo is included in the Centre and North

Amount (Euro) % of sales revenues Premiums/ins. amount (%)

Mean Std. error Mean Std. error Mean Std. error

Geographical location
South* 19,210 1,974 0.27 0.02 0.39 0.05
Centre and North* 24,643 1,859 0.27 0.02 0.37 0.03

Type of product
Intermediate goods 25,139 2,957 0.25 0.02 0.36 0.05
Capital goods 26,675 4,569 0.29 0.04 0.31 0.06
Consumer goods 21,619 1,767 0.28 0.02 0.42 0.03

Size
11-50 workers 15,075 1,287 0.27 0.02 0.43 0.05
51-250 workers 61,887 5,713 0.29 0.02 0.33 0.03
251-500 workers 209,849 27,817 0.20 0.02 0.29 0.06

Total 24,023 1,648 0.27 0.02 0.37 0.03
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The rat io of  premiums paid to the amount insured is  0 .37% (Table 2,  f i f th col-
umn).  The indicator proxies for  the unit  pr ice of  coverage,  but  only imper-
fect ly,  s ince deductibles,  benefi t  cei l ings and other pol icy clauses introduce a
pronounced non-l ineari ty in the rat io.  

The  ind ica tor  decreases  as  f i rm  s i ze  increases .  P laus ib ly,  la rger  f i rms
h a v e  m o r e  s o p h i s t i c a t e d  r i s k  p r e v e n t i o n  a n d  m a n a g e m e n t  p r o c e d u r e s ,
wh ich  by  reduc ing  r i sk  lead  to  propor t ionate ly  lower  premiums .  In  add i t ion ,
i t  i s  poss ib le  tha t  they  have  a  be t ter  ab i l i t y  to  se lec t  r i sk  and  insure  them-
se lves  aga ins t  more  severe  bu t  less  probab le  r i sks ,  wh ich  invo lve  lower
premiums .  F ina l l y,  the  s t ruc ture  o f  b rokers ’  and  agents ’  fees  o f ten  has  a
f i xed  component ,  the  inc idence  o f  wh ich  i s  obv ious ly  g reater,  the  smal le r
the  premium.

The amount insured by non-l i fe pol icies averages 62.5% of  total  assets (Table
3) .  The level  of  coverage is  highest  among companies that  make capital  goods
(79.3%),  fol lowed by those that  produce intermediate goods,  whi le the insur-
ance cover of  f i rms that  make consumer goods is  equal ,  on average,  to only
53.9% of  assets.

The level  of  coverage increases with f irm size,  r is ing from 52.5% for f i rms with
at  most 50 workers to 78.1% for the largest  companies in the sample.  Among
the possible explanations,  i t  is  worth underscoring the inverse relat ionship
between the cost  of  cover and f irm size and the fact  that ,  assets being equal ,
larger  f i rms tend to  have h igher  sales  revenues,  presumably  thanks to
economies of  scale.

Amount (thousands of Euro) As a % of total assets

Mean Std. error Mean Std. error

Geographical location
South* 4,973 717 64.1 8.4
Centre and North* 5,540 511 62.3 5.5

Type of product
Intermediate goods 5,803 835 53.9 7.7
Capital goods 6,790 1,490 79.3 12.2
Consumer goods 4,672 470 67.7 5.7

Size
11-50 workers 2,957 312 52.5 7.6
51-250 workers 15,400 1,489 70.7 6.0
251-500 workers 68,100 10,600 78.1 12.7

Total 5,473 456 62.5 5.0

TABLE 3
AMOUNT INSURED, NON-LIFE
(EXCLUDING MOTOR AND GENERAL)

Source: Based on data from the 25th Capitalia survey
(*) Abruzzo is included in the Centre and North
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General l iabili ty  insurance

General  l iab i l i ty  insurance premiums cost  the  average company near ly  Euro
6 ,900 ,  or  0 .08% of  sa les  revenues (Table  4 ) .  A l though the  amount  of  premi-
ums is  lower  in  the  South  than in  the  Centre  and North  (Euro  4 ,800  as  against
Euro  7 ,200) ,  the  rat io  to  sa les  revenues is  s imi lar  in  a l l  par ts  of  the  country.

Larger  companies spend proport ionately  less (0 .06% of  sales revenues) ,
al though they also take out  more insurance (Table 1) .  This pattern is  s imi lar  to
that  found in non-l i fe insurance in general .

Considerable dif ferences are found in the incidence of  premiums according to
manufacturing special izat ion.  Companies that  make capital  goods spend an
average of  0 .12% of  sales revenues on general  l iabi l i ty  pol icies,  those spe-
cial ized in consumer goods 0.09% and those that  produce intermediate goods
0.06%. In this case the ranking among f irms is  s imi lar  to that  for  the probabi l-
i ty  of  having insurance.  In other words,  capital  goods makers are not  only
more l ikely to insure themselves but  also spend more in relat ion to sales.  This
suggests that  there this is  a strong correlat ion between a f irm’s product spe-
cial izat ion and i ts  r isk

Insurance and borrowing

According to the economic l i terature,  there is  some evidence that  recourse to
insurance increases the abi l i ty  of  f i rms to borrow and lowers the cost  of
credit .  However,  the results of  the Capital ia survey show that banks are rela-
t ively uninformed about the insurance pol icies that  f i rms have in place,  only

Amount (Euro) As a % of sales revenues

Mean Std. error Mean Std. error

Geographical location
South* 4,843 605 0.07 0.01
Centre and North* 7,173 642 0.08 0.01

Type of product
Intermediate goods 6,090 842 0.06 0.01
Capital goods 10,296 1,887 0.12 0.02
Consumer goods 6,354 694 0.09 0.01

Size
11-50 workers 4,310 519 0.08 0.01
51-250 workers 17,441 1,488 0.09 0.01
251-500 workers 62,119 8,832 0.06 0.01

Total 6,878 560 0.08 0.01

TABLE 4
SPENDING ON LIABILITY INSURANCE

(EXCLUDING MOTOR LIABILITY)

Source: Based on data from the 25th Capitalia survey
(*) Abruzzo is included in the Centre and North
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37% of  f i rms informing their  banks (Table 5) .  Bearing in mind that  some insur-
ance pol icies are connected with credit  transactions,  information is  very l im-
ited indeed.

Among f irms belonging to the same product category,  those that  inform banks
general ly  have higher sales and a higher rat io of  insurance cover to total
assets than non-disclosers.  This result  is  especial ly  interest ing in l ight  of  the
fact that  the greatest  di f ferences between disclosing and non-disclosing f irms
are found among small  companies and those that  make intermediate goods,
i .e.  the categories with the lowest propensity to take out  insurance.  This may
be the result  of  more highly insured f irms taking the ini t iat ive to signal  their
relat ively low r isk to banks,  al though we cannot rule out  that  i t  may be due to
banks themselves requir ing f irms to have certain insurance coverage.  

CONTRACT DURATION AND THE BERSANI 2 DECREES

Article 5.4 of  Decree Law 7 of  31 January 2007,  rat i f ied as Law 40 of  2  Apri l
2007 – containing urgent measures for  consumer protection,  the promotion of
competi t ion,  the development of  economic act ivi ty  and the creation of  new
businesses and known as “Bersani  2” after  Economic Development Minister
Pierluigi  Bersani  – radical ly  al ters the rules on the durat ion of  insurance con-
tracts laid down in Art icle 1899 of  the Civi l  Code.

Under the new rules,  the insured can withdraw from mult i-year non-l i fe insur-
ance pol icies every year with advance notice of  60 days;  and with the intro-

TABLE 5
DISCLOSURE TO BANKS

% of firms Sales revenues (thousands of Euro) Amount insured/assets (%)
that 

disclose Does not disclose Discloses Does not disclose Discloses

Geographical location
South* 32.9 7,378 8,826 53.7 69.4
Centre and North* 37.3 9,146 9,558 56.0 75.5

Type of product
Intermediate goods 42.5 10,310 9,948 44.0 73.0
Capital goods 26.0 7,428 10,500 79.7 77.1
Consumer goods 35.3 8,295 8,533 62.9 75.9

Size 
11-50 workers 38.3 5,200 5,736 43.2 70.4
51-250 workers 28.4 21,107 25,219 66.0 80.7
251-500 workers 41.4 97,920 590,763 83.5 70.5

Total 36.8 8,946 9,484 55.8 74.7 Source: Based on data from the 25th Capitalia survey
(*) Abruzzo is included in the Centre and North
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duction of  Art icle 8-bis in Law 50/2007,  i t  must be possible to exercise this
option at  no cost  to the consumer.

Further,  Art icle 5.5 establ ishes the nul l i ty  of  al l  clauses that  confl ict  with the
provisions of  the Art icle,  giving insurers 60 days from the date that  the new
law goes into effect  to adapt any such non-compliant  clauses that  may be in
force on that  date.

Under Art icle 5.4,  f inal ly,  the new provisions apply to al l  contracts signed
after the law’s entry into force (3 Apri l  2007) .  For contracts signed previous to
that  date,  the r ight  to withdrawal can be exercised only i f  at  least  three years
have passed since the contract date.
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The technical results of  the motor insurance business remained
positive also in 2006,  thanks in particular to the maintenance of
reserves for  claims occurred in the years before 2005.  Loss ratio
slightly increased passing from 78.8% in 2005 to 79.5% in 2006.
The  overal l  technical  resul ts  for  land  vehicles  remained
posi t ive  a l though the  ra t io  to  earned  premiums decreased
compared to 2005.

MOTOR LIABILITY MANAGEMENT

The data indicated below includes also data relat ing to compulsory third party
l iabi l i ty  insurance for watercraft .

Premiums for direct  domestic business ,  col lected from the 71 companies
operat ing in this class,  total led Euro 18,416 mil l ion in 2006,  ref lect ing a growth
rate of  just  1 .2%; they were equal  to 49.5% of  the overal l  premiums for Non-
Life classes (50.1% in 2005) .  The stable growth in premiums was due above al l
to a good trend of  technical  results,  which brought the companies to maintain
premium rates substantial ly  stable and frequently to apply f lexibi l i ty  on prices
in competi t ive key.

The incurred claims cost for the current accident year ,  defined as the sum of
the total  paid cost and the total  reserved cost for al l  claims occurred in the
current accident year,  amounted to Euro 14,944 mil l ion (Euro 14,756 mil l ion in
2005),  with a 1.3% increase compared to 2005,  since the decrease of claims fre-
quency, that i t  is  continued in 2006,  was more than offset by the increase of the
average cost of  the claims. The ratio to earned premiums was stable (81,4%).

The incurred claims cost  for  the f inancial  year ,  which includes i f  compared to
the incurred cost  of  the current year also the excess/shortfal l  of  reserves for
those claims incurred in previous accident years,  was equal  to Euro 14,589
mil l ion (Euro 14,284 mil l ion in 2005)  with a 2.1% increase compared to 2005.
The excess for  the reserves for  claims incurred in previous years,  posit ive
since 2004,  was equal  to Euro 355 mil l ion,  ref lect ing a decrease compared to
the previous year (Euro 472 mil l ion) .  Al l  this explains the worsening of  the
rat io of  incurred claims cost  for  the f inancial  year to earned premiums,  which
increased from 78.8% in 2005 to 79.5% in 2006.

Operating expenses amounted to Euro 3,276 mil l ion (Euro 3,235 mil l ion in 2005)
and include administration expenses relating to technical management of
insurance business,  acquisit ion costs,  costs arising from premium collection
and costs relating to the organisation and management of the distr ibution net-
work.  The ratio to premiums (17.8%) was substantial ly stable compared to 2005.

17.8%

18.0%

16%

17%

18%

19%

2000 2001 2002 2003 2004 2005 2006

OPERATING EXPENSES TO PREMIUMS RATIO (%)
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The technical balance for direct  business was posit ive at  Euro 255 mil l ion
(Euro 386 mil l ion in 2005) .

Considering the investment income (Euro 991 mil l ion in 2006 compared to Euro
1,104 mil l ion in 2005) ,  the technical account result  for  direct  business was
posit ive at  Euro 1,246 mil l ion (Euro 1,490 mil l ion in 2005) .

Taking the balance for reinsurance into due account,  the overall  technical
account result was posit ive at  Euro 1,255 mil l ion (Euro 1,474 mil l ion in 2005) ,
representing a 6.8% of  earned premiums (8.1% in 2005) .

MOTOR LIABIL ITY
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 14,221 15,344 16,653 17,646 18,087 18,198 18,416
Changes in premiums reserves (-) 173 333 341 280 91 82 64
Incurred claims (-): 13,886 13,734 13,735 14,177 14,375 14,284 14,589
- incurred claims cost for the current accident year (-) 12,775 13,043 13,438 13,982 14,561 14,756 14,944
- excess/shortfall of reserves for those
- claims incurred in previous accident years -1,111 -691 -297 -195 186 472 355
Balance of other technical items -184 -98 -166 -178 -228 -211 -232
Operating expenses (-) 2,559 2,741 2,921 3,047 3,169 3,235 3,276
- missions 1,588 1,681 1,804 1,900 1,949 1,944 1,966
- other acquisition costs 312 369 399 418 437 468 496
- other administration costs 659 691 718 729 783 823 814
Direct technical balance -2,581 -1,562 -510 -36 224 386 255
Investment income 1,050 899 648 888 1,077 1,104 991
Direct technical account result -1,531 -663 138 852 1,301 1,490 1,246
Reinsurance results and other items 218 178 36 -12 -61 -16 9
Overall technical account result -1,313 -485 174 840 1,240 1,474 1,255

Annual % changes in premiums 7.3% 7.9% 8.5% 6.0% 2.5% 0.6% 1.2%
Combined ratio 116.8% 109.3% 101.7% 98.9% 97.4% 96.6% 97.3%
- Expense ratio 18.0% 17.9% 17.5% 17.3% 17.5% 17.8% 17.8%

- Missions/Gross written premiums 11.2% 10.9% 10.8% 10.8% 10.8% 10.7% 10.7%
- Other acquisition costs/Gross written premiums 2.2% 2.4% 2.4% 2.4% 2.4% 2.6% 2.7%
- Other administration costs/Gross written premiums 4.6% 4.5% 4.3% 4.1% 4.3% 4.5% 4.4%

- Loss ratio: 98.8% 91.5% 84.2% 81.6% 79.9% 78.8% 79.5%
- Loss ratio for the current accident year 90.9% 86.9% 82.4% 80.5% 80.9% 81.5% 81.4%
- Excess/shortfall of reserves for previous years claims/
- Earned premiums -7.9% -4.6% -1.8% -1.1% 1.0% 2.6% 1.9%

Technical balance/Earned premiums -18.4% -10.4% -3.1% -0.2% 1.2% 2.1% 1.4%
Technical account result/Earned premiums -10.9% -4.4% 0.8% 4.9% 7.2% 8.2% 6.8%
Overall technical account result/Earned premiums -9.4% -3.2% 1.1% 4.8% 6.9% 8.1% 6.8%

Premiums to total non-life premiums ratio (%) 51.0% 51.3% 51.4% 51.6% 51.1% 50.1% 49.5%

Indexes and changes (%) are calculated on data in  Euro thousand

06- Motor insurance 73-104  19-12-2007  12:26  Pagina 74



Motor insurance

Italian insurance in 2006/2007 75

LAND VEHICLES INSURANCE MANAGEMENT

This class,  def ined by law as “land vehicle hul ls”,  includes insurance against
al l  forms of  damage to or loss of  land motor vehicles.

Premiums for direct  domestic business for  the 76 insurance companies oper-
at ing in this class amounted to Euro 3,205 mil l ion in 2006 (+1.6% compared to
2005) ,  representing 8.6% of  the overal l  Non-Life insurance premiums.

The incurred claims cost  for  the current accident year ,  def ined as the sum of
the total  paid cost  and the total  reserved cost  for  al l  claims occurred in the

LAND VEHICLES
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 2,678 2,811 2,955 3,062 3,145 3,154 3,205
Changes in premiums reserves (-) 26 40 70 52 45 61 58
Incurred claims (-): 1,204 1,160 1,205 1,257 1,260 1,417 1,494
- incurred claims cost for the current accident year (-) 1,316 1,278 1,306 1,361 1,388 1,514 1,584
- excess/shortfall of reserves for those
- claims incurred in previous accident years 112 118 101 104 128 97 90
Balance of other technical items -37 -18 -32 -40 -46 -36 -44
Operating expenses (-) 657 692 709 738 759 748 768
- missions 456 477 494 517 531 518 536
- other acquisition costs 72 84 83 88 88 89 94
- other administration costs 129 131 132 133 140 141 138
Direct technical balance 754 901 939 975 1,035 892 841
Investment income 59 50 34 47 57 59 56
Direct technical account result 813 951 973 1,022 1,092 951 897
Reinsurance results and other items -13 -33 -30 -50 -46 -19 -36
Overall technical account result 800 918 943 972 1,046 932 861

Annual % changes in premiums 2.4% 5.0% 5.1% 3.6% 2.7% 0.3% 1.6%
Combined ratio 70.0% 66.5% 65.7% 65.8% 64.8% 69.5% 71.4%
- Expense ratio 24.5% 24.6% 24.0% 24.1% 24.1% 23.7% 24.0%

- Missions/Gross written premiums 17.0% 17.0% 16.7% 16.9% 16.9% 16.4% 16.7%
- Other acquisition costs/Gross written premiums 2.7% 3.0% 2.8% 2.9% 2.8% 2.8% 2.9%
- Other administration costs/Gross written premiums 4.8% 4.7% 4.5% 4.4% 4.4% 4.5% 4.3%

- Loss ratio: 45.4% 41.9% 41.8% 41.7% 40.7% 45.8% 47.5%
- Loss ratio for the current accident year 49.6% 46.1% 45.3% 45.2% 44.8% 48.9% 50.3%
- Excess/shortfall of reserves for previous years claims/
- Earned premiums 4.2% 4.2% 3.5% 3.5% 4.1% 3.1% 2.9%

Technical balance/Earned premiums 28.5% 32.5% 32.5% 32.4% 33.4% 28.8% 26.7%
Technical account result/Earned premiums 30.7% 34.3% 33.7% 33.9% 35.2% 30.7% 28.5%
Overall technical account result/Earned premiums 30.2% 33.1% 32.7% 32.3% 33.7% 30.1% 27.3%

Premiums to total non-life premiums ratio (%) 9.6% 9.4% 9.1% 9.0% 8.9% 8.7% 8.6%

Indexes and changes (%) are calculated on data in  Euro thousand
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current accident year,  amounted to Euro 1,584 mil l ion (Euro 1,514 mil l ion in
2005)  with a 4.6% increase;  the rat io to earned premiums was equal  to 50.3%,
sl ight ly  increasing compared to 2005.

The incurred claims cost  for  the f inancial  year ,  which includes i f  compared to
the incurred cost  of  the current year also the excess/shortfal l  of  reserves for
those claims incurred in previous accident years,  was equal  to Euro 1,494 mil-
l ion (Euro 1,417 mil l ion in 2005) .  The rat io to earned premiums was equal  to
47.5%, increasing from 45.8% in 2005.

Operating expenses amounted to Euro 768 mi l l ion (Euro 748 mi l l ion in 2005)
and include administrat ion expenses relat ing to the technical  management of
insurance business and acquisi t ion costs,  costs ar is ing from premium col lec-
t ion and costs relat ing to the organisat ion and management of  the distr ibu-
t ion network.  The rat io  of  the operat ing expenses to premiums was 24.0%
(23.7% in 2005) .

The technical balance for direct  business was posit ive at  Euro 841 mil l ion
(Euro 892 mil l ion in 2005) .

Considering the investment income, the technical account result  for  direct
business was posit ive at  Euro 897 mil l ion (Euro 951 mil l ion in 2005) .

Taking the balance for reinsurance into due account,  the overall  technical
account result was posit ive at  Euro 861 mil l ion (Euro 932 mil l ion in 2005) ,  rep-
resenting a 27.3% rat io to premiums (30.1% in 2005) .

NON-LIABILITY MOTOR VEHICLE INSURANCE: A EUROPEAN COMPARISON

Not counting compulsory l iabi l i ty  insurance,  owners’  perception of  the r isk of
damage to vehicles is  lower in I taly than in al l  the other countr ies of  Europe.
As a result ,  vehicle theft  and f ire pol icies,  and especial ly  insurance against
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damage from col l is ion with an identi f ied vehicle or from other accidents (col-
l is ion with an obstacle,  running off  the road,  overturning)  are less common.
The relat ive rari ty  of  these pol icies – potential ly,  they could involve mil l ions of
cars – is  a major factor in I taly’s comparatively low rat io of  total  non-l i fe pre-
miums to GDP.

Data released by the Comité Européen des Assurances (CEA) show that in the
last  ten years the rat io of  non-l iabi l i ty  to total  auto insurance premiums has
held more or less steady at  around 40%. In I taly i t  is  lower by nearly two thirds
at 14.8%, the lowest in any European country.

The l imited extent of  insurance against  motor r isks other than l iabi l i ty  aggra-
vates the problem of  select ion bias.  That is ,  these pol icies are general ly  taken
out for  new and expensive cars in large cit ies or ci t ies where the r isk of  dam-
age is  especial ly  high.

A regional  breakdown shows that  the rat io of  damage to total  motor insurance
premiums is higher in the provincial  capitals of  a region than in the region as
a whole.  And i t  is  nearly twice as high in northern as in southern I taly (18.3%
against  9 .7%).  Interior  Ministry data on auto theft  ( the key r isk covered by
motor damage insurance) reveal  that  almost everywhere the number of  cars
stolen per thousand in circulat ion is  higher in provincial  capitals than in the
corresponding region.  The nationwide average is  4 .2 per mi l le;  i t  is  s l ight ly
lower in the North (3.3)  and higher in the South (6.4) .  However,  some northern
cit ies display high auto theft  rates:  Turin at  6 .7  per mi l le and Milan with 9.0.
These levels are not  far  below the southern cit ies of  Naples and Bari ,  which
at 10.7 per mi l le are the most theft-prone in I taly.  These latter  two cit ies,  and
the South in general ,  also showed the highest rates of  motor damage insur-
ance fraud,  according to ISVAP; against  the nat ional  average of  1 .1%, the inci-
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dence of  fraudulent claims in Naples and Bari  was 7.4% and 7.0% respectively
in 2005.

According to the data released by the Interior  Ministry,  the number of  car
thefts in I taly fel l  by 9.1% in 2006,  but  the rate is  st i l l  h igh:  20 vehicles are
stolen every hour.

However,  fol lowing the introduction of  compulsory direct  indemnity by the
damaged party’s own insurer in l iabi l i ty  cases,  i t  is  l ikely that  I taly may move
up in the European rankings of  motor damage insurance.

The payment  of  indemnity  to  the non- l iable  party  by  h is  own insurance com-
pany is  a  s igni f icant  s t imulus for  damage pol ic ies  for  insurance companies
and c l ients  a l ike .  Companies that  of fer  at t ract ive terms for  damage insur-
ance in  addi t ion to  l iabi l i ty  pol ic ies  can guarantee the fu l l  coverage of  the
damage suf fered by their  pol icyholders  even when the lat ter  are part ia l ly  at
faul t ;  in  these cases,  l iabi l i ty  pol ic ies  cover  the damage only  on a  pro rated
basis .

Increasing the insured populat ion is  essential  to overcoming the current prob-
lem of  select ion bias ( today,  damage insurance is  sought mainly by persons
with relat ively high r isk)  and thus making such pol icies affordable,  thanks to
greater mutual i ty  among insured.  And i t  is  l ikely that  such a trend would lead
the way to even more extensive insurance coverage,  embracing not only l ia-
bi l i ty  and accident damage insurance but also other damage insurance,  such
as f ire and theft  (products that  are very widespread,  for  instance,  in the
United Kingdom).

Motor insurance
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DISTRIBUTION OF MOTOR INSURANCE OTHER THAN LIABIL ITY AND THEFT

% OF ALL VEHICLES % LAND VEHICLES % RATIO LAND THEFTS/1,000 NO. AUTO % FRAUDULENT

CITY/REGION
IN CIRCULATION PREMIUMS VEHICLES TO TOTAL  NO. AUTO THEFTS VEHICLES IN THEFTS

% CHANGE IN AUTO
TO TOTAL LAND

MOTOR PREMIUMS CIRCULATION
THEFTS

VEHICLES CLAIMS
2005* 2005° 2005 2005** 2005 2006** 2006/2005 2005+

TURIN 3.9% 7.2% 24.2% 11,755 6.7 10,851 -7.7% 1.0%
PIEDMONT 7.7% 11.1% 20.7% 13,969 4.0 12,725 -8.9% 0.8%
VALLE D'AOSTA 0.4% 0.1% 6.4% 76 0.4 60 -21.1% 0.2%
MILAN 6.4% 17.9% 29.9% 25,949 9.0 20,744 -20.1% 0.9%
LOMBARDY 15.9% 31.5% 24.0% 36,207 5.0 28,606 -21.0% 0.8%
GENOA 1.5% 1.9% 16.9% 2,823 4.2 2,422 -14.2% 2.5%
LIGURIA 2.8% 2.6% 13.8% 3,486 2.8 3,119 -10.5% 2.2%
TRIESTE 0.4% 0.4% 15.4% 190 1.0 105 -44.7% 0.2%
FRIULI VENEZIA GIULIA 2.1% 1.3% 10.6% 714 0.8 574 -19.6% 0.3%
TRENTO 0.8% 0.6% 11.1% 210 0.5 174 -17.1% 0.2%
TRENTINO ALTO ADIGE 1.6% 1.0% 10.2% 346 0.5 282 -18.5% 0.2%
VENICE 1.2% 0.8% 9.1% 862 1.6 652 -24.4% 0.2%
VENETO 8.0% 5.7% 10.6% 5,705 1.6 4,300 -24.6% 0.4%
BOLOGNA 1.7% 3.7% 24.4% 3,046 4.0 2,272 -25.4% 0.6%
EMILIA ROMAGNA 7.6% 8.7% 15.2% 7,307 2.1 6,351 -13.1% 0.5%

NORTH 46.2% 62.1% 18.3% 67,810 3.3 56,017 -17.4% 0.8%

FLORENCE 1.9% 1.4% 10.7% 1,641 1.9 1,183 -27.9% 0.9%
TUSCANY 6.8% 4.5% 9.4% 4,272 1.4 3,469 -18.8% 0.8%
PERUGIA 1.2% 0.7% 10.1% 900 1.6 646 -28.2% 0.5%
UMBRIA 1.6% 1.0% 10.1% 1,179 1.6 842 -28.6% 0.5%
ANCONA 0.8% 0.5% 8.4% 365 1.0 373 2.2% 0.5%
MARCHE 2.8% 1.3% 7.4% 1,285 1.0 1,225 -4.7% 0.3%
ROME 7.5% 10,6% 18,1% 30,396 9,0 28,374 -6.7% 1.4%
LAZIO 10.1% 12.8% 16.9% 33,191 7.3 30,935 -6.8% 1.4%

CENTER 21.4% 19.6% 13.0% 39,927 4.1 36,471 -8.7% 1.1%

PESCARA 0.5% 0.4% 12.1% 1,042 4.4 893 -14.3% 2.2%
ABRUZZO 2.2% 1.2% 10.0% 1,819 1.8 1,861 2.3% 1.6%
CAMPOBASSO 0.4% 0.2% 9.7% 161 1.0 304 88.8% 1.0%
MOLISE 0.5% 0.3% 9.9% 191 0.8 350 83.2% 0.8%
NAPLES 4.8% 2.7% 9.6% 23,147 10.7 22,523 -2.7% 7.4%
CAMPANIA 9.0% 4.8% 9.5% 32,318 8.0 31,239 -3.3% 8.6%
REGGIO CALABRIA 0.9% 0.6% 11.3% 2,597 6.5 2,658 2.3% 4.7%
CALABRIA 3.0% 1.8% 10.6% 7,663 5.6 7,201 -6.0% 2.6%
BARI 2.2% 1.8% 12.1% 10,795 10.7 10,326 -4.3% 7.0%
PUGLIA 5.8% 3.3% 9.4% 19,357 7.4 18,377 -5.1% 6.8%
POTENZA 0.6% 0.3% 10.2% 334 1.3 303 -9.3% 0.9%
BASILICATA 0.9% 0.5% 10.2% 462 1.2 414 -10.4% 0.8%

SOUTH 21.5% 11.9% 9.7% 61,810 6.4 59,442 -3.8% 5.1%

PALERMO 2.0% 1.4% 12.4% 4,658 5.2 4,493 -3.5% 1.9%
SICILY 8.3% 4.7% 11.0% 15,619 4.2 16,465 5.4% 2.8%
CAGLIARI 1.2% 1.1% 14.3% 2,055 3.8 1,873 -8.9% 1.2%
SARDINIA 2.6% 1.8% 11.1% 3,374 2.9 2,898 -14.1% 1.2%

ISLANDS 10.9% 6.4% 11.0% 18,993 3.9 19,363 1.9% 2.2%

TOTAL ITALY 100.0% 100.0% 14.8% 188,540 4.2 171,293 -9.1% 1.1%

Source:  *  ACI  -  Autor i t ratto 2005
° ANIA est imate based on ISVAP
** Ministry  of  the Inter ior
+ ISVAP -  Indagine sul  fenomeno del la  cr iminal i tà  nel  settore assicurat ivo -  e laboraz ione dei  dat i  per  i l  2005
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THE AVERAGE COST OF CLAIMS AND THE CLAIMS FREQUENCY:
A EUROPEAN COMPARISON

For  a  complete  p ic ture  o f  deve lopments  in  the  loss  ra t io  o f  the  motor  l iab i l -
i ty  insurance sector,  one  must  count  not  on ly  the  number  o f  c la ims  made in
a  year  (which  in  propor t ion  to  the  number  o f  veh ic les  insured  g ives  the
“c la ims  f requency”)  but  a lso  the i r  average  cost .  The  evo lu t ion  o f  the  two
main  cost  components  –  proper ty  damage and  personal  in jury  –  is  a lso
in terest ing .

Claim frequency decreased from 8.51% in 2005 to 8.39% in 2006;  in percentage
terms,  the reduction came to 1.48%. A contr ibut ing factor was the r ise in
petrol  pr ices.  According to the Ministry for  Economic Development,  the price
of unleaded fuel  at  the pump averaged Euro 1.28 a l i tre in 2006,  up more than
5% from the Euro 1.22 recorded in 2005.

CEA stat ist ics permit  comparison of  claim frequency in I taly with a sample of
countr ies representing nearly 60% of  the European motor l iabi l i ty  insurance
market between 2000 and 2004 ( the last  year avai lable) .

The indicator for  I taly is  considerably higher than the average,  al though the
gap has narrowed progressively.  Whereas in 2000 claims frequency in I taly
was 2.5 percentage points above the average,  by 2004 the dif ference had been
reduced to 1.5 points.  Claims frequency was cut by 28% in four years in I taly,
against  a decrease of  19% in Europe.  A survey of  the insurance associat ions
in the main European countr ies conducted by ANIA in 2005 found that  the
claims frequency rate in I taly was lower only than that  of  Spain (10.1%).

CLAIMS FREQUENCY AND AVERAGE COST OF CLAIMS, 2000-2006
Euro

2000 10.95% -0.93% 1,278 2.93% 9,920 14.91% 2,809 13.07% 20.5%
2001 9.55% -12.77% 1,431 12.02% 11,175 12.65% 3,186 13.41% 21.2%
2002 8.78% -8.09% 1,535 7.26% 12,686 13.53% 3,532 10.87% 20.0%
2003 8.63% -1.71% 1,634 6.44% 13,542 6.75% 3,805 7.74% 21.0%
2004 8.58% -0.57% 1,701 4.10% 13,206 -2.48% 3,982 4.65% 20.2%
2005 8.51% -0.81% 1,644 -3.33% 13,106 -0.76% 4,047 1.62% 21.4%
2006* 8.39% -1.48% 1,649 0.31% 13,490 2.93% 4,136 2.20% 21.0%

(*)  Est imates based on ANIA “swift” motor l iabi l i ty  stat ist ics
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France had the lowest rate (under 5%),  whi le Germany and Belgium had rates
of 6.8% and 7.0%.

One of  the  factors  in  the  longer-run reduct ion  in  c la ims f requency in  I ta ly
has  been the  increase in  recent  years  in  the  number  of  second cars  owned
by the  insured.  The resul t ing  r ise  in  the  number  of  vehic les  in  c i rcu lat ion
has not  been ref lected in  a  proport ional  increase in  accidents .  A lso ,  there
has presumably  been an improvement  in  h ighway safety  over  the  years ,
thanks  to  growing at tent ion  by  government ,  insurers  and motor is ts .  Another
contr ibut ing  factor  has  probably  been the  turnover  in  the  overa l l  f leet  o f
vehic les ,  wi th  a  consequent  improvement  thanks  to  the  safety  features  of
the  new cars .

The average cost  of  claims (total  cost  of  claims paid and reserved divided by
their  number)  rose again in 2006,  al though the rate of  increase has diminished
since the turn of  the decade.  Last  year’s r ise was due mainly to the personal
in jury  component ,  which  increased by  2 .9%.  Overa l l ,  the  average  cost
increase (2.2%) more than offset  the reduction in claim frequency.

Again,  thanks to CEA data I taly can be compared with the other main European
countr ies as regards this indicator.  In 2004,  the last  year for  which data are
avai lable,  the average claim cost  was Euro 3,000 in Europe.  In I taly i t  was Euro
4,000,  the highest of  any country and 33% higher than the average.

The average claim in France and Germany cost  about Euro 500 less,  and in
Spain i t  was only half  as high.  The fact  that  I taly has a higher cost  per claim

CLAIM FREQUENCY,  2000-2006

Source:  CEA European Motor  Insurance Market2000 2001 2002 2003 2004 2005 2006
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than the rest  of  Europe is  due to the higher proport ion of  accidents that
involve personal  injury (21% in 2006) ;  in the other main markets,  the proport ion
averages just  half  the I tal ian f igure.

Final ly,  between 2002 and 2004 I taly had the third-fastest  rate of  increase
(behind France and Finland) in average claim cost :  12.8% against  the European
average of  4 .5%.

AVERAGE COST OF MOTOR LIABIL ITY CLAIMS IN 2004
Euro

Source:  CEA European Motor  Insurance Market
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GEOGRAPHICAL BREAKDOWN OF CLAIM FREQUENCY AND FRAUD IN ITALY

The claims frequency and their  average cost  display very substantial  geo-
graphical  variabi l i ty  within I taly.  The dif ferences,  which are sharpest as
regards frequency,  depend part ly  on insurance fraud,  which is  s ignif icant in
some parts of  the country ( f igure 1) .

In the motor l iabi l i ty  sector,  the correlat ion coeff icient  between the regional
frequency of  claims in 2006 and the incidence of  frauds on total  claims as
observed by ISVAP was 0.81,  a stat ist ical ly  s ignif icant value.  At  provincial
level ,  the correlat ion coeff icient  was 0.68.  Average claims frequency was
8.39% in 2006,  down from 8.51%. In northern I taly the rate was 7.55%, signif i-
cantly below the nationwide average.  Similar ly,  in that  part  of  the country the
share of  accident claims with ascertained fraud was 0.97% in 2005,  against  a
national  average of  2 .81%. The northern region with the highest claims fre-
quency was Liguria (8.68%),  which also had the highest incidence of  fraud
(2.32%).

The percentage of  f raudulent  c la ims is  s igni f icant ly  h igher  in  the South,
where 8 .31% of  a l l  c la ims are f raudulent  or  involve gross overstatement  of
damage.  In  the region of  Campania th is  incidence is  over  13%;  and th is  is
a lso the region with  the h ighest  c la ims f requency (11 .74%).  The same pat-
tern,  a lbei t  less  pronounced,  is  found in  Pugl ia :  c la ims f requency wel l  above
average (9 .57%) and a  h igh proport ion of  f raudulent  c la ims (over  7%) .  The
other  southern regions,  however,  have lower-than-average c la ims f requency
and fraud.

Among the regions of  the Centre,  Lazio has the highest claims frequency
(9.88%) and is  actual ly  second-highest nat ionwide behind Campania.  However,
ISVAP does not f ind a high incidence of  fraud (2% of  claims).  The is land
regions of  Sici ly  and Sardinia both have claims frequency higher than the
national  average.

According to provincial- level  data,  the city with the highest claims frequency
is Naples (14.01%),  which also has the highest incidence of  fraud (16.8%).  The
city with the lowest frequency is  Rovigo (5.28%),  where fraudulent claims
make up just  0 .5% of  the total .

In terms of  average cost  of  claims to insurance companies the geographical
dispari t ies are not  so great.  The national  average of  total ly  paid claims is  Euro
3,548,  and the range is  only between Euro 3,533 in the North and Euro 3,664 in
the South.  This convergence is  fair ly  recent,  in that  at  the turn of  the century
the values registered in the South were lower.  The trend is  presumably due to
the fact  that  in the last  few years,  courts have begun to apply standard tables,
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CORRELATION BETWEEN CLAIM FREQUENCY AND
CLAIM FRAUD BY PROVINCE

Source:  ANIA,  ISVAP
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FRAUD AND CLAIM FREQUENCY IN ITALY FOR MOTOR THIRD PARTY LIABILITY –  Euro

DATA AT 31/12/2006 2005*

Region % of total Claim frequency Average paid Average paid Average total Claims with Claims with
vehicles in (%) claim cost, claim cost, paid claim cost fraud (number) fraud (amount)
circulation current gen. previous gens. (%) (%)

(1) (2) (3) (4) (5) (6) (7) (8)

PIEDMONT 8.36% 8.32% 1,487.60 5,839.31 2,913.84 1.10% 1.03%
VALLE D'AOSTA 0.26% 7.37% 1,387.11 8,107.50 3,095.86 0.15% 0.13%
LOMBARDY 17.05% 8.12% 1,455.92 6,918.92 3,403.79 0.94% 0.82%
TRENTINO ALTO ADIGE 1.63% 6.78% 1,523.89 6,648.47 3,301.95 0.44% 0.32%
VENETO 8.73% 6.34% 1,698.56 8,144.61 4,099.26 0.74% 0.68%
FRIULI VENEZIA GIULIA 2.15% 5.72% 1,623.26 8,029.78 3,780.94 0.48% 0.44%
LIGURIA 2.79% 8.68% 1,442.13 5,186.03 2,836.22 2.32% 2.42%
EMILIA ROMAGNA 8.33% 7.11% 1,706.25 8,700.51 4,286.91 0.76% 0.70%

NORTH 49.30% 7.55% 1,545.09 7,146.14 3,533.84 0.97% 0.86%

TUSCANY 7.34% 8.40% 1,949.96 6,890.49 3,731.16 0.97% 0.92%
UMBRIA 1.76% 7.28% 1,794.73 8,206.27 3,944.23 0.58% 0.58%
MARCHE 2.95% 7.16% 1,932.37 9,089.62 4,479.82 0.69% 0.59%
LAZIO 9.05% 9.88% 1,563.95 5,441.05 3,284.91 2.15% 1.82%

CENTER 21.11% 8.77% 1,765.94 6,426.36 3,620.20 1.54% 1.30%

ABRUZZO 2.36% 7.78% 1,657.55 7,141.85 3,648.22 
MOLISE 0.56% 7.69% 1,335.69 7,860.35 3,409.14 1.29% 1.05%
CAMPANIA 6.99% 11.74% 1,679.27 5,087.06 3,657.45 13.11% 10.69%
PUGLIA 5.59% 9.57% 1,771.81 6,852.03 3,608.55 7.25% 6.42%
BASILICATA 0.92% 7.11% 1,520.68 7,761.68 3,620.92 2.01% 1.73%
CALABRIA 2.71% 8.26% 1,712.36 7,482.84 3,891.87 4.48% 4.04%

SOUTH 19.13% 9.78% 1,695.95 5,994.26 3,664.29 8.31% 7.01%

SICILY 8.22% 8.90% 1,351.23 6,074.75 2,935.22 3.82% 3.49%
SARDINIA 2.25% 8.44% 1,472.83 7,086.17 3,368.62 2.14% 1.45%

ISLANDS 10.47% 8.80% 1,765.94 6,426.36 3,620.20 3.41% 2.95%

TOTAL ITALY 100.00% 8.39% 1,600.88 6,634.92 3,547.89 2.81% 2.44%

* Source: ISVAP - Indagine sul fenomeno della criminalità nel settore assicurativo. Elaborazioni dei dati per il 2005 (Lettera del 27 ottobre 2006).

in  part icular that  used by the Court  of  Milan,  to value personal  injury.  For
minor injur ies the standard nat ional  table laid down in the Insurance Code is
appl ied.

As to the payment of  fraudulent claims,  however,  there are highly signif icant
geographical  di f ferences:  they account for  7% of  total  indemnity payments in
the South and just  0 .9%, on average,  in the North.
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By indiv idual  region,  however,  the d i f ferences are more pronounced.  In
Veneto,  Emi l ia  Romagna and Marche c la ims are the cost l iest  (averaging
more than Euro 4 ,000) ,  whi le  in  L igur ia ,  P iedmont  and Sic i ly  they are smal lest
(averaging Euro 2 ,912) .  The regions where the amounts  paid  for  f raudulent
cla ims are greatest  are Campania (10 .8% of  the tota l ) ,  Pugl ia  (6 .4%)  and Cal-
abr ia  (5 .3%) .

By province,  the highest cost  of  accidents is  found in Rovigo – the city with
the lowest frequency – at  Euro 4,900 in damages per claim. Rovigo is  fol lowed
by Venice,  Bologna and Ferrara,  with average claims of  between Euro 4,600
and Euro 4,700.  The southern city with the most cost ly  accidents is  Crotone
(Euro 4,500 per claim),  where 5.6% of  the compensation paid involved fraudu-
lent  claims.  The city with the lowest cost  per claim is Biel la (Euro 2,480) ,  fol-
lowed by Genoa,  Siracusa and Aosta at  around Euro 2,550.

There is  a close correlat ion between motor l iabi l i ty  fraud and other phenom-
ena indicat ing the malfunctioning of  the f inancial  system. For example,  using
province-level  data for  2005,  the correlat ion between the incidence of  fraudu-
lent  claims and the number of  protested cheques was 0.63.  This suggests that
insurance fraud and other problems that  l imit  the use of  credit  are related
(f igure 2) .

Motor insurance
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FIGURE 2
CORRELATION BETWEEN FRAUDULENT CLAIMS AND
PROTESTED CHEQUES PER 100,000 POPULATION
(PROVINCIAL DATA)

Source:  Bank of  I taly,  ISVAP
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MOTOR LIABILITY INSURANCE PRICES IN THE LONG TERM

Throughout the 1990s,  and even after the premium l iberal izat ion of  1994,  the
Ital ian motor l iabi l i ty  insurance market was characterized by steady losses,
hence fol lowed by premium price increases.  For that  ent ire decade and
through 2001,  the technical  accounts for  the motor l iabi l i ty  sector were regu-
larly in def ici t ,  with losses that  increased from year to year to peak in 1999 at
Euro 2.1 bi l l ion (or  16% of  premium income).  From 1991 through 2001,  the sec-
tor’s losses (even without adjust ing for  inf lat ion)  exceeded Euro 12 bi l l ion.
This is  the backdrop against  which the I tal ian insurance industry acted during
the crucial  years of  pol icy premium l iberal izat ion.

Two dist inct  sources of  data can be used to quanti fy  the price increases over
the years:  the Istat  index for  “transport  equipment insurance” prices,  as part
of  the overal l  consumer price index,  based on monitoring of  premiums for
selected r isk prof i les;  and the motor l iabi l i ty  “deflator”,  which tracks the
change in the average expense to the insured,  i .e .  the amount of  premium
income during the year divided by the number of  vehicles in circulat ion.

To begin with,  let  us note that  even before 1994,  i .e .  when tari f fs  were st i l l
administered and al l  companies charged essential ly  uniform pol icy premiums
(the variat ions going into effect  on 1 Apri l  each year) ,  the Istat  index i tem
“transport  equipment insurance” was r is ing faster than overal l  inf lat ion.  In
1992,  for  instance,  inf lat ion was 5.3% and the Istat  i tem rose by 10.5%; in 1993
the two r ises were 4.6% and 7.7% respectively;  in 1994,  4 .1% and 8.5%. Despite
these increases,  the companies’  technical  results did not  improve apprecia-
bly.  Cumulat ive losses on motor l iabi l i ty  insurance between 1991 and 1994
came to over Euro 3 bi l l ion.  After the 1994 l iberal izat ion,  pr ice r ises,  accord-
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ing to Istat ,  were increasingly large as the companies sought to stem their
losses.  In 1999 the increase in the Istat  indicator was the sharpest  ever at
16.7%, whi le the CPI rose by just  1 .7%. But 1999 was the year in which insur-
ance companies registered their  worst  technical  result  ever in this sector:
losses of  over Euro 2 bi l l ion.  This shows that  the premium increases were not
due to lack of  competi t ion but  to the attempt to offset  the soaring cost  of
claims,  which coincided in part  with the introduction of  the “ult imate cost”
standard for  valuing claim reserves.  In this si tuat ion,  in March 2000 the gov-
ernment imposed a 12-month premium freeze (whose obvious consequence
was simply to postpone increases to the next  year) .

In 2002,  when the technical  results f i rst  showed signs of  a turnaround (a pos-
i t ive i f  very modest result  of  Euro 138 mil l ion) ,  the r ise in premiums slowed
immediately,  as the Istat  index shows. A contr ibut ing factor in the reversal
was the protocol  of  understanding signed in 2003 by the Ministry for  Produc-
t ive Activi t ies,  many consumer associat ions and ANIA, which cal led for  a
slowdown in price increases and also a commitment to introduce special
measures in favour of  young drivers with perfect  safety records.

However,  i t  must be emphasized that  the Istat  i tem considers only a l imited
number of  r isk prof i les (currently 6)  and that  these are f ixed over t ime.  Since
insurance pol icy prices have become increasingly personal ized since the 1994
l iberal izat ion,  with the appl icat ion of  a large number of  rat ing factors (age and
sex of  the insured,  type of  engine and age of  the vehicle,  accidents caused in
recent years) ,  the types of  r isk prof i le to monitor have become practical ly
countless.  Further,  the “f ixed” weights make i t  impossible to take account of
the fact  that  more than 90% of  insured cause no accidents in any year,  and
thus get  a “bonus”,  i .e .  a premium reduction;  or  that  a variable number of
renewing pol icyholders get  discounts from the off icial  pr ice l ist .

Making sure that  the r isk prof i les selected are more appropriate,  more repre-
sentat ive of  the populat ion of  pol icyholders,  is  only one of  the problems
involved in calculat ing the Istat  motor insurance index.  Considering that  the
mix of  pol icyholders can vary signif icantly from company to company,  reach-
ing a single value for  the ent ire market requires as real ist ic a weighting sys-
tem as possible (across companies and,  within each,  across r isk prof i les) .To
obviate these problems and gauge the adequacy of  the Istat  index,  we can use
an al ternat ive indicator,  the motor l iabi l i ty  insurance def lator,  based on
annual  premium income as cert i f ied in the insurance companies’  accounts.  By
defini t ion,  the r ise in premium income measures the overal l  increase in gross
costs to the insured.  But to permit  uniform comparison from year to year,
account must also be taken of  the number and characterist ics of  vehicles on
the road.

Change in number of  vehicles. According to the I tal ian Automobile Club (ACI) ,
the number of  vehicles in circulat ion is  r is ing,  so that  a part  of  premiums dur-
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ing any year represents new vehicles.  Deflat ing for  this,  one gets the average
increase in insurance cost  per vehicle.

Change in vehicle characteristics.  The mix of  vehicles insured also changes.
For instance,  the number of  cars with larger engines tends to increase;  these
vehicles,  on average,  carry higher premiums.  Also tending upwards is  the
number of  diesel-powered vehicles,  which on average clock more mileage and
thus carry higher premiums.  Other variable r isk characterist ics also indirect ly
affect  premium income, such as vehicle age and the maximum amount of  cov-
erage chosen.  Considering these factors,  one can calculate the average
increase in premiums holding vehicle characterist ics constant.

Table 1 shows the data needed to calculate the premium deflator since 1991,
the base year chosen.  In al l  the years through 2001 except for  1992-93,  the
Istat  index for  motor l iabi l i ty  insurance (column 6)  r ises far  more than the total
premium income (column 1) .  This pattern is  anomalous:  one would suppose
that the unit  pr ice r ise should be less than the total  increase in premiums,  as
a r is ing number of  vehicles were insured.  And the number of  vehicles (column
2) does in fact  r ise every year.  This anomaly ends in 2003,  the year Istat
revised i ts  pr ice observation with three signif icant changes:

1. a careful  redefini t ion of  pol icyholder prof i les to reduce the possibi l i ty  of
error by Istat  surveyors;

TABLE 1 -  MOTOR LIABIL ITY INSURANCE:  EVOLUTION OF PREMIUMS COLLECTION AND INSURANCE DEFLATOR

(Mn. euro) Index Annual % Thousands Index Annual % Index Annual % Index Annual % Index Annual % Index Annual % Index Annual %
change change change change change change change

1991 6,729 100.0 - 35,455 100.0 - 100.0 - 100.0 - 100.0 - 100.0 - 100.0 -
1992 7,574 112.6 12.6 36,640 103.3 3.3 109.0 9.0 100.0 0.0 109.0 9.0 110.5 10.5 105.3 5.3
1993 8,167 121.4 7.8 38,580 108.8 5.3 111.6 2.4 100.0 0.0 111.6 2.4 118.9 7.7 110.1 4.6
1994 8,663 128.7 6.1 39,755 112.1 3.0 114.8 2.9 100.0 0.0 114.8 2.9 129.0 8.5 114.6 4.1
1995 9,316 138.4 7.5 40,573 114.4 2.1 121.0 5.4 101.1 1.1 119.6 4.2 142.2 10.2 120.6 5.3
1996 9,770 145.2 4.9 40,453 114.1 -0.3 127.3 5.2 102.7 1.6 123.9 3.6 155.1 9.1 125.4 4.0
1997 10,655 158.3 9.1 40,870 115.3 1.0 137.3 7.9 103.9 1.1 132.2 6.7 169.3 9.2 128.0 2.0
1998 11,745 174.5 10.2 42,650 120.3 4.4 145.1 5.7 105.0 1.1 138.2 4.5 192.4 13.6 130.5 2.0
1999 13,226 196.5 12.6 43,563 122.9 2.1 159.9 10.2 104.3 -0.7 153.3 10.9 224.6 16.7 132.7 1.7
2000 14,196 211.0 7.3 44,680 126.0 2.6 167.5 4.8 104.1 -0.1 160.8 4.9 246.2 9.6 136.0 2.5
2001 15,315 227.6 7.9 46,480 131.1 4.0 173.6 3.6 105.3 1.1 164.9 2.5 272.6 10.7 139.8 2.7
2002 16,628 247.1 8.6 47,763 134.7 2.8 183.4 5.6 105.6 0.3 173.6 5.3 304.3 11.6 143.3 2.5
2003 17,622 261.9 6.0 49,101 138.5 2.8 189.1 3.1 105.4 -0.2 179.4 3.3 319.6 5.0 147.1 2.7
2004 18,062 268.4 2.5 50,100 141.3 2.0 190.0 0.5 106.2 0.8 178.9 -0.3 322.6 0.9 150.4 2.2
2005 18,171 270.0 0.6 51,152 144.3 2.1 187.1 -1.5 106.7 0.5 175.3 -2.0 328.1 1.7 153.3 1.9
2006* 18,387 273.2 1.2 52,175 147.2 2.0 185.6 -0.8 107.1 0.3 173.4 -1.1 335.6 2.3 156.5 2.1

(*)  Source:  ACI ( for  2006,  est imate)
(**)  This index is set at 100 for al l  years to 1994, as in the administered-price regime only extremely l imited variations according to vehicle characteristics

were made

1. Motor liability premiums
(company account)YEARS 2. No. vehicles in circulation*

3. Motor liability
premiums

“deflated” by col. 2

4. Vehicle
characteristics**

5. Motor liability
premiums “deflated”

by cols. 2 and 4

6. Memo. item: Istat
motor liability index

7. Memo. item:
consumer price index
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2. inclusion of  previously neglected prof i les (scooters,  young drivers) ;
3 . revision of  the weights for  the dif ferent prof i les.

In the four years from 2003 through 2006 the average annual  increase in motor
l iabi l i ty  pr ices,  according to Istat ,  was 2.5%, compared with 0.3% for the per
vehicle price def lator (column 3)  and no increase at  al l  for  the price def lator
taking account of  vehicle characterist ics as wel l  (column 5) .

The d ispar i t ies  between the  ind icators  are  expla ined by  d i f ferences in
methodology.  In part icular,  in addit ion to the effect  of  the “bonus” earned by
90% of  pol icyholders every year,  insurers made increasing use of  discounts off
l ist  pr ices,  a factor that  a f ixed-weight indicator l ike Istat ’s ,  using off icial  l ist
pr ices,  cannot take into account.

Overal l ,  going by the motor l iabi l i ty  pr ice def lator (column 3) ,  in  the 13 years
from 1991 to 2004 the cost  of  insurance per vehicle rose by 90%, whi le the
consumer price index rose 50% (column 7) .  Afterwards,  the cost  of  insurance
per vehicle fel l  by 1.5% in 2005 and 0.8% in 2006,  against  r ises of  1 .9% and
2.1% in the CPI.  In 2007 the r ise in motor l iabi l i ty  insurance prices has
remained modest.  In May the Istat  index for  the i tem was up 1.5% over May
2006,  the same as the r ise in consumer prices general ly.

MOTOR LIABILITY INSURANCE: DIRECT INDEMNITY

Fol lowing protracted debate over the introduction,  by law, of  direct  indemnity
in the motor l iabi l i ty  sector and the design of  the implementing regulat ions,
the procedure became effect ive on 1 February 2007.  The system is complex,  a
fundamental  role being played not only by the statutory and regulatory provi-
sions but  also by the way relat ions between insurers are structured.  These
are governed by a private-law convention (CARD) supported by a specif ic pro-
tocol  between ANIA and CONSAP S.p.A.  for  the management of  a “clearing
house” for  sett l ing obl igat ions between part icipat ing companies.

For  po l icyho lders ,  the  sys tem is  s imple ,  pat terned  a f ter  the  o ld ,  vo luntary
amicable  acc ident  repor t .  Th is  i s  now rep laced by  a  lega l ly  compulsory  sys-
tem.  When there  is  a  co l l i s ion  between two veh ic les ,  the  par ty  not  l iab le ,  or
on ly  par t ly  l iab le ,  app l ies  for  indemni ty  d i rect ly  to  h is  own insurance com-
pany,  which  is  requ i red  to  prov ide  a l l  necessary  ass is tance in  examin ing
the  case  and  to  fu l ly  in form the  insured  o f  h is  r ights .  Fur ther,  the  new sys-
tem prov ides  that  the  insured/damaged par ty  take  any  lega l  act ion  for  dam-
a g e s  a g a i n s t  h i s  o w n  i n s u r e r,  n o t  t h e  o t h e r  p a r t y ’s .  T h e r e  i s  a l s o  a
vo luntary  conci l ia t ion  procedure  deve loped by  ANIA and  a  group  o f  con-
sumer  organ izat ions  for  set t l ing  d isputes  between po l icyho lders  and  com-
panies .
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Direct indemnity appl ies on condit ion that  both vehicles are identi f ied and
regularly insured;  i t  is  in effect  for  damage to vehicles and goods transported
and for minor personal  injury to the driver not  at  fault  (or  only part ial ly  at
fault ) .  The procedure also appl ies when passengers have suffered injury,  but
with a special  procedure under the law, whereby the injured party must apply
to the insurer of  the vehicle in which he was r iding.

Direct  indemnity does not  apply in cases of :

– accidents occurring outside I taly;
– accidents involving more than two vehicles;
– accidents involving a motor scooter not  carrying the new type of  l icence

plate;
– accidents involving agricultural  machinery (unt i l  1  February 2008) ;
– serious personal  injury to the driver.

Unl ike the old amicable accident report ,  direct  indemnity appl ies even when
the report  form (the so-cal led “blue” form) is  not  s igned joint ly  by both drivers
or pol icyholders.  However,  joint  s ignature does faci l i tate determination of  l ia-
bi l i ty  and speed up sett lement.

The other side of  this simpl ici ty  for  the insured is  a highly complicated appa-
ratus necessitat ing drast ic far-reaching reorganizat ion both for  the insurance
associat ion (ANIA manages the convention between insurance companies and
al l  the related IT infrastructures)  and for the individual  insurance companies.
The change engendered a series of  regulatory,  organizat ional  and IT act iv i t ies
that were accomplished in just  f ive months and monitored step-by-step by al l
the relevant inst i tut ions:  the Ministry for  Economic Development,  ISVAP, and
the Anti trust  Authori ty.

The implementing regulations

Decree 254 of  18 July 2006 (publ ished in Gazzetta Uff iciale No. 199,  28 August
2006)  enacted the implementing regulat ions for  direct  indemnity pursuant to
Art icle 150 of  the Insurance Code.  The decree completes the body of  rules
governing the new damage indemnity procedure.  I t  is  marked by the very great
number of  obl igat ions imposed on insurance companies in terms of  the orga-
nizat ional  apparatus for  the operat ion of  the system (the CARD Convention –
Insurance Convention on Direct  indemnity)  and the sett lement of  monetary
obl igat ions between part icipants.

The decree inst i tutes a system of  f ixed compensation based on pre-deter-
mined average costs set  at  the start  of  each year and applying to al l  account-
ing sett lements concerning accidents during the year.  Under the old voluntary
accident report  procedure,  each mandatary company was ful ly  reimbursed for
the amount of  the sett lement with the insured,  adjusted at  year’s end by meth-
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ods based on bi lateral  comparison between average costs for  the two compa-
nies.  Under the new system the direct  insurer,  which has sett led with i ts  own
insured on account of  the insurer of  the vehicle at  fault ,  receives as compen-
sation for  each claim sett led only a f ixed amount corresponding to the previ-
ous year’s average cost .  To take account of  the geographical  dispari t ies in
average compensat ion  costs ,  the  min is ter ia l  commit tee  set  three  f ixed
amounts for  three macro-areas within I taly.

Under this compensation method,  a company that  has managed to keep the
cost of  claim sett lement below the f ixed amount prof i ts  by the dif ference;  con-
versely,  i t  makes a loss i f  the payment is  higher than that  amount owing to the
company’s own ineff iciency or simply to bad luck in the case that  the actual
damages were greater than the f ixed amount.

Unl ike the f ixed-sum compensation method in place in other European coun-
tr ies where the direct  indemnity system is used on a voluntary basis,  in I taly
the insurer of  the vehicle at  fault  cannot learn the amount actual ly  paid on i ts
behalf  by the injured party’s insurer.  This concealment of  the actual  damage
figures has had a substantial  organizat ional  impact,  as insurance companies
have had to radical ly  rethink their  r isk analysis for  sett ing premiums and
redesign their  accounting format to comply with the new rules for  report ing
accidents and calculat ing claim provisions laid down by ISVAP on the basis of
the new method of  indemnity and compensation.

Indirect ly,  the new rule also altered important motor l iabi l i ty  contract clauses
(deductibles,  r ight  of  recourse,  r ight  to reimburse the company personal ly  to
avoid bonus/malus penalty)  whose appl icat ion in a system of  direct  indemnity
required the exchange of  information on actual  damages paid between the
mandatary company and the “debtor” company.  As these are clauses to the
consumer’s advantage,  a procedure was inst i tuted under which the insured
may exercise his opt ion to pay the damages personal ly  to the manager of  the
clearing house rather than to his own insurance company.  With this new pro-
cedure the clearing house,  once i t  has received the reimbursement from the
insured,  credits the amount to the mandatary insurer and cancels the f ixed-
sum l iabi l i ty  of  the debtor company,  which can thus annul  the bonus/malus
penalty for  i ts  own pol icyholder.

Of  course there is  no escaping the complexity of  such a procedure,  especial ly
in cases where al l  these operat ions must be performed near the contract
expiry date.  In order to permit  r ight  of  recourse in pol icies with a deductible,
the clearing house was assigned to report  to the l iable insurer only amounts
below the contractual  deductible.  This information is  thus not  systematic but
circumscribed to a small  number of  cases that  qual i fy  as exceptions al lowed
by the Anti trust  Authori ty.
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Private-law conventions under the implementing decree

Decree 254/2006 did not simply establish the criteria and procedures for insti-
tuting direct indemnity of motor vehicle accident claims but also laid down
guidelines for organizational relations and cooperation among insurance com-
panies – first of all ,  the regulation of contractual obligations between the insur-
ers of the vehicles stemming from the management of the claims. Specifically,
Article 13 provides that insurance companies adhere to a private Convention
governing the organizational and accounting relationships necessary to operate
the system. This article also provides that the settlement of economic obliga-
tions between companies must be effected by a “clearing house” that is wholly
independent of the insurance companies and their trade associations. The body
specified to operate it  is CONSAP S.p.A., which has the desired characteristics.

The CARD Convention – Insurance Convention on Direct indemnity

The Insurance Convention on Direct  indemnity (CARD) def ines the procedures
for part icipat ing in the direct  indemnity system in terms of  f inancial  guaran-
tees and IT standards for  the performance of  the act ivi t ies required for  trans-
mitt ing claims to the clearing house.

a) Modular structure
Like the voluntary conventions that  preceded i t ,  CARD has a modular struc-
ture,  comprising both the direct  indemnity procedure proper governed by Art i-
cles 149 and 150 of  the Insurance Code and i ts  implementing regulat ion (Pres-
idential  Decree 254/2006)  and the special  procedure for  indemnif icat ion of
passengers pursuant to Art icle 141 of  the Code.

b) Scope and purpose (Article 1)
The convention thus consists of a general set of rules (procedures for adhesion,
bank guarantees, tasks and function of the clearing house manager, penalties,
arbitration procedures) and two specific sets of rules for conventions on direct
indemnity:  that on direct indemnity itself  (Convenzione Indennizzo Diretto – CID)
and that on third party passengers (Convenzione Terzi  Trasportati  – CTT) .

c) Participation (Article 2)
Part icipat ion in the CARD Convention is  compulsory for  al l  motor l iabi l i ty
insurers with registered off ice in I taly and entai ls  subscript ion of  both special
conventions.  Insurance companies with registered off ice in other member
states doing business in I taly under the freedom of  establ ishment or  the free-
dom to provide services and that  intend to part icipate in the direct  indemnity
system are required to subscribe the Convention.

d) Clearing house manager (Article 3)
Article 13.3 of  the implementing regulat ion cal ls  for  the outsourcing of  the
operat ion of  the clearing house,  def ined as the whole set  of  act iv i t ies relat ing
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to accounting sett lement and transfer of  monetary amounts.  The manager of
the clearing house is  also responsible for  the data processing necessary to
calculate the average claim costs that  the Ministry for  Economic Development
technical  committee envisaged in Art icle 13 of  the implementing regulat ion
must set  each year to determine the f ixed reimbursement amounts.  For this
purpose,  insurance companies must  t ransmit  exclusively  to  the clear ing
house,  in a specif ic data f low, also the amounts sett led in their  role as paying
agent.

e) Monitoring compliance with the Convention (Article 4)
All  act iv i t ies not  assigned to the clearing house and not subject to ant i trust
rules (veri f icat ion of  insurance cover,  exchange of  information on l iabi l i ty  for
the accident,  monitoring compliance with the Convention,  arbitrat ion)  are
assigned permanently to ANIA.

f )  Conditions for  participation and termination (Articles 6-10)
These art icles lay down the requirements for  being party to the Convention as
regards:

– the consti tut ion of  a bank surety in favour of  the clearing house;
– adoption of technical and IT supports necessary for operation of the system;
– creation of  a company unit  to handle relat ions with the clearing house,

with ANIA and with the other insurance companies with the specif ic func-
t ions envisaged by the Convention.

They also specify condit ions for  termination of  part icipat ion,  in connection
with si tuat ions of  corporate abnormali ty.

g) Enforcement and penalties (Articles 11-12)
Sample checks of  compliance with the Convention and checks upon request of
individual  companies are envisaged.  The rules govern some types of  dispute
not subject to arbitrat ion and set  the penalt ies for  non-compliant  companies.
The checks are performed by a special  unit ,  CONCARD.

h) Arbitration (Article 14)
Rules for  arbitrat ion of  disputes over the attr ibut ion of  l iabi l i ty  and of  disputes
in some specif ied cases relat ing to third-party passengers.

i )  Verif ication of  insurance cover for  the CID Convention (Article 16)
The SIC system acts as “off icial  cert i f ier” of  the insurance coverage of  the
two vehicles involved in an accident.

j )  Verif ication of  l iabili ty  in case of  accident report  not  signed jointly for  CID
Convention (Article 18)
The new rules focus in part icular on the determination of  l iabi l i ty  for  acci-
dents,  which must be veri f ied whenever the accident report  lacks the joint
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signature of  both drivers.  The rules of  the Convention concerning the appor-
t ionment of  l iabi l i ty  apply exclusively for  the purpose of  sett lement of  f inan-
cial  obl igat ions between companies.  The Convention al lows for a single onl ine
exchange of  information between the two insurers to report  their  reciprocal
percentages of  l iabi l i ty  and indicate which case in the barème appl ies to the
accident in quest ion.

Fail ing agreement on the division of l iabil ity, 50% co-liabil ity for the two insurers
is presumed. This assumption can be overturned by an arbitration procedure.

k) Compensation of  the mandatary company (Articles 23 and 38)
For claims handled via the direct  indemnity procedure (CID Convention) ,  the
procedure provides for  a single f ixed payment to the mandatary insurer,  in
reimbursement of  al l  payments for  damages to the vehicle,  personal  injury to
the driver,  damage to objects transported and recourse on the part  of  mutual
organizat ions,  pr ivate insurers ( including recourse on col l is ion insurance) and
employers for  every claim handled.

As for  personal  injury to passengers,  there is  a f ixed payment,  di f ferent from
that for  the CID Convention,  applying to each injured party.

l )  Handling fees for  mandataries (Articles 27 and 41)
So as not  to penal ize companies that  end up handl ing a larger number of  cases
than would have been the case given their  effect ive claim frequency,  both the
CID and the CTT conventions provide for  a handl ing fee equal  to 15% of  the
f ixed sum, applying to the number of  cases handled in excess of  those of  each
other mandatary.

m) Operational support
The Convention wil l  be backed by the operat ional  supports provided for in
Art icle 8.

ANIA/CONSAP convention on clearing house functions

All  reimbursements made through the direct  indemnity procedure are trans-
mitted monthly to the clearing house,  which registers the sum owed according
to the type of  convention (CID or CTT) and,  for  CID claims,  the province of  res-
idence of  the non-l iable owner.  The actual  damages paid are known only to the
clearing house operator and serve to calculate the average costs that  the
ministerial  Technical  Committee uses in determining the f ixed compensation
schedule for  the fol lowing year.

Relat ions with the operat ing ent i ty  are def ined in a convention that  forms an
integral  part  of  the CARD Convention i tself ,  as envisaged in Art icle 8.
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THE ESTIMATION OF THE FIXED COMPENSATION AMOUNTS

The direct  indemnity system provides for  sett lement of  amounts due between
insurance companies via offsett ing of  the claims paid.  This offsett ing is  based
on average costs (di f ferentiated by macro-areas for  physical  damage,  and
with deductibles for  injury to passengers)  calculated yearly by a special  Tech-
nical  Committee.  The Committee is  composed of  one member from the Ministry
for Economic Development (as chairman),  one from ISVAP, one from ANIA, two
from consumer associat ions,  and an actuarial  expert  who has never worked
for any insurance company.

For the f irst  year,  lacking data on the new claims system, the Committee f ixed
the compensation amounts based on the market data avai lable,  suppl ied by
ISVAP and ANIA.

1.  Fixed compensation amounts for  CID-CARD

The amount  f ixed for  d i rect  indemnity  must  be a  s ingle  amount  used to
indemnify :  damage to  the vehic le  (accidents  involv ing just  two vehic les) ;
minor  personal  in jury  to  dr ivers  (permanent  d isabi l i ty  of  no more than 9%);
and damage to  goods t ransported by the dr iver  and/or  owner.  For  the compo-
nent  of  physical  damage alone (vehic le  and t ransported goods) ,  d i f ferent ia-
t ion by three geographical  areas is  envisaged.  The amounts  were est imated
as fo l lows.

1.  The average cost  of  damage to the insured vehicle and to goods trans-
ported was est imated based on the value given by ISVAP (1)  for  the average
cost of  claims paid ( for  al l  generat ions)  in 2005,  namely Euro 1,554 ( i t  was not
possible to exclude the cost  of  accidents involving more than two vehicles) .
This amount was reduced by adjustment costs,  which are charged to the man-
datary company;  these coming to about 12%, the average net claim cost  is
Euro 1,368.  This was revalued to December 2006 using Istat ’s  nat ional  con-
sumer price index for  production and clerical  worker households (+2.47%) and
then to June 2007 using the target inf lat ion rate for  the year (+2.00%).  The
final  est imate of  the average cost  of  damage to the insured vehicle and goods
transported came to Euro 1,416.

2.  The three geographical areas were determined by cluster analysis of
ANIA’s quarterly stat ist ics on motor l iabi l i ty  insurance.  The provinces of  I taly
were divided into three groups defined in such a way that  the rat io between

(1)  Letter of  27 October 2006:  “Stat ist iche relat ive al la gest ione del l ’assicurazione del la
responsabi l i tà civi le autoveicol i  terrestr i  e veicol i  marit t imi ,  lacustr i  e f luvial i”  ( from
the direct  I tal ian insurance portfol io,  2000-2005) .
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the average cost  of  current-generat ion claims paid (2)  in each set  of  provinces
and that  of  the cost  in the province of  that  set  with the lowest cost  is  approx-
imately equal  in al l  three sets of  provinces.  The dif ference between the aver-
age claim cost  in each set  and the average cost  nat ionwide (Table 1)  was used
to generate three coeff icients for  the geographical  di f ferentiat ion of  the prop-
erty damage component of  compensation as est imated above (Euro 1,416) .  The
values for  the three sets of  provinces are given in the table.

3.  Minor personal injury to driver (permanent disabi l i ty  of  9% or less)  was
estimated on the basis of  an ANIA study of  minor permanent injury on a sam-
ple of  claims for such injur ies,  adjusted using addit ional  information from the
ISVAP Accident Database.  The average cost  of  claims with this type of  injury
was Euro 3,993.  As this was for claims paid between 1 February and 31 March
2005,  i t  was revalued to June 2007 using Istat ’s  consumer price index for  cler-
ical  and production worker households as establ ished by law. The average
cost of  claims for minor personal  injury to the driver thus came to Euro 4,071.

The single compensation amount for  each geographical  area was obtained by
weighting the average claim cost  as calculated above considering al l  the
types of  accident.

To explain these procedures in detai l :

Row 1 : The average cost  of  property damage claims is  est imated using the
three geographical ly  di f ferentiated amounts (Table 1) .

Row 2 : The average cost  of  claims for minor personal  injury (permanent dis-
abi l i ty  of  9% or less)  to dr iver is  the previously est imated value of  Euro 4,071.

Row 3 : The average c la im cost  for  “mixed” accidents  involv ing property dam-
age and a lso minor  personal  in jury  to  the dr iver  is  the sum of  the averages

Set 1 Set 2 Set 3

Average cost of property damage claims, 30/06/2007 1,416 1,416 1,416
Coefficient for geographical areas 1.18 0.97 0.83
Average cost of property damage claims by geographical area, 30/06/2007 1,671 1,373 1,175

TABLE 1 -  GEOGRAPHICAL DIFFERENTIATION
Euro

(2)  In this case, there being no geographical breakdown of the average cost of  al l  gene-
rations of accidents involving only property damage, the current generation of claims
was used. As these mainly consist  of  accidents with only property damage, this is the
most reasonable value to use for determining the geographical breakdown of this com-
ponent.  Otherwise – i .e.  using the average cost of  claims paid for al l  generations of
accidents – the geographical distr ibution would be signif icantly affected by differences
in other average costs (severe personal injury),  the pattern of which is different.
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est imated for  the s ingle  components .  Thus for  mixed accidents  the average
claim cost  ( revalued to  June 2007)  was Euro 5 ,741  for  Area 1 ,  Euro 5 ,444  for
Area 2 ,  and Euro 5 ,246  for  Area 3 .  Weight ing –  calculat ing the incidence of
these accidents  on the tota l  –  was as fo l lows.  The ANIA database shows that
for  every  100 accidents  there are 135 damaged part ies ;  83 .4  of  these are dr iv-
ers ,  and only  73  suf fer  some minor  personal  in jury.  F inal ly,  consider ing that
accidents  involv ing personal  in jury  account  for  21 .0% of  the tota l ,  the resul t
is  that  the weight  of  accidents  wi th  minor  personal  in jury  to  the dr iver  is
15 .33% (73 .0% × 21.0%)

Row 4 : Thus the majori ty  of  accidents (100% - 15.33% = 84.67%) do not  involve
driver injury but  only physical  damage to vehicles and goods transported.
These accidents are valued (at  June 2007)  as in Row 1.

Row 5: To estimate the fixed compensation value, for each Area the two claim costs
estimated above (mixed and material-damage-only) are weighted. The resulting val-
ues are Euro 2,295 for Area 1, Euro 1,997 for Area 2 and Euro 1,799 for Area 3.

2.  Fixed compensation amounts in respect of  passengers (CTT-CARD)

The convention on indemnity for  passengers also cal ls  for  a f ixed compensa-
t ion amount owed for the damage to every injured passenger and his property,
net  of  l i t igat ion,  adjustment and expert  assessment costs.  There is  a threshold
of Euro 5,000,  up to which the mandatary insurer is  reimbursed ( less the
deductible of  Euro 500) .  For amounts above this threshold the mandatary is
reimbursed by the threshold amount plus the excess.  Accordingly,  the average
amount of  personal  injury damages to drivers up to the threshold has been
estimated,  as fol lows.

TABLE 2 -  ESTIMATED SINGLE CLAIM COST FOR CID-CARD

AMOUNT in euro

Area 1 Area 2 Area 3 NUMERICAL 
TYPE OF ACCIDENT WEIGHT %

Mixed claims
Row 1. Property damage 1,671 1,373 1,175 

Row 2. Minor personal injury 4,071 4,071 4,071 

Row 3. = Row 1. + Row 2. Mixed 5,741 5,444 5,246 15.33%

Property damage only
Row 4. Only property damage from serious acc 1,671 1,373 1,175 84.67%

Row 5. Single compensation amount (weighted average of Row 3 and Row 4) 2,295 1,997 1,799
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Using the ANIA study on minor personal  injury,  the threshold value can be
considered as equal  to the average claims cost  of  injur ies to passengers
involving permanent disabi l i ty  of  3%. To est imate the average cost  of  compen-
sat ion for  personal  in jury to passengers,  the value given in  that  study,
adjusted according to addit ional  information from the ISVAP accident data-
base,  has been used.  The average claim cost  for  accidents involving this type
of personal  injury is  Euro 2,555.  As this f igure is  for  claims sett lements at  1
March 2005,  i t  was revalued to June 2007,  using as above Istat ’s  consumer
price index for  cler ical  and production worker households as required by law.
The average cost  of  indemnity to passengers for  personal  injury entai l ing per-
manent disabi l i ty  of  3% is est imated at  Euro 2,644.  The f ixed compensation
amount was then determined as the weighted average of  this cost  and the
Euro 5,000 threshold level ,  with weights equal  to the percentage of  injur ies
with 3% permanent disabi l i ty  (74.5% of  the total)  and the rest  (25.5%).  The
fixed amount thus comes to Euro 3,250.

In addit ion to the f ixed deductible of  Euro 500 (10% of  the threshold) ,  there is
also a proport ional  deductible of  10% of  the amount of  indemnity paid,  with a
cei l ing of  Euro 20,000.

IMPLEMENTING REGULATIONS TO THE INSURANCE CODE PROVISIONS ON
MOTOR LIABILITY INSURANCE

The Insurance Code assigns broad regulatory powers to ISVAP, the insurance
oversight  authori ty.  In the f ield of  motor l iabi l i ty  insurance,  the Code coordi-
nates the series of  laws enacted over the years,  with their  own regulat ions.
These wil l  continue to apply unt i l  they are replaced by new legislat ion.  In inte-
grat ing and updating these regulat ions,  in 2006 ISVAP issued two implement-
ing measures.

ISVAP Regulation 3  of  23 May 2006.  –  Requirement  to  feed data to the SITA
database for  the operat ion of  the I ta l ian Information Centre (4 th EU Motor
Direct ive) .  The regulat ion lays down general  cr i ter ia  for  the operat ion of  the
Ital ian Information Centre,  inst i tuted at  ISVAP,  whose purpose is  to  provide
informational  support  to  damaged part ies in  “cross-border” accidents,  as
provided for  in  the 4 th Motor  Direct ive (Direct ive 2000/26/EC) .  The Direct ive
inst i tutes a scheme to protect  the v ict ims of  road accidents occurr ing in  a
member state other  than that  of  residence (“vis i t ing v ict ims”) .  This  cal ls  for
the creat ion in  every EU member of  an information centre to give accident
vict ims who have returned home and submit  the request  in  their  own lan-
guage the relevant  information on the insurance cover of  the vehicle l iable
for  the accident .
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ISVAP, exercising its option under Article 154 of the Insurance Code, determined
that the Italian Information Centre shall acquire the data on motor liability insur-
ance policies on all vehicles registered in Italy by signing an agreement with
ANIA to have access to the services of the Association’s SITA database (Infor-
mation Service on insured vehicles by licence plate number). This solution
enables ISVAP to draw on a large, long-established voluntary database, avoiding
a costly duplicate. Starting 22 July 2006 (as specified by the Regulation), Italy
went over from the previous voluntary scheme for data acquisition under SITA to
a compulsory data transmission system, necessary for the performance of a pub-
lic service that is now obligatory under EU law. The ANIA-ISVAP agreement, to
be signed pursuant to Article 5 of the Regulation, shall lay down specific techni-
cal procedures and timetables for the transmission of data to the SITA database.

ISVAP Regulation 4 of  9  August 2006.  – Customer information requirements at
expiry of  contract and measures to attestat ion of  r isk status.

The measure,  in effect  from 1 January 2007,  specif ies information require-
ments for  insurers when the annual  motor l iabi l i ty  insurance pol icy expires
and also governs the content and mode of  del ivery of  the attestat ion of  cus-
tomers’  r isk status.  The Regulat ion also extends to al l  types of  vehicle the
rules on the indicat ion of  the “universal  conversion” merit  class,  which is  to
be specif ied in the attestat ions of  r isk in order to permit  comparison between
the dif ferent standards used by insurance companies in constructing their
own bonus/malus grade.  The indicat ion of  the universal  conversion class in
addit ion to the contractual  merit  grade was original ly  provided for in ISVAP
Circular 565/2005 only for  cars,  motorcycles and scooters.

Notice to be sent to pol icyholder on occasion of  the annual  contract expiry

In this sphere Regulat ion 4/2006 is  based on Art icle 191.1b of  the Insurance
Code,  which gives ISVAP broad powers to impose information requirements on
companies before the conclusion and during the l i fe of  contracts,  including
insurance products marketed or placed using distance techniques ( telephone
or Internet) .  Al l  insurers are required to transmit  to the pol icyholder,  at  least
30 days prior  to expiry of  the contract and even where there is  no tacit
renewal clause,  a not ice patterned on the form annexed to the Regulat ion.  The
notice must state the date of  expiry,  the procedures for  the customer to give
notice of  intent ion to terminate,  the current premium and that  for  the fol low-
ing year,  the number and cost  of  accident claims relevant to appl icat ion of  a
higher premium (“malus”,  “pejus”)  or  – as regards premium and accidents –
the avai labi l i ty  of  the relevant information at  the agency to which the pol icy is
assigned or,  al ternatively,  the company’s cal l  centre.

With the introduction of  the direct  indemnity system, effect ive 1 March 2007
ISVAP revised the compulsory  informat ion that  insurers  must  provide –
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directly or  through their  brokers – concerning the number and cost  of  acci-
dents impinging on the pol icyholder’s merit  grade and the premium for the fol-
lowing year in cases in which the contract gives the l iable party the opt ion of
paying the claim himself  to avoid the premium increase.  ISVAP Provision 2494
of 21 December 2006 revised the facsimile not ice annexed to Regulat ion 4,
separat ing the information applying to claims sett led via direct  indemnity from
that required for  claims sett led by other procedures.  For claims paid by the
damaged party’s insurer via direct  indemnity,  in fact ,  the l iable party’s insurer
must inform i ts  pol icyholder that  to learn the amount of  the claim he must
apply to CONSAP, the only organizat ion authorized to possess information on
actual  costs of  accidents handled via direct  indemnity.

Attestat ion of  r isk status

The measures implementing Art icle 134 of  the Insurance Code specify the con-
tent ,  del ivery,  and period of  val idi ty  of  the attestat ion of  r isk status and the
init iat ion and durat ion of  the r isk observation period.  ISVAP Regulat ion 4/2006
changed the mandatory del ivery date of  the attestat ion,  which must now be
transmitted to the pol icyholder together with the not ice due 30 days prior  to
contract expiry.  I t  also modif ied the ini t iat ion and durat ion of  the accident
observation period,  establ ishing a uniform measure for  al l  insurers,  namely
that the period begins on the same date as the ini t ial  insurance contract and
ends two months prior  to i ts  expiry.  For years after the f irst ,  the period shal l
cover the twelve months beginning with the end of  the previous observation
period.

As for  the period of  val idi ty  of  the attestat ion for  purposes of  taking out  a pol-
icy with a dif ferent company,  Regulat ion 4/2006 lays down an “ordinary”
period of  12 months,  extendable to 18 where the pol icyholder declares to the
new insurer that  the vehicle has not  circulated in the period subsequent to the
expiry of  the previous pol icy.  I t  appears to be necessary,  however,  for  ISVAP
to harmonize this rule on val idi ty,  plus other measures,  with measures enacted
on l iabi l i ty  insurance in  2007 by the so-cal led Bersani-2  decree,  which
extends the period of  val idi ty  of  r isk attestat ion to f ive years.

BONUS/MALUS SYSTEMS FOLLOWING THE RECENT RULES CHANGES

Perhaps the main form of  motor l iabi l i ty  r isk personal izat ion,  bonus/malus sys-
tems are based on the insured’s accident history or safety record:  his greater
or lesser tendency to cause accidents.  Since their  introduction in the 1970s
these schemes have proven their  usefulness in preventing accidents;  l ike
deductible indemnity pol icies,  they give the insured incentives to drive care-
ful ly  and avoid damage to third part ies.
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Given the structure of  compulsory motor l iabi l i ty  insurance – which must
cover not  only the owner but  any driver of  the vehicle ( insurance in the name
and on account of  the l iable person) – bonus/malus systems refer to the vehi-
cle,  not  to authorized drivers or owners,  much less the pol icyholder.  However,
to identi fy  the person to whom the posit ion establ ished by a vehicle over t ime
on the bonus/malus scale appl ies,  the law expressly names the owner (Art icle
134 of  the Insurance Code).

From the standpoint  of  pr ice personal izat ion,  bonus/malus systems distr ibute
the overal l  premium cost  among the var ious classes of  insured,  based on
models that  apply  coeff ic ients to  raise or  lower premiums as a funct ion of
accident  history.  Unt i l  1994,  in  the framework of  “administered” pr ices and
contract  terms (every year the Interminister ial  Committee on Pr ices set
pr ices and contract  c lauses) ,  there was a s ingle bonus/malus scale both in
terms of  number of  meri t  c lasses and rules for  entry  into the mutual  insurance
system. The rules for  changing meri t  rat ings and the premium coeff ic ients
were la id down by the Committee and appl ied in  uni form fashion by al l  com-
panies.

Wi th  l ibera l i za t ion ,  the  bonus/malus  ra t ing  sys tems  began  to  be  d i f fe rent i -
a ted  f rom company  to  company  not  on ly  w i th  regard  to  the  th ree  fac tors
j u s t  m e n t i o n e d  b u t  a l s o  w i t h  t h e  i n t r o d u c t i o n  o f  m i x e d  f o r m u l a s
(bonus/malus  and  deduct ib le )  as  we l l  as  the  t rad i t iona l  Ang lo-Amer ican
n o - c l a i m  d i s c o u n t .  To  p e r m i t  c o m p a r i s o n  a m o n g  t h e  v a r i o u s  s y s t e m s
adopted  by  d i f fe rent  compan ies  and  so  make  i t  eas ier  fo r  po l icyho lders  to
swi tch  insurers ,  ISVAP issued  a  ser ies  o f  measures  in t roduc ing  and  gov-
ern ing  the  “un iversa l  convers ion”  c lass  to  make  the  bonus/malus  sca les  o f
a l l  compan ies  comparab le .  Th is  un iversa l  c lass  must  be  g iven  in  the  r i sk
a t tes ta t ions  fo r  po l icyho lders  and  must  be  app l ied  by  each  insurer  in  tak-
ing  on  r i sk ,  accord ing  to  a  spec i f ic  tab le  o f  cor respondence  wi th  i t s  own
in terna l  ru les .

This framework,  confirmed by the Insurance Code and based on freedom to set
prices and establ ish contract terms,  was then acted upon by the “Bersani-2”
decree (Decree Law 7/2007,  converted into Law 40/2007) ;  Art icle 5 of  the law
introduces a set  of  mandatory measures concerning bonus/malus clauses,  lay-
ing down:

– the period of  val idi ty  of  the r isk attestat ion,  extended from one year to f ive;
– the requirement to assign to the pol icy on a new vehicle acquired by the

owner of  one already insured or by a stable member of  the latter ’s house-
hold the same merit  class as that  of  the vehicle already insured;

– the rules for  modifying the bonus/malus rat ing after an accident;
– the requirement for  prompt not i f icat ion of  the insured of  a change in class

as a result  of  an accident.

06- Motor insurance 73-104  19-12-2007  12:26  Pagina 101



102 Italian insurance in 2006/2007

Motor insurance

There is no denying that these provisions respond to complaints from con-
sumer organizat ions over certain laws or contract  clauses perceived as
social ly unfair.  I t  is  equally certain that the rules go beyond the legislative pre-
rogatives that the EU reserves to Member States,  which should abide by the
hierarchy of Community law as regards the inviolable principle of free determi-
nation of prices and contract instruments in the insurance industry.  The new
rules have features that make their  economic benefits for most consumers
questionable,  and they have undesired effects,  as often happens when market
rules are made more r igid.  Apart from the provision on the duration of the r isk
attestation – which answers to specif ic,  reasonable needs concerning the use
of a vehicle – and the prompt notif ication of changes in merit  class – already
envisaged, de facto,  in the insurance rules in force – the new bonus/malus pro-
visions require adjusting the price structure to recover the entire reduction in
the resource f low from the types of contract regulated. In part icular,  requiring
insurers to assign new cars acquired by a pol icyholder or his family members
the same merit  class as the f irst  car rather than the company’s entry-level
class is tantamount to a mandatory price discount.  This reduces expected pre-
mium income and requires the charging of higher prices to other pol icyholders
to make up for the shortfal l .  In the same way, changing the rules on l iabi l i ty for
purposes of calculating higher premiums for drivers causing accidents to
penalize only the person “principally” responsible for the accident and exclud-
ing part ial  l iabi l i ty and 50% l iabi l i ty diminishes the f low of premium income by
the amounts that would derive from those increases. This is in addit ion to the
reduction in premium income described above.

The regulat ion on calculat ing l iabi l i ty  for  purposes of  applying the “malus”
penalty is  also object ively incompatible with the general  pr inciples of  the
legal  order,  and in evident confl ict  with an ethics of  accountabi l i ty  for  the
insured.  Quite apart  from the rule’s di f f iculty of  interpretat ion,  which creates
a serious problems in appl icat ion,  let  us note that  under I tal ian civi l  law in the
case of  joint  l iabi l i ty  each l iable party is  responsible for  his proport ional  part
of  the cost  of  indemnity.  The motor l iabi l i ty  insurer covers this substantive l ia-
bi l i ty  and in turn must indemnify for  damage in proport ion to the degree of  l ia-
bi l i ty  of  the person i t  insures.  What is  worse is  the outcome where the two
drivers are equal ly  responsible (50% each).  In these cases neither of  the two
would be assigned the malus penalty.  In addit ion to this absurdity,  then,  the
rule could incite fraudulent behaviour.

In conclusion,  the provisions concerning the bonus/malus system distort  i ts
nature,  reducing the impl ici t  deterrence of  the malus penalty.  This impl ies a
f lattening of  the distr ibut ion towards the better classes,  but  the insured wil l
have to pay higher premiums to offset  the income loss due to fai lure to apply
the penalt ies.
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THE OBLIGATION TO CONTRACT: REFERRAL TO THE EUROPEAN COURT
OF JUSTICE

Concluding the prel iminary assessment of I tal ian rules on the obligation to
contract in the motor l iabi l i ty insurance sector,  on 12 October 2006 the Com-
mission decided to refer Italy to the EU Court of  Justice.  In the Commission’s
view, the Ital ian provisions are in confl ict  with the EU Treaty and with the Third
Non-l i fe Directive.  The procedure was init iated in October 2005 with a f irst
objection to the Ital ian government,  expressing doubt over the maintenance of
the obligation to contract.  In Apri l  2006 the Commission added a reasoned
opinion,  prel iminary to an infraction procedure before the Court of  Justice.

The object ions of  the Commission bear on two art icles of  the Insurance Code
in part icular:  Art icle 35,  because i t  requires companies to calculate motor l ia-
bi l i ty  premiums consistent  with their  technical  basis,  which must be extended
to an observation period of  at  least  f ive years;  and Art icle 122,  because i t
makes the obl igat ion to contract into an obl igat ion to set  pr ices for  al l  r isks
and to accept al l  pol icy appl icat ions,  which the Commission sees as a ground-
less restr ict ion of  the freedom to set  pr ices,  establ ished expl ici t ly  by the Third
Non-l i fe Direct ive (apparently the derogation solely for  companies special ized
in insuring f leets of  vehicles was considered insuff icient) .  These measures
are also held to confl ict  with the principle of  home country control ,  as they
apply the obl igat ion to contract in this pervasive fashion even to insurance
companies whose registered off ice is  in another EU member state.

The Commission argued that  the understandable social  concern to protect the
insured that  underpins the contested rules can be served using less constr ic-
t ive legislat ive devices,  l ike those adopted in other member states to ensure
universal  access to compulsory motor l iabi l i ty  insurance without violat ing EU
principles on competi t ion (e.g. ,  the French “Bureau de tar i f icat ion” of  the for-
mation of  “bad companies” in the United Kingdom).

On this matter ANIA has repeatedly cal led for  a pol i t ical  solut ion reconci l ing
the several ,  del icate exigencies in play to reach an appropriate balance.  The
Associat ion confirms the readiness of  the insurance industry to cooperate on
the technical  plane in any way that  can help attain such a result .

THE SECURITIZATION OF A MOTOR INSURANCE PORTFOLIO

One of  F rance’s  lead ing  insurers  recent ly  completed  the  complex  secur i t i -
za t ion  o f  a  por t fo l io  o f  motor  insurance po l ic ies  underwr i t ten  in  four  Euro-
pean countr ies ,  inc lud ing  I ta ly.  The  to ta l  amount  o f  the  premiums secur i -
t i zed  was  Euro 411  mi l l ion ,  21% of  i t  in  I ta ly.  The  operat ion  fo l lows a  secu-
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r i t i za t ion  by  the  same company  concluded in  December  2005 ,  l im i ted  to  the
French market .

The f irst  part  of  the agreement is  a standard reinsurance contract.  The prime
insurer transfers to the reinsurer a port ion of  i ts  premium income f low and in
return receives,  apart  from the usual  reinsurance service,  a deposit  of  Euro
411 mil l ion as security.  The reinsurer sold to a special  purpose vehicle (known
as a “Fond Commun de Créances”)  the r ight  to receive from the company part
or al l  of  the deposit  depending on the performance of  the portfol io of  pol icies
transferred.  The FCC issued six-year bonds total l ing Euro 411 mil l ion in three
tranches.  The f irst ,  for  Euro 91.5 mi l l ion,  is  rated AAA, the second (Euro 220
mil l ion)  A+,  and the third (Euro 100.1 mi l l ion)  BBB.

If  the overal l  loss rat io in the four nat ional  markets should exceed 74.3% in a
year,  an independent committee wil l  have two years to veri fy  the cost  of
claims.  I f  i t  were to confirm the overshoot,  investors would lose the port ion of
their  investment corresponding to the claims over and above the pre-deter-
mined loss rat io.  Specif ical ly,  i f  the rat io is  between 74.3% and 78.9%, part  or
al l  of  the third tranche wil l  not  be redeemed; for  values between 78.9% and
89.0%, the redemption of  the second tranche wil l  also be l imited;  and i f  the
loss rat io is  higher st i l l ,  even the f irst  tranche wil l  be affected.  The tr igger
loss rat io is  renegotiated every year.

Investors in these bonds ( inst i tut ional  investors only)  are thus essential ly
exposed to the r isk of  a possible sharp r ise in the loss rat io.  At  present the
data on the spreads on these bonds are not  avai lable.  For the securit izat ion in
France in 2005,  the average spread for the three tranches was 28 basis points
above EURIBOR, in l ine with that  on synthetic products issued by banks.  This
indicates that  the r isk of  capital  loss is  deemed quite low.

According to Ti l l inghast Towers and Perr in,  this structure could be appl ied to
other insurance portfol ios,  especial ly  those on which capital  requirements are
part icularly high by comparison with the effect ive degree of  r isk.  The markets
have responded well .  According to Standard & Poor’s,  this kind of  securit iza-
t ion opens up great opportunit ies for  the ent ire non-l i fe insurance industry,
offer ing portfol io diversif icat ion and higher yields.
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Other non-life insurance classes
In 2006 premium growth slowed down as consequence of  a
“soft” market,  in particular in transport .  Premium incidence of
other non-li fe classes on the total  non-li fe premiums continues
to grow, even though in a l imited way.  Due to the worsening of
loss ratio,  which increased by two percentage points compared
to 2005,  there was a decrease of  the incidence on the total
technical account result  compared to premiums (from 4.3% in
2005 to 2.6% in 2006) .

NON-LIFE INSURANCE CLASSES OTHER THAN MOTOR CLASSES

Premiums for  direct  domestic  business ,  co l lected in  non- l i fe  insurance
classes other  than motor  c lasses ( that  is  excluding land vehic les ,  motor  th i rd
party  l iabi l i ty,  and mar ine vehic les)  were,  in  2006,  equal  to  Euro 15 ,563  mi l -
l ion,  growing by 4 .1% compared to  2005 f igures,  the lowest  growth rate  in
th is  decade.  This  resul t  is  mainly  expla ined by the reduct ion registered for
premiums in  t ransport ,  d i rect  consequence of  a  “sof t”  type of  market  which
impl ies  a  restra int  in  uni t  pr ices.  In  part icular,  the branches which regis-
tered a  decrease compared to  the previous year  were motor  insurance (-
18 .7%),  ships ( -9 .5%) ,  goods in  t ransi t  ( -7 .0%)  and ra i lway ro l l ing stock(-
5 .0%) ;  the c lasses that  registered growth rates above average were credi t
(+6 .4%),  s ickness (+6 .5%),  assistance (+8 .3%),  legal  expenses (+11.0%) and
miscel laneous f inancia l  loss  (+16.1%).  Premium incidence of  other  non- l i fe
insurances on the tota l  non- l i fe  premiums is  s l ight ly  increasing,  going f rom
41.2% in  2005 to  41 .9% in  2006.
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The incurred claims cost  for  the f inancial  year ,  def ined as the total  paid cost
and the total  reserved cost  for  al l  claims incurred in the current accident
year,  amount to Euro 10,052 mil l ion (Euro 9,439 mil l ion in 2005) ,  with an
increase of  6 .5% compared to the previous year.  Considering that  the claims

NON-LIFE INSURANCE CLASSES OTHER THAN MOTOR CLASSES
Euro mi l l ion

2000 2001 2002 2003 2004 2005 2006

Gross written premiums 10,976 11,771 12,807 13,505 14,180 14,957 15,563
Changes in premiums reserves (-) 333 404 353 402 474 484 496
Incurred claims (-): 7,925 8,130 8,714 8,872 8,914 9,140 9,818
- incurred claims cost for the current accident year (-) 8,065 8,076 8,663 9,114 8,979 9,439 10,052
- excess/shortfall of reserves for those
- claims incurred in previous accident years 140 -54 -51 242 64 298 233
Balance of other technical items -213 -209 -263 -283 -318 -314 -388
Operating expenses (-) 3,255 3,458 3,701 3,919 4,130 4,409 4,631
- missions 2,225 2,339 2,546 2,722 2,858 3,084 3,294
- other acquisition costs 412 468 471 497 521 548 566
- other administration costs 617 650 685 699 751 777 771
Direct technical balance -750 -430 -223 28 343 610 229
Investment income 695 683 529 695 784 829 808
Direct technical account result -56 253 305 723 1,128 1,439 1,037
Reinsurance results and other items 516 135 -130 -346 -758 -811 -644
Overall technical account result 460 388 175 377 370 628 394

Annual % changes in premiums 5.7% 7.2% 8.8% 5.4% 5.0% 5.5% 4.1%
Combined ratio 104.1% 100.9% 98.9% 96.7% 94.2% 92.6% 94.9%
- Expense ratio 29.7% 29.4% 28.9% 29.0% 29.1% 29.5% 29.8%

- Missions/Gross written premiums 20.3% 19.9% 19.9% 20.2% 20.2% 20.6% 21.2%
- Other acquisition costs/Gross written premiums 3.8% 4.0% 3.7% 3.7% 3.7% 3.7% 3.6%
- Other administration costs/Gross written premiums 5.6% 5.5% 5.3% 5.2% 5.3% 5.2% 5.0%

- Loss ratio: 74.5% 71.5% 70.0% 67.7% 65.0% 63.2% 65.2%
- Loss ratio for the current accident year 75.8% 71.0% 69.6% 69.6% 65.5% 65.2% 66.7%
- Excess/shortfall of reserves for previous years claims/
- Earned premiums 1.3% -0.5% -0.4% 1.8% 0.5% 2.1% 1.5%

Technical balance/Earned premiums -7.1% -3.8% -1.8% 0.2% 2.5% 4.2% 1.5%
Technical account result/Earned premiums -0.5% 2.2% 2.5% 5.5% 8.2% 9.9% 6.9%
Overall technical account result/Earned premiums 4.3% 3.4% 1.4% 2.9% 2.7% 4.3% 2.6%

Premiums to total non-life premiums ratio (%) 39.4% 39.3% 39.5% 39.5% 40.0% 41.2% 41.9%

Indexes and changes (%) are calculated on data in  Euro thousand
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cost growth resulted higher than that  registered by premiums,  the incurred
claims cost  for  the f inancial  year is  turning for  the worse,  going from 65.2% in
2005 to 66.7% in 2006.

The incurred claims cost ,  which also include i f  compared to the incurred
claims cost  for  the f inancial  year the possible excess/shortfal l  for  claims
incurred in previous accident years,  total led Euro 9,818 mil l ion,  7 .4% more
compared to 2005.  The rat io between these incurred claims cost  and incurred
claims cost  for  the f inancial  year was equal  to 65.2%, increasing compared to
63.2% in 2005.  The insurance classes that  more than others contr ibuted to the
worsening of  this indicator and that  have a greater importance in terms of
premiums compared to others,  have been accident,  the loss rat io of  which
passes from 48.9% in 2005 to 50.9% in 2006,  s ickness ( from 75.4% to 76.3% and
general  l iabi l i ty  (88.2% and 91.7%).  The worsening is  common to most classes
with the exception of  rai lway rol l ing stock and aircraft .

Operating expenses were equal  to Euro 4,631 mil l ion (Euro 4,409 mil l ion in
2005)  and include administrat ion expenses relat ing to the technical  manage-
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ment of  the insurance business,  acquisi t ion costs,  costs arising from premium
collect ion and costs relat ing to the organisat ion and management of  the dis-
tr ibut ion network.  These operat ing expenses were equal  to 29.8%, in l ine with
the 29.5% 2005 value.  The branch presenting the higher rat io of  these operat-
ing expenses to premiums is legal  expenses (37.4%);  more contained values,
lower than 20%, register  in aircraft  third party l iabi l i ty  (14.1%),  aircraft
(15.9%) and ships (16.5%).

The technical balance for direct  business was posit ive for  Euro 229 mil l ion
(Euro 610 mil l ion in 2005) .  Even though i t  continues to be posit ive,  the drop
registered by the technical  balance is  ascribable to the increase of  claims
cost;  in part icular  a  negat ive technical  balance was tota l led by general  th i rd
party  l iabi l i ty  (Euro -732 mil l ion in 2006 against  Euro -575 mil l ion in 2005) ;  s ick-
ness (Euro -126 mil l ion against  Euro -90 mil l ion in 2005) ;  miscel laneous f inan-
cial  loss (Euro -101 mil l ion against  a posit ive technical  balance equal  to Euro
36 mil l ion in 2005) .  Higher balances in absolute value registered in the f ire and
natural  forces classes (Euro 327 mil l ion)  and in accident (Euro 414 mil l ion) .
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Considering that  investment income was Euro 808 mil l ion (Euro 829 mil l ion in
2005) ,  the direct technical account result was posit ive for  Euro 1,037 mil l ion
(Euro 1,439 mil l ion in 2005) .

Taking the insurance balance into account,  the overall  technical account
result was posit ive at  Euro 394 mil l ion (Euro 628 mil l ion in 2005) ,  with an inci-
dence on premiums of  2 .6% (4.3% in 2005) .  In part icular,  the general  third party
l iabi l i ty  showed a total  technical  loss of  Euro -403 mil l ion (Euro -237 mil l ion in
2005) ,  with an incidence on premiums of  12.7.  Negative values of  such an inci-
dence are registered in  2006  for  a i rcra f t  th i rd  par ty  l iab i l i t y  ( -14 .0%) ,  a i r -
cra f t  ( -13 .9%) ,  s ickness  (-4.8%) and other damage to property (-0.7%).  Part ic-
ularly posit ive incidences (higher than 10%) are registered in the fol lowing
classes:  rai lways rol l ing stock (10.9%),  suretyship (11.6%),  accident (15.2%),
assistance (23.0%) and legal  expenses (29.9%).

THE INITIAL RESULTS OF THE ANIA-IRSA HEALTH CARE PROJECT

In Apri l  ANIA hosted a workshop to discuss the prel iminary f indings of  a
research project  on health care promoted by ANIA and sponsored by the
Insurance Research and Development Inst i tute ( IRSA).  I t  was attended by rep-
resentat ives of  al l  the social  partners involved in the health care system.

The f inal  version of  the project  wi l l  be presented in book form, publ ishing the
works of  the experts – academics and practi t ioners – involved in the ini t iat ive.
The volume is intended as a contr ibut ion to the ongoing debate on the future
of the I tal ian health care system. Here we offer a part ial  summary of  the ini-
t ial  f indings.

The f irst  considerat ion concerns expenditure on health care in I taly,  which is
not high by international  standards but  nevertheless produces results in terms
of improving qual i ty  of  l i fe and lengthening l i fe expectancy,  that  are at  least
as good as those attained in other countr ies that  spend more.  However,  these
good results are accompanied by widespread dissat isfact ion with the del ivery
of  health services.

One reason for dissat isfact ion is  certainly the geographical ly  uneven qual i ty
of  health care services.  Second,  popular indignation is  fueled by sensational
media coverage of  instances of  medical  errors and poor service and their
tragic consequences.  Al l  this,  combined with the cumbersome procedures for
indemnifying these errors,  has a powerful  negative impact on the judgments of
patients and medical  personnel .

Another reason l ies in the fact  that  pr ivate out-of-pocket health spending in
Italy is  decidedly high (according to the World Health Organizat ion,  in 2004

Other non-life insurance classes
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this type of  out lay accounted for 21% of  total  health care expenditure in I taly
and 84% of  pr ivate health spending).  Rat ional iz ing this large-scale private
spending according to the logic of  social  insurance could be a major object ive
for publ ic/private cooperat ion in the health care sector (Table 1) .  The true
importance of  the matter emerges when one considers the upward pressure
on health care spending that  wi l l  be exerted in the long term by a wide variety
of  factors on both the demand and the supply side.  Project ions are for  a sig-
nif icant increase in publ ic health expenditure,  and in fact  the increase has
already gotten under way.

The OECD’s latest  overal l  project ions of  publ ic expenditure for  health and
related services ( in part icular long-term care)  show that in the absence of
effect ive cost  containment between 2005 and 2050 I taly wi l l  record the largest
increase of  any country,  with spending set  to double from 6.6% to 13.3% of
GDP (Table 2) .  This enormous r ise wil l  be due not so much to health care
proper as to long-term care,  which start ing from a very low level  wi l l  increase
fivefold even with cost  containment.

The I ta l ian government also forecasts a considerable increase.  The est imates
released by the State Account ing Off ice on 30 May 2007 project  growth in
publ ic  health care spending from 6.9% of  GDP in 2006 to 8 .8% in 2050 due to
demographic factors alone ( the conservat ive “pure ageing” scenario) .  That
is ,  th is  project ion does not  consider  the l ikely  changes in  the pattern of
health expenditure by age-group and income (Table 3  gives an est imate made
in December 2006) .  This  is  a  f igure comparable to the so-cal led “pension
spending hump”,  except  that  where pension expenditure wi l l  begin to decl ine
from 2040 on,  no inversion in  the upward trend in  health spending is  forecast .

Final ly,  i t  must noted that  the reforms of  recent years in the mechanism for
f inancing health care have proven ineffect ive.  The aim of  making spending

Other non-life insurance classes

TABLE 1 -  PUBLIC AND PRIVATE HEALTH CARE EXPENDITURE IN SELECTED COUNTRIES (% OF GDP AND % COMPOSITION)

1990 2003

% of GDP % composition of private expenditure % of GDP % composition of private expenditure

Public Private Out of Insurance, Assistance Public Private Out of Insurance, Assistance
pocket health funds associations pocket health funds associations

France 6.4 2.0 48.7 46.9 4.4 8.2 2.3 42.2 53.5 4.3
Germany 6.5 2.0 46.8 30.4 22.8 8.5 2.3 47.9 40.2 11.9
Italy 6.1 1.6 73.0 3.0 24.0 6.2 2.2 83.3 3.8 12.9
Spain (1) 5.1 1.4 83.1 17.4 0.0 5.5 2.3 82.0 14.9 3.1
United Kingdom 5.0 1.0 64.0 19.9 16.1 6.7 1.1 n.a. n.a. n.a.
United States 4.7 7.2 33.0 56.6 10.4 6.7 8.4 25.3 66.0 8.7

(1)  Last  data for  2000
Source:  OECD, Health Data 2005
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TABLE 2 -  PROJECTIONS OF PUBLIC HEALTH AND LONG-TERM CARE SPENDING IN SELECTED COUNTRIES,  2005-2050 % OF GDP)

Health care LTC Totale

2050 2050 2050

2005 (1) Without With 2005 (1) Without With 2005 (1) Without With
cost cost cost cost cost cost

containment containment containment containment containment containment

Italy 6.0 9.7 7.9 0.6 3.5 2.8 6.6 13.2 10.7
OECD average (2) 5.7 9.6 7.7 1.1 3.3 2.4 6.7 12.8 10.1

France 7.0 10.6 8.7 1.1 2.8 2.0 8.1 13.4 10.8
Germany 7.8 11.4 9.6 1.0 2.9 2.2 8.8 14.3 11.8
United Kingdom 6.1 9.7 7.9 1.1 3.0 2.1 7.2 12.7 10.0
Spain 5.5 9.6 7.8 0.2 2.6 1.9 5.6 12.1 9.6
Sweden 5.3 8.5 6.7 3.3 4.3 3.4 8.6 12.9 10.1
Japan 6.0 10.3 8.5 0.9 3.1 2.4 6.9 13.4 10.9
United States 6.3 9.7 7.9 0.9 2.7 1.8 7.2 12.4 9.7

( 1)  OECD est imates
(2)  Unweighted average
Source:  OECD,  “Future budget  pressures ar is ing f rom spending on health and long-term care,”  Economic Out look no.  79 (June 2006) ,  p .  346

TABLE 3 -  PUBLIC EXPENDITURE FOR PENSIONS, HEALTH CARE,  ASSISTANCE TO THE ELDERELY,  EDUCATION AND UNEMPLOYMENT BENEFITS,  2005-2050 (1)

2005 2010 2015 2020 2025 2030 2035 2040 2045 2050

Total non-interest expenditure (2) - - 41.7 42 42.4 43.2 44 44.6 44.4 43.8
of which: age-related 26.2 25.9 25.9 26.3 26.7 27.6 28.5 29.1 29 28.5

Pensions (2) 14 14 13.9 14.1 14.4 15 15.5 15.7 15.3 14.5
of which: old-age and long-service pensions (2) 13.7 13.7 13.6 13.9 14.2 14.8 15.4 15.6 15.1 14.4
of which: disability and survivors benefits (2) 0.3 0.3 0.2 0.2 0.2 0.2 0.1 0.1 0.2 0.1

Health care (2) (3) 6.7 6.8 7 7.2 7.4 7.7 8 8.2 8.5 8.6
Assistance to the elderly (2) 0.8 0.8 0.8 0.9 0.9 1 1.1 1.1 1.2 1.3
Education (2) (4) 4.3 3.9 3.8 3.8 3.7 3.6 3.6 3.6 3.7 3.7
Unemployment benefits (2) 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4
Interest payments (2) 4.6 4.7 4.1 3 2.1 1.2 0.4 -0.2 -0.8 -1.6
Total revenues (2) - - 47 47 47 47 47 47 47 47

Baseline scenario

Labour productivity growth rate 0.4 1.1 1.7 1.7 1.8 1.7 1.7 1.7 1.7 1.7
Real GDP growth rate 0 1.9 1.8 1.6 1.3 0.9 0.8 0.8 1.1 1.2
Male participation rate (ages 20-64) 79.2 81.7 83.1 82.9 82.9 83.2 83.7 84.1 84.6 84.4
Female participation rate (ages 20-64) 53.6 57.4 60.3 61.7 62.1 62.3 62.6 63.5 64.3 64.7
Total participation rate (ages 20-64) 66.4 69.6 71.8 72.3 72.5 72.8 73.3 73.9 74.6 74.7
Unemployment rate 7.7 6.7 6.5 6.4 6.4 6.4 6.4 6.4 6.4 6.4
65+ population/total population 19.5 20.6 22 23.2 24.7 27.1 29.9 32.3 33.7 33.9
Old-age dependency ratio (65+/20-64) 31.9 33.9 36.9 39.4 42.5 48 55 62.1 66.5 67.4

( 1)  Rounding may cause discrepancies
(2)  As a percentage of  GDP
(3)  Inc luding publ ic  health spending for  assistance to the elder ly
(4)  Not  including adult  educat ion ( l i fe- long t ra ining)
Source:  Ministero del l ’Economia e F inanze (2006) ,  Programma di  stabi l i tà  del l ’ I ta l ia ,  Aggiornamento dicembre 2006
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units more accountable was undermined by the lack of  l inkage between the
avai lable resources and the essential  assistance standards.

Based on the foregoing considerat ions,  the project  suggests some possible
areas of  partnership between the private and the publ ic sector without preju-
dice to the fundamental  pr inciples of  the National  Health Service.

1.  Redesigning the system of  co-payments

In most OECD countr ies accountabi l i ty  for  spending on health care services is
establ ished along the ent ire “product chain”:  drugs,  general  practi t ioners,
diagnostics,  and hospital  care.  In many cases the co-payment system is highly
art iculated,  taking account of  the type of  service provided and the pat ient ’s
economic and health status.  Natural ly  there are exemptions based on income
and type of  pathology.

In France,  for  instance,  there is  a 30% co-payment for  G.P.s,  special ist  exami-
nations and diagnostics,  plus a mixed f ixed-fee-plus-percentage scheme for
in-hospital  services.  Virtual ly  al l  medicines (prescript ion and non-prescript ion
al ike)  are reimbursable,  but  with a standard co-payment of  35%; the co-pay-
ment is  el iminated for especial ly  important products and raised to 65% for
comfort  drugs.

The German system of  co-payments consists of  f ixed fees (not  percentages)
on G.P. ,  special ist  and diagnostic services and per day of  hospital izat ion,  with
a cei l ing on the charge to pat ients in the case of  hospital izat ion.  Most drugs
(prescript ion and non-prescript ion)  are reimbursable,  subject to a co-payment
of  10%, with lower and upper thresholds.

In I taly,  publ ic health services are almost ent irely free,  except for  special ist
examinations and out-of-hospital  diagnostics and prescript ion co-payments in
the few regions that  have inst i tuted them. The legislat ive framework has been
complicated by regional  decentral izat ion,  regulat ion being devolved to the
regions without any basic coordinat ion.

In the long run, leaving this situation unchanged is not a realistically sustainable
option. Moreover, it  would mean retaining a system that is totally universalistic
in theory but in which services are rationed in practice by long waiting l ists, fre-
quently to the detriment of the low-income groups. However, simply lowering the
essential assistance standards could have perverse consequences in terms of
economic impact, as it  is difficult to determine in advance which income groups
most commonly require the services to be excluded, either now or in the future.

Accepting the principle that adequate health care services cannot be provided
without corresponding financial sustainabil ity,  a true co-payment system needs

Other non-life insurance classes
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to be designed to protect the most vulnerable population groups from being fur-
ther victimized. The impact on income distribution should be determined in
advance through appropriately means-tested reductions and exemptions.

Co-payment,  diversif ied according to type of  service and graduated according
to the pat ient ’s  economic si tuat ion and health condit ions,  would also serve to
introduce elements of  individual  responsibi l i ty  and select ion.  For this,  a regu-
latory framework could be designed to dif ferentiate payment by individual
condit ion and medical  service or type of  service.  In these circumstances
insurance pol icies for  supplementary health services could be proposed,
designed in such a way as to cover the purchase and co-payment of  some
types of  health care services.

2.  Development of  private in-hospital  care by NHS physicians

A recent survey by the Agency for Regional  Health Services has found that
private professional  act iv i ty  by National  Health Service doctors in hospitals
increased by 38.1% between 2001 and 2004 and involved 0.4% of  al l  hospital-
izat ions in the latter  year.  No data on special ist  medical  services under this
regime are avai lable.

This outcome is certainly far  below potential .  The total  volume of  pr ivate
health spending,  which can be read as a signal  of  the widespread need for di f-
ferentiat ion of  health care,  freedom of  choice and freedom of  access to health
care services,  is  far  greater than the in-hospital  segment.

A survey released in March 2007 by the Senate Health and Hygiene Committee
has found signif icant di f ferences between regions and health units in degree
of implementat ion of  pr ivate in-hospital  care.  The study found in part icular
that  i t  was more common in the regions where health care is  better organized.

The Committee study mentions the fol lowing weak points:
– lack of  space for medical  examinations and hospital izat ion and (to a lesser

extent)  lack of  technology suitable to the exercise of  pr ivate care within
NHS faci l i t ies;

– dif f iculty in carrying out  controls and lack of  complete and consistent  reg-
ulat ions in each local  unit ;

– lack of  central ,  computerized reservation and pricing faci l i t ies;
– lack,  in some cases,  of  local  health unit  pr ice l ists for  pr ivate services;
– auxiliary personnel’s lack of training for the specific tasks required by private

professional activity; intermingling of the NHS and private assistance paths;
– disproportion between the allowance for exclusive public practice and the

number of doctors engaging in private activity;
– inadequate information on the real  costs of  pr ivate act iv i ty ;
– occasional existence of duplicate waiting lists (for NHS and for private care).

Other non-life insurance classes
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The sector of  pr ivate in-hospital  care,  or  part  of  i t ,  offers interest ing opportu-
nit ies for  pr ivate third-party payers,  who would have the advantage of  access
to a very large market in which prices could be set  in advance.  A consistent
framework propit ious to the expansion of  pr ivate in-hospital  care could st im-
ulate the development by insurers of  pol icies designed to cover this type of
medical  expense,  with insurers paying direct ly to the medical  faci l i ty.  At  the
same t ime i t  would faci l i tate the development of  supplementary health care
funds for  pr ivate in-hospital  care,  as envisaged in the law that  inst i tuted such
funds (Legislat ive Decree 229/1999) .

3.  “Vintage” health funds and supplementary insurance

The story of  “vintage” supplementary health funds (under Legislat ive Decree
229/1999,  Art icle 9)  is  not  encouraging.  Inst i tuted – on paper – in 1999,  the
funds are not  operat ional ,  because the necessary implementing regulat ions
have not been issued.  This inert ia has been due in part  to the resistance of
those who bel ieve that  the development of  such funds impl ies a narrowing of
the scope for publ ic health care and in part  to the fai lure of  pr ivate in-hospi-
tal  care to develop,  as this was to form a signif icant port ion of  the medical
services insured.  Another obstacle has been dif f iculty in harmonizing the
treatment of  these “vintage” funds with pre-exist ing ones.

In any event,  i f  i t  were decided to introduce forms of  co-payment and to favour
private in-hospital  medical  care,  i t  would be necessary to reconsider ways of
optimizing the legal  and operat ional  framework for  health care funds and their
tax treatment.  The funds could make for better channel l ing of  the demand for
health care services that  pat ients now pay for  out-of-pocket,  more effect ively
pool ing r isks and,  i f  accompanied by tax incentives based on income, prove to
be less regressive than the present si tuat ion.

THE AVERAGE COSTS OF HEALTH POLICY CLAIMS: SURVEY FINDINGS

ANIA has conducted a sample survey to est imate the average costs sustained
in relat ion to claims on private health insurance pol icies.  The survey covered
the years from 2002 through 2006.  The sample companies account for  almost
40% of  total  gross premiums writ ten in 2006.  The aim of  the study was to deter-
mine the average costs of  claims for in-hospital  and out-patient  medical  serv-
ices,  separately for  individual  and group pol icies.

To better understand medical  services,  the average costs were broken down
according to the type of  coverage:

– reimbursement: where the pol icy covers health expenses for  hospital iza-
t ion,  surgery,  or  medical  examinations and diagnostics;

Other non-life insurance classes
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– indemnif icat ion:  where the pol icy provides for  a dai ly  al lowance or other
monetary compensation in case of  i l lness.

Individual policies

In 2006 the average cost  of  health claims for hospital izat ion or surgery was
Euro 3,350,  ten t imes as much as that  of  non-hospital  care (Table 1) .  Whereas
in-hospital  claim costs have been on a r is ing trend,  the average expenditure
on non-hospital  care has decl ined,  from Euro 370 in 2002 to Euro 280 in 2006.
The dif ference was less marked for pol icies providing chief ly  for  a dai ly
al lowance in the event of  i l lness.  In 2006 the amount paid out  during the ent ire
period of  disabi l i ty  fol lowing hospital izat ion or surgery was Euro 600 (a f igure
that was fair ly  stable over the period covered),  whi le payments not  related to
hospital izat ion was Euro 830 (down from over Euro 1,000 in 2002-2003) .

In addit ion to costs,  the survey also quanti f ied other parameters relat ing to
individual  health insurance pol icies:

– durat ion of  contracts: in  the f ive-year period studied here,  the length of
health insurance contracts averaged between 7 and 8 years;

– percentage of  ind iv idual  po l ic ies :  the  number  of  ind iv idual  po l ic ies
increased from 20% of total  health insurance policies in 2002 to 35% in 2006;

– average premium: the sample indicates that  in 2006 there were more than 1
mil l ion individual  health insurance pol icies in being ( twice as many as in
2002) ;  the average premium was about Euro 600 ( in 2002 i t  had been some-
what above Euro 400) .

Group policies

The average amount of  claims paid by insurers for  in-hospital  medical  care
under group pol icies is  broadly in l ine with that  for  individual  pol icies.  In 2006

Other non-life insurance classes

Reimbursement
for hospitalization Non-hospital expenses

or surgery
Year

Average claim cost Average claim cost

2002 2,081 368
2003 3,131 275
2004 3,244 303
2005 3,416 319
2006 3,349 282

Daily allowance
Non-hospital

for hospitalization
daily allowance*

or surgery*
Year

Average claim cost Average claim cost

2002 659 1,093
2003 526 1,024
2004 558 982
2005 594 692
2006 610 831

(* )  The average c la im cost  of  dai ly  a l lowances,  surgery  and non-hospital  care is  for  the ent i re  per iod over  which the payments are made

TABLE 1 -  ANIA STATISTICAL STUDY OF HEALTH INSURANCE ( indiv idual  pol ic ies)
Euro
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the 4 average claim under reimbursement pol icies was Euro 3,100 and that  for
indemnif icat ion pol icies was about Euro 600 (Table 2) .  Claims for out-patient
care (both reimbursement and indemnif icat ion)  were lower on the average,
only about half  as large as for  individual  pol icies.

For  group  po l ic ies  i t  was  a lso  poss ib le  to  es t imate  the  average  cost  o f
c la ims ,  by  type  o f  medica l  serv ice ,  for  re imbursement  o f  non-hosp i ta l  med-
ica l  expenses .  In  2006  the  most  cost ly  forms  o f  care  were  onco log ica l
(more  than  Euro 1 ,000 )  and  denta l  (Euro 700 ) .  For  the  o ther  types  o f  c la im,
amounts  were  genera l l y  s tab le  over  the  f i ve  years ,  except  fo r  drugs .
Speci f ica l ly,  c la ims  for  advanced d iagnost ics  averaged Euro 120 ,  those  for
d iagnost ic  tes ts  Euro 100 ,  those  for  phys ica l  therapy  Euro 350 ,  and  those  for
eyeg lasses  and  lenses  Euro 135 .

Reimbursement
for hospitalization Non-hospital expenses

or surgery
Year

Average claim cost Average claim cost

2002 3,086 192
2003 3,229 168
2004 3,010 159
2005 3,278 154
2006 3,103 151

Daily allowance
Non-hospital

for hospitalization
daily allowance*

or surgery*
Year

Average claim cost Average claim cost

2002 - -
2003 513 411
2004 509 490
2005 554 461
2006 605 296

(* )  The average c la im cost  of  dai ly  a l lowances,  surgery  and non-hospital  care is  for  the ent i re  per iod over  which the payments are made

TABLE 3 -  ANIA STATISTICAL STUDY OF HEALTH INSURANCE (group pol ic ies)
Euro

Non-hospital expenses by type of service

Advanced Diagnostic Oncological Dental Physical
Medicines

Eyeglasses
Other

diagnostics checks treatment treatment therapy and lenses
Year

Average Average Average Average Average Average Average Average
per claim per claim per claim per claim per claim per claim per claim per claim

2002 100 99 946 1,000 286 135 145 1,129
2003 174 99 925 636 323 65 136 1,207
2004 110 95 913 703 349 69 147 1,094
2005 109 95 1,145 716 347 94 146 527
2006 121 98 1,019 666 350 61 135 612

(* )  The average c la im cost  of  dai ly  a l lowances,  surgery  and non-hospital  care is  for  the ent i re  per iod over  which the payments are made

TABLE 2 -  ANIA STATISTICAL STUDY OF HEALTH INSURANCE (group pol ic ies)
Euro
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MEDICAL MALPRACTICE INSURANCE

There are two forms of  insurance against  l iabi l i ty  in the f ield of  health care.
One is  for  pr ivate and publ ic sector health care inst i tut ions.  The other is  for
individual  health care professionals regardless of  whether or not  they are
aff i l iated with an inst i tut ion.

ANIA conducts an annual  stat ist ical  survey to est imate the number of  claims
on these two types of  pol icy.  Over the decade from 1995 to 2005 the number of
claims rose by 65%, from a total  of  just  over 17,000 to 28,500 (Figure 1) .  The
sharpest increase was in claims in respect of  individual  professionals,  which
soared by 134%, from 5,798 in 1995 to 12,374 in 2005.  Claims in respect of  inst i-
tut ions rose by 41% from 11,444 to 16,085.  This trend,  together with the
increase over t ime in the average amount of  the payouts,  has had extremely
adverse repercussions on insurers’  technical  accounts.

The fundamental  cause of  the great increase in the number of  claims is  a
change in the att i tude of  pat ients and their  family members,  who no longer
appear to be resigned to negative outcomes of  medical  treatment but  now
tend to appraise – not  always correctly – the scient i f ic value of  tests,  the
appropriateness of  treatment and the performance of  doctors and health care
inst i tut ions.  Another factor in the greater number of  claims has been an
increase in the number of  legal ly  el igible injured part ies – no longer the
patients alone but also their  relat ives – and an enlargement of  the physician’s
sphere of  l iabi l i ty,  not  through changes in the law but through court  decisions
that have interpreted the law more and more favourably to the claimants.

Other non-life insurance classes
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The result  was that  the premiums earned in years past  were much too small  to
pay the claims.  In recent years,  this has produced a r ise in premiums and
str icter standards for  taking on new pol icyholders.  To better grasp technical
developments in this sector,  let  us fol low trends in the rat io of  claims to pre-
miums,  which is  the technical  indicator that  gauges how much of  the premium
income the insurance company must al locate to pay claims.

Table 1 shows the loss rat io for  al l  medical  malpractice insurance ( individual
and inst i tut ional)  for  the various years in which claims were f i led at  three
points in t ime,  i .e.  as the company becomes better and better informed as to
the f inal  amount of  damages.  This type of  analysis is  indispensable,  in that  in
many cases a great deal  of  t ime elapses before claims are sett led,  so several
dif ferent observation years are needed to truly evaluate the damages.  For
example,  at  the end of  2005 just  5% of  the losses on claims f i led in 2005 related
to claims sett led;  the remaining 95% involved reserves against  claims st i l l
pending.  At  that  same date,  81% of  the losses on claims f i led in 1995 related to
claims already sett led (Figure 2) .

Other non-life insurance classes

Year of filing At 31.12.2002 At 31.12.2004 At 31.12.2005

1995 182 212 216
1996 187 198 195
1997 223 320 300
1998 168 340 313
1999 179 262 266
2000 151 216 219
2001 154 218 218
2002 149 232 229
2003 196 199
2004 145 170
2005 173

TABLE 1
LOSS RATIO TO 31 DECEMBER 2005

BY YEAR OF F IL ING*
%

FIGURE 2
DISTRIBUTION OF CLAIM AMOAUNTS

AT 31.12.2005 BY YEAR OF F IL ING AND
STATUS OF CLAIM
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of  reopening
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Examining the generat ion of  claims f i led in 2002,  the rat io of  claims to premi-
ums at  the end of  that  year was 149%; at  the end of  2005 i t  was 229% (Table 1) .
For the generat ion of  claims f i led in 1995,  after  seven years (at  the end of
2002) ,  for  every Euro 100 of  premium income, claim payments amounted to
Euro 182.  Two years further on (or  nine years after f i l ing) ,  this f igure had r isen
to Euro 212.  This shows clearly that  the value of  the reserves set  aside ini t ial ly
was not enough to cover sett lements.  At  31 December 2005,  or  ten years after,
the rat io had r isen st i l l  further,  to 216%.

AUDITORS’ LIABILITY AND D&O POLICIES

In  January  2007  the  European Commiss ion began a  consul tat ion  on the  l ia-
b i l i ty  o f  audi tors .  The Commiss ion s t ressed that  the  unl imi ted  l iab i l i ty  o f
audi t ing  f i rms could  be  a  deterrent  to  smal ler  f i rms to  compete  wi th  the
large in ternat ional  audi tors .  Fur ther,  un l imi ted  l iab i l i ty  could  d imin ish  the
insurance industry ’s  industry  in  o f fer ing  adequate  insurance coverage.  The
consul tat ion  paper  env isaged four  poss ib le  ways of  l imi t ing  l iab i l i ty  for
audi tors :

1. a single Europe-wide cei l ing;
2. a cei l ing based on the size of  the corporat ion audited;
3. a cei l ing based on the audit ing fees;
4. proport ional  l iabi l i ty.

The f irst  method would set  a maximum l iabi l i ty  appl icable throughout the
European Union,  equal  in al l  member states and independent of  the size of  the
company being audited or the fees paid to the auditor for  the assignment.  The
second and third methods would set  di f ferential  cei l ings to the auditor’s l ia-
bi l i ty  depending on the size of  the corporat ion audited or else on the amount
of  fees the auditor charges for  each corporate assignment.  Proport ional  l ia-
bi l i ty  consists in attr ibut ing to each of  the part ies involved a loss correspon-
ding to i ts  share of  responsibi l i ty.

The CEA’s response to the consultat ion notes that  the problem of  insurabi l i ty
essential ly  concerns the “Big Four” international  audit ing f irms,  whi le other
auditors do not  face any substantial  di f f iculty in acceding to the insurance
market.  On the merits,  the CEA argued that  sett ing a cei l ing on the auditor’s
l iabi l i ty  is  unl ikely to solve the problem of  insurabi l i ty  for  the large auditors.
First ,  the CEA notes that  the largest  suits very often and to signif icant extent
involve investors in non-European countr ies ( including the United States) ,  to
which an EU cei l ing could not  apply.  Second,  a cei l ing wil l  not  prevent the
occurrence of  large-scale losses but  would only protect the audit ing f irms and
deflect  the interest  of  the damaged part ies towards others,  presumably the
members of  the governing bodies and top executives of  the corporat ions
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audited.  This would be tantamount to shif t ing the problem of  insurabi l i ty  to
other categories of  person and would probably make tradit ional  l iabi l i ty  cov-
erage more cost ly  and possibly unavai lable to these corporate directors and
off icers (D&O).

Further,  by the establ ished practice of  I tal ian and international  insurers l iabi l-
i ty  coverage is  already subject to r isk cei l ings.  Adding a l imit  to the maximum
loss to an auditor is  unl ikely to spark greater interest  on the part  of  insurance
companies in this type of  product.

The problem of  auditors’  l iabi l i ty  and the market avai labi l i ty  of  adequate insur-
ance against  i t  wi l l  be hard to solve by sett ing l iabi l i ty  cei l ings.  This is  a prob-
lem that  can only be resolved through an examination of  al l  the components
that make up the audit ing market.

Other non-life insurance classes
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Reinsurance
In 2006  overal l  premiums for  indi rect  domest ic  business
registered strong growth compared to the previous year and
were equal to over Euro six bil l ion (+21.8%);  premiums for only
professional reinsurers,  equal to Euro 1,5 bil l ion,  reflected a
decrease (-8,6%).

Indirect  premiums were equal  to Euro 6,147 mil l ion in 2006,  increasing by
21.8% compared to 2005;  the growth fundamental ly  referred to l i fe classes
(Euro 3,384 mil l ion,  +62.6% compared to 2005) ,  whi le non-l i fe classes regis-
tered a sl ight  decrease of  premiums (Euro 2,763 mil l ion,  -6.9% compared to
2005) .  The rat io of  these indirect  premiums to total ,  direct  and indirect ,
increased from 4.4% in 2005 to 5.4% in 2006.

Professional Reinsurers

Indirect  premiums for domestic and foreign business,  gross of  retrocession,
for  the insurance companies engaged only in reinsurance business (so-cal led
professional  reinsurers)  amounted to Euro 1,505 mil l ion,  representing a 8.6%
decrease compared to 2005.  This is  the reason why the market share of  pro-
fessional  reinsurers on the whole indirect  business decreased (from 32.6% in
2005 to 24.5% in 2006) .

The t imeframe in which the reinsurance operat ions are closed only enable the
f inal  data on balance sheet and income statement for  2005 to be presented.

In spite of  the appreciable decrease of  writ ten premiums in 2005 in conse-
quence of  “soft” market,  which is  characterised by moderate unit  pr ices,  the
technical  account result  for  the non-l i fe and l i fe classes,  net  of  retroceded
premiums,  was posit ive at  Euro 202 mil l ion,  ref lect ing a sl ight  increase com-
pared to Euro 196 mil l ion of  2004.  Also the rat io of  the technical  account result
to premiums increased from 13.7% in 2004 to 14.7% in 2005.  The improvement
of  the result  was possible thanks to the decrease of  the incurred claims cost
for the f inancial  year,  s ince 2005 was characterized by a small  number of  large
claims,  at  least  for  I taly.

The result  for  the f inancial  year was posit ive at  Euro 163 mil l ion (169 in 2004) ;
the incidence on premiums recorded an increase from 11.8% in 2004 to 14.3%
of 2005.

DOMESTIC AND FOREIGN INDIRECT PREMIUMS
Euro mi l l ion

WHOLE PREMIUMS CHANGE % ON TOTAL DIRECT
MARKET % AND INDIRECT

PREMIUMS

1997 5,215 6.7% 11.0%
1998 5,233 0.3% 9.3%
1999 4,678 -10.6% 7.0%
2000 5,401 15.5% 7.4%
2001 5,461 1.1% 6.7%
2002 5,683 4.1% 6.1%
2003 5,934 4.4% 5.8%
2004 5,487 -7.5% 5.1%
2005 5,048 -8.0% 4.4%
2006* 6,147 21.8% 5.4%

(* )  ANIA est imate

PROFESSIONAL REINSURERS INDIRECT PREMIUMS 
Euro mi l l ion

PROFESSIONAL PREMIUMS CHANGE % ON TOTAL
REINSURERS % INDIRECT

PREMIUMS

1997 1,729 8.5% 33.2%
1998 1,835 6.2% 35.1%
1999 1,669 -9.1% 35.7%
2000 2,025 21.3% 37.5%
2001 1,891 -6.6% 34.6%
2002 2,171 14.8% 38.2%
2003 1,828 -15.8% 30.8%
2004 1,857 1.6% 33.8%
2005 1,647 -11.3% 32.6%
2006* 1,505 -8.6% 24.5%

(* )  ANIA est imate
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Reinsurance
PROFESSIONAL REINSURERS
Euro mi l l ion

PROFESSIONAL REINSURERS
Euro mi l l ion

INCOME STATEMENT* 2000 2001 2002 2003 2004 2005

Technical account
Indirect premiums 1,447 1,356 1,638 1,390 1,429 1,139
Changes in premiums reserves (-) 230 196 197 88 72 73
Investment income 219 176 201 277 210 226
Incurred claims (-) 1,083 934 1,146 998 983 767
Operating expenses (-) 425 404 445 364 373 309
Balance on other profits and losses -11 -12 -2 -8 -15 -14
Balance -83 -14 49 209 196 202

Non-Technical account
Profits 32 21 25 44 29 24
Balance on other profits and losses -20 -22 -6 -16 -10 8
Balance on ordinary activities -71 -15 68 237 215 234
Balance on extraordinary activities 109 -1 12 54 -10 13
Taxes on income (-) 3 0 20 34 36 84
Result for the year 35 -16 60 257 169 163

(* )  Technical  i tems net  of  cessions and retrocessions

BALANCE SHEET 2000 2001 2002 2003 2004 2005

Liabilities 
Shareholder’s equity 457 449 558 708 582 635
Technical reserves 5,471 5,874 5,837 5,766 5,819 5,707
Funds and deposits from reinsurers 431 465 424 425 413 243
Debts and other liabilities 1,044 1,094 1,246 1,127 1,180 1,307

Total 7,403 7,883 8,065 8,026 7,994 7,891

Assets
Intangible assets 294 267 261 271 191 154
Investments 5,109 5,469 5,483 5,429 5,644 5,645
Technical reserves from reinsurers 1,196 1,260 1,190 1,136 1,086 1,005
Amounts owed by debtors 590 632 795 820 789 839
Miscellaneous 214 255 336 370 285 248

Total 7,403 7,883 8,065 8,026 7,994 7,891
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Human resources and the operational area
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STAFF AND LABOUR COSTS

At the end of  2006 the I tal ian insurance industry had a total  of  39,795 employ-
ees,  129 fewer than a year earl ier.  The number of  administrat ive employees,
including managers,  decl ined by 351 to 36,665,  whi le that  of  sales personnel
rose by 222 to 3,130.  In addit ion,  the insurance industry col lect ive bargaining
agreement also appl ies to some 3,600 employees of  insurance company sub-
sidiaries.

Women accounted for  44.4% of  a l l  insurance employees in  2006.  Nearly  al l
staff  (95%) were on open-ended contracts;  10.4% had part- t ime jobs.  The
average age of  administrat ive employees was 43,  that  of  managers 49,  that  of
sales personnel  38.5 ,  and that  of  cal l  centre staff  31.5 .  In  2004,  30% of  insur-
ance employees were universi ty  graduates and another 54% had high school
diplomas.

Total  staff  costs came to Euro 2,687 mil l ion in 2006,  up by 3.4% from Euro 2,599
mi l l ion in  2005.  A survey conducted by ANIA in  2005 found that  salary

NUMBER OF STAFF

YEAR ADMIN. SALES TOTAL

2000 38,280 3,984 42,264
2001 38,414 3,332 41,746
2002 36,987 2,993 39,980
2003 36,429 2,862 39,291
2004 37,275 2,830 40,105
2005 37,016 2,908 39,924
2006 36,665 3,130 39,795

TOTAL COSTS RELATING TO STAFF
Euro mi l l ion

YEAR ADMIN. SALES TOTAL

2000 2,201 155 2,356
2001 2,171 142 2,313
2002 2,119 117 2,236
2003 2,268 115 2,383
2004 2,379 129 2,508
2005 2,457 142 2,599
2006 2,533 154 2,687
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Source:  CEA
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Human resources and the operational area
accounted for 69.2% of  staff  costs,  fr inge benefi ts  for  6 .6%, social  security
contr ibut ions for  18.7% and al locations to severance pay for  5.5%. The 3.4%
increase in total  staff  costs was the product of  a 0.4% decl ine in the employ-
ees’  number (calculated as an average for the year)  and a 3.8% increase in
gross compensation per capita.  Gross compensation per employee rose from
Euro 65,000 in 2005 to Euro 67,400 in 2006.

The national  accounts publ ished by Istat  include data on labour incomes and
payrol l  employment for  a category comprising insurance companies and pen-
sion funds.  The est imation and aggregation procedures are dif ferent from
those used by ANIA, but  the data may nevertheless be useful  in making an
intersectoral  comparison of  levels and trends in the cost  of  labour.  The Istat
f igures show that labour costs in the insurance industry are among the high-
est  in the sectors considered and the rate of  increase (4.7% per year from
2004 through 2006)  was the highest,  2 .2  percentage points more than the pri-
vate sector as a whole (Table 1) .

GROSS COMPENSATION PER EMPLOYEE
Euro mi l l ion

YEAR ADMIN. SALES TOTAL

2000 57,347 38,154 55,510
2001 56,615 38,819 55,065
2002 56,206 36,996 54,719
2003 61,785 39,283 60,123
2004 64,556 45,327 63,177
2005 66,145 49,495 64,951
2006 68,756 51,010 67,412

TABLE 1
LABOUR COSTS PER EMPLOYEE IN SELECTED SECTORS
OF THE ITALIAN ECONOMY
Euro mi l l ion

Source:  Based on ISTAT data
(nat ional  accounts,  Tables 27 and 47)

Sector 2003 2004 2005 2006

Post & telecommunications 36,792 38,223 39,143 40,277
% change 4.6 3.9 2.4 2.9

Monetary and financial intermediation,
excl. insurance and pension funds 64,710 66,279 69,032 70,126
% change 2.6 2.4 4.2 1.6

Insurance and pension funds,
excl. compulsory social insurance 55,049 59,159 62,818 63,232
% change 9.4 7.5 6.2 0.7

Activities auxiliary to financial intermediation 28,432 28,973 30,036 30,634
% change 0.3 1.9 3.7 2.0

Total private sector 30,383 31,352 32,014 32,674
% change 2.4 3.2 2.1 2.1
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Human resources and the operational area

Eurostat ’s  Labour Cost  Survey can be used to calculate labour costs per ful l-
t ime equivalent employee in the euro area insurance industry in 2000 and in
2004 (Table 2).  In I taly these were 1.8% below the euro area average in 2000
but 5.8% above i t  in  2004.  At  purchasing power pari ty,  I tal ian labour costs
were 6.6% above the euro area average.

TABLE 2
LABOUR COST IN SELECTED COUNTRIES

OF THE EURO AREA
Euro

Souce:  Eurostat

2000 2004 Annual % 2004 
change (at purchasing

power parity)

Euro area 52,942 59,390 2.91 57,731
Belgium 63,255 65,189 0.76 63,579
Germany 60,498 65,670 2.07 61,920
Ireland 47,315 57,960 5.20 49,117
Greece 32,094 60,758 17.30 73,767
Spain 35,218 41,985 4.49 46,808
France 57,677 57,507 -0.07 52,840
Italy 51,999 62,807 4.83 61,545
Luxembourg 58,551 73,495 5.85 67,476
Netherlands 54,248 71,632 7.20 67,375
Austria 53,105 58,895 2.62 57,215
Portogal 29,702 37,535 6.03 44,768
Finland 49,330 46,675 -1.37 40,396
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Life insurance premiums written through agents and financial
salesmen expanded,  against  a  decl ine  in  business  booked
through bank branches and direct  sales.  Non-li fe insurance
premiums written through agents grew, but  agents’  market share
declined slightly.  A study by ANIA based on data from the I talian
Association of  Insurance and Reinsurance Brokers (AIBA) f inds
that the f igures reported by insurance companies underestimate
the importance of  brokers in the non-li fe sector.

LIFE BUSINESS

After years of  rapid growth,  sales of  l i fe products decl ined in 2006.  The
decrease was sharpest  in distr ibut ion through bank branches and direct  sales
(Table 1) .  Premiums writ ten through bank branches fel l  by 8.0%. This channel
maintained i ts  leadership in l i fe business,  but  i ts  market share edged down
from 60.6% to 59.0%.

Premiums writ ten through agents increased by 3.4% in 2006 and grew from
18.2% to 19.9% of  total  new l i fe business.  Similar ly,  those writ ten through
financial  salesmen rose by 5.8%, their  market share expanding to 8.5%.

A str ing of  good years came to an end for direct  sales,  with premiums writ ten
contracting by 11.2% in volume and decl ining to 11.7% of  total  l i fe business.

Li fe products sold through brokers represent a very small  share of  the total :
less than 1% on average for the years 2002-2006.

TABLE 1 -  DISTRIBUTION CHANNELS ANALYSIS -  YEARS 2002-2006

LIFE BUSINESS

Gross written premiums Mean
CHANNELS (Euro million) Market share (%) Mean Annual change (%) change (%)

2002 2003 2004 2005 2006 2002 2003 2004 2005 2006 (2002-2006) 2002 2003 2004 2005 2006 (2002-2006)

Bank branches 31,113 36,980 38,479 44,523 40,957 56.3 58.9 58.6 60.6 59.0 58.7 9.7 18.9 4.1 15.7 -8.0 7.6
Agents 10,864 11,529 12,176 13,372 13,830 19.6 18.3 18.6 18.2 19.9 18.9 31.0 6.1 5.6 9.8 3.4 10.8
Direct sales 4,937 6,815 8,248 9,110 8,086 8.9 10.9 12.6 12.4 11.7 11.3 21.1 38.0 21.0 10.5 -11.2 14.7
Financial advisers 7,903 6,977 6,250 5,584 5,907 14.3 11.2 9.5 7.6 8.5 10.2 52.3 -11.7 -10.4 -10.7 5.8 2.6
Brokers 477 479 474 882 598 0.9 0.7 0.7 1.2 0.9 0.9 14.3 0.5 -0.9 85.8 -32.2 7.5

Total 55,294 62,780 65,627 73,471 69,377 100.0 100.0 100.0 100.0 100.0 100.0 19.4 13.5 4.5 12.0 -5.6 8.4
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Breaking down l i fe  product  sa les  by  d is t r ibut ion  channel  and ind iv idual
product  c lass  (Table  2 ) ,  for  C lass  I  ( l i fe  po l ic ies)  the  share  of  bank branches
was down sharp ly,  f rom 57 .7% to  53 .4%.  By  contrast ,  the  share  booked
through agents  rose f rom 25 .2% to  28 .1% and that  o f  d i rect  sa les  f rom 11 .6%
to 12 .7%.

For  C lass  I I I  po l ic ies  ( index  and uni t - l inked products) ,  bank  branches domi-
nate  d is t r ibut ion ,  account ing  for  more than three quarters  of  premiums wr i t -
ten ,  fo l lowed by  f inancia l  sa lesmen,  wi th  15 .3%.  However,  the  vo lume of  pre-
miums booked by  bank branches decl ined,  whereas that  booked by  f inancia l
sa lesmen showed good growth.  The share  of  sa les  v ia  agents  rose s l ight ly,
to  8 .2%.

Direct  sa les  is  the  leading channel  for  capi ta l  redempt ion  products  (C lass
V ) ,  c o n t r i b u t i n g  s o m e  4 1 %  o f  t o t a l  p r e m i u m s  i n  2 0 0 6 .  A g e n t s ’  s h a r e
expanded,  topping 25%,  whi le  the  banking channels ’  fe l l  f rom 38 .8% to
29 .4%.

Agents  were  aga in  the  lead ing  sa les  channel  for  ind iv idua l  re t i rement
schemes,  but  their  share of  this market fel l  from 58.6% to 50%. In the f ield of

TABLE 2
BREAKDOWN OF L IFE MARKET BY DISTRIBUTION 

CHANNEL AND CLASS (%) -  YEAR 2006

(*)  The premiums relat ive to  the Indiv idual  pension
schemes are dist r ibuted in  Class I  -  l i fe  or

Class I I I  -  l inked,  depending on the contract

CLASSES
AGENTS BROKERS BANK FINANCIAL DIRECT TOTAL

BRANCHES ADVISERS SALES

INDIVIDUAL POLICIES
I - Life 28.4 0.3 56.0 4.9 10.5 100.0
III - Linked 8.2 0.1 76.0 15.3 0.5 100.0
IV - Healthcare 67.2 3.4 5.5 2.7 21.2 100.0
V - Capitalization 20.3 1.3 42.7 3.8 31.9 100.0
VI - Pension funds 51.9 0.6 31.2 0.3 16.0 100.0
TOTAL INDIVIDUAL 19.1 0.3 63.4 9.2 8.1 100.0

GROUP POLICIES
I - Life 23.3 14.3 16.8 0.9 44.7 100.0
III - Linked 0.0 0.1 25.9 0.0 74.0 100.0
IV - Healthcare 22.2 77.7 0.0 0.0 0.1 100.0
V - Capitalization 34.2 2.7 7.9 0.2 55.1 100.0
VI - Pension funds 20.1 0.4 5.3 2.4 71.9 100.0
TOTAL GROUP 29.6 7.3 11.2 0.5 51.4 100.0

TOTAL POLICIES
I - Life 28.1 1.2 53.4 4.6 12.7 100.0
III - Linked 8.2 0.1 75.9 15.3 0.6 100.0
IV - Healthcare 25.1 73.0 0.4 0.2 1.4 100.0
V - Capitalization 25.6 1.8 29.4 2.4 40.7 100.0
VI - Pension funds 35.7 0.5 18.0 1.4 44.3 100.0
Ind. pens. schemes (*) 49.9 0.1 14.4 29.8 5.8 100.0
TOTAL LIFE CLASSES 19.9 0.9 59.0 8.5 11.7 100.0
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group pol icies,  direct  sales again brought in the bulk of  pension fund sub-
script ions (71.9%).

NON-LIFE BUSINESS

Non-l i fe  premiums wri t ten through agents grew by 2 .1% in volume in 2006 but
diminished as proport ion of  the total  f rom 84.5% to 84.2% ( in  2002 the f igure
had been 86 .1%) .  Brokers  were  again  the  second d is t r ibut ion  channel ,
account ing for  7 .5% of  the total  non-l i fe  premium income,  about  the same as
in the four  previous years.  This  share is  underest imated,  however,  as i t  does
not  include a substant ia l  proport ion of  premiums (est imated at  a lmost  18 per-
centage points)  that  are or iginated by brokers but  submitted to agents rather
than direct ly  to  companies.  Factor ing this  in ,  i t  is  est imated that  brokers
intermediated 25.4% of  non-l i fe  premium volumes in  2006 and agents 66.3%
(see box for  detai ls) .

The share of  premium income from direct  sales rose further,  from 6.2% to
6.6%, fueled by the rapid expansion of  Internet and telephone sales (average
annual  growth of  24.7% in the last  f ive years) .

Bank branches accounted for 1.7% of  the total  volume; f inancial  salesmen
contr ibuted just  0 .1%, as in the four previous years.

More than 90% of  motor insurance premiums (third-party l iabi l i ty  and land
vehicles)  were writ ten through agents,  5 .9% through direct  sales and 2.2%
through brokers.  In most of  the other non-l i fe classes agents were the leading

TABLE 3 -  DISTRIBUTION CHANNELS ANALYSIS -  YEARS 2002-2006

NON-LIFE CLASSES

Gross written premiums Mean
CHANNELS (Euro million) Market share (%) Mean Annual change (%) change (%)

2002 2003 2004 2005 2006 2002 2003 2004 2005 2006 (2002-2006) 2002 2003 2004 2005 2006 (2002-2006)

Agents 27,876 29,165 30,235 30,681 31,315 86.1 85.2 85.3 84.5 84.2 85.1 7.3 4.6 3.7 1.5 2.1 3.8
Brokers (*) 2,446 2,549 2,674 2,796 2,779 7.5 7.5 7.6 7.7 7.5 7.6 10.4 4.2 4.9 4.5 -0.6 4.6
Direct sales 1,747 2,048 2,113 2,251 2,438 5.3 6.0 6.0 6.2 6.6 6.0 21.6 17.2 3.2 6.5 8.3 11.2

of which: internet and
phone sales 503 737 856 944 994 1.5 2.2 2.4 2.6 2.7 2.3 52.7 46.6 16.2 10.3 5.3 24.7

Bank branches 312 422 360 545 624 1.0 1.2 1.0 1.5 1.7 1.3 15.8 35.2 -14.7 51.4 14.5 18.3
Financial advisers 34 29 29 36 28 0.1 0.1 0.1 0.1 0.1 0.1 13.6 -14.7 -1.6 27.2 -22.4 -1.2

Total 32,415 34,213 35,411 36,309 37,184 100.0 100.0 100.0 100.0 100.0 100.0 8.3 5.5 3.5 2.5 2.4 4.4

(* )  Does  not  inc lude  p remiums o r ig inated  by  b rokers  but  submi t ted  to  agents  ra ther  than  d i rec t l y  to  compan ies ,  es t imated  a t  about  18% of  to ta l  p remiums in  2006
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sales channel ,  with the exception of  the transport  sector,  goods in transit  and
aircraft  third party l iabi l i ty.  In the accompanying box,  we est imate that  bro-
kers actual ly  account for  between 55% and 65% of  premiums from general
third-party l iabi l i ty,  property,  and credit  and suretyship pol icies and for nearly
80% of  those in the transport  sector.

THE INTERMEDIATION PERFOMED BY BROKERS IN ITALY
IN NON-LIFE BUSINESS

The apparent extent of  agents’  dominance in distr ibut ion of  non-l i fe products
in I taly – their  market share came to 84.2% in 2006 – depends part ly  on stat is-
t ical  practices whereby pol icies actual ly  placed or or iginated by brokers are
booked by agents.

Two cases essential ly  determine this si tuat ion.  The f irst  concerns brokers,
often with a small  volume of  business,  who direct ly contact insurance compa-
nies’  local  agents.  Once the contract is  s igned,  i t  is  advantageous for the bro-

TABLE 4
BREAKDOWN OF NON-LIFE MARKET BY DISTRIBUTION

CHANNEL AND CLASS (%) -  YEAR 2006

(*) Does not include premiums originated by brokers but
submitted to agents rather  than di rect ly  to  companies,

est imated at  about  18% of  total  premiums in  2006

CLASSES
AGENTS BROKERS(*) BANK FINANCIAL  AGENCIES IN     OTHER TYPES OF DIRECT SALES TOTAL

BRANCHES ADVISERS ECONOMY TELEPHONE INTERNET OTHER
SALES

Motor liability 91.3 1.8 1.1 0.0 1.3 3.0 1.4 0.1 100.0
Land vehicles 87.7 4.5 1.1 0.0 2.6 2.4 1.3 0.3 100.0
Total motor 90.8 2.2 1.1 0.0 1.5 2.9 1.4 0.1 100.0

Accident 84.1 7.3 2.6 0.4 4.0 0.9 0.3 0.5 100.0
Sickness 60.9 17.5 4.3 0.6 14.1 0.0 0.0 2.5 100.0
Railway rolling stock 44.3 7.8 - - 48.0 - - - 100.0
Aircraft 27.4 31.8 - - 40.7 - - - 100.0
Ships 16.4 68.5 0.0 - 15.1 - - 0.1 100.0
Goods in transit 43.0 47.1 0.1 - 8.7 0.0 0.2 0.9 100.0
Fire and natural forces 75.7 13.3 3.9 0.1 6.9 0.0 0.0 0.1 100.0
Other damage to property 78.0 15.5 1.5 0.1 4.7 0.0 0.0 0.1 100.0
Aircraft third party liability 21.5 36.1 - - 42.4 - - - 100.0
Ships third party liability 87.7 5.4 0.2 - 5.6 0.6 0.4 0.0 100.0
General third party liability 81.1 13.5 0.8 0.0 4.4 0.0 0.0 0.1 100.0
Credit 78.2 15.7 0.5 - 5.6 - - - 100.0
Suretyship 82.4 11.0 1.5 - 5.0 - - 0.1 100.0
Miscellaneous financial loss 68.8 15.8 9.0 0.0 2.8 0.3 0.2 3.2 100.0
Legal expenses 82.2 9.4 1.9 0.0 2.3 3.0 1.0 0.3 100.0
Assistance 77.5 7.6 2.3 0.2 3.4 3.6 1.4 4.1 100.0

Total non-motor 75.1 14.7 2.4 0.2 6.4 0.3 0.1 0.7 100.0
Total non-life classes 84.2 7.5 1.7 0.1 3.6 1.8 0.8 0.3 100.0
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ker to have the agent book i t ,  so as not  to sustain the administrat ive costs of
managing the pol icy.  The second refers to brokers,  often of  leading compa-
nies,  who operate primari ly  but  not  exclusively as advisors of  the customer,
the latter  preferr ing to maintain a direct  relat ionship with the company’s local
agent.

In both cases,  insurance companies have no information on who actual ly  or ig-
inated the pol icy.  Consequently,  in the off icial  stat ist ics compiled by ANIA and
those compiled by ISVAP, the insurance supervisory authori ty,  a sizable por-
t ion of  the business done by brokers f igures as having been done by compa-
nies’  networks of  exclusive agents.

The data  avai lab le  at  the  I ta l ian  Associat ion  of  Insurance and Reinsurance
Brokers  (AIBA)  can be used to  est imate  brokers ’  actual  share  of  bus iness .
Each year  AIBA calculates  the  vo lume of  premiums managed by  brokers  on
the bas is  of  the i r  payments  to  the  compulsory  Guarantee Fund,  which was
set  up  to  indemni fy  po l icyholders  and insurance companies  for  un insured
losses  der iv ing  f rom broker  act iv i t ies .  The contr ibut ion  is  a  f ixed percent-
age of  the  commiss ions  col lected by  brokers .  On the  bas is  of  the  tota l  vo l -
ume of  commiss ions  and an est imated average commiss ion of  9%,  AIBA cal -
culates  the  under ly ing  vo lume of  premiums,  which is  then summed wi th  the
premiums der iv ing  f rom r isk  management  and adv isory  serv ices  that  brokers
prov ide to  customers ,  which are  not  subject  to  the  compulsory  Guarantee
Fund contr ibut ion  and which AIBA est imates  on the  bas is  of  the  re lated bro-
kerage fees .

According to AIBA, in 2006 brokers operat ing in the non-l i fe classes in I taly
handled Euro 15.9 bi l l ion out  of  a total  Euro 37.2 bi l l ion worth of  premiums,  or
42.8%. These f igures are much higher than brokers’  share as shown by ANIA
data (Euro 2.8 bi l l ion,  7 .5%).  AIBA est imates,  further,  that  brokers’  share of
non-l i fe business had r isen from 25.5% in 2000.

Insurance distribution
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TABLE 1
PREMIUMS HANDLED BY BROKERS
ITALIAN DIRECT BUSINESS (MILLIONS OF EURO

Non-life business 2000 2001 2002 2003 2004 2005 2006

Total premiums (ANIA data) 27,875 29,920 32,417 34,212 35,411 36,308 37,184
Premiums handled by brokers (ANIA) 1,792 2,201 2,446 2,550 2,674 2,786 2,779
% share of premiums handled

by brokers (ANIA) 6.4% 7.4% 7.5% 7.5% 7.6% 7.7% 7.5%

Premiums handled
by brokers (AIBA) 7,095 8,304 9,694 11,142 11,720 14,168 15,910

% share of premiums handled
by brokers (AIBA) 25.5% 27.8% 29.9% 32.6% 33.1% 39.0% 42.8%

Ratio of ABIA to ANIA premiums 4.0 3.8 4.0 4.4 4.4 5.1 5.7
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However,  according to our calculat ions (detai led below) there is  good reason
to think that  the AIBA data are overest imated by some 40%; this would imply
non-l i fe premiums handled by brokers amounting to Euro 9.5 bi l l ion (against
the AIBA est imate of  Euro 15.9 bi l l ion) .  Even correcting for  this overest ima-
t ion,  the amount of  premiums actual ly  ascribable to brokers would st i l l  be
more than three t imes greater than the f igure shown by insurance companies
in 2006 (Euro 2.8 bi l l ion) .

The adjustment impl ies that  brokers’  share of  total  non-l i fe business actual ly
comes to 25.4%, not  7 .5%, with a corresponding decrease from 84.2% to 66.3%
in the share attr ibutable to agents.  The dif ference of  Euro 6.7 bi l l ion between
AIBA’s est imate and the off icial  f igure was al located to the various product
classes according percentage weights est imated using ANIA data and the
results of  a survey conducted by IRSA in cooperat ion with AIBA several  years
ago.  This exercise shows that  the incidence of  brokers’  act iv i ty  varies consid-
erably depending on the l ine of  business.  In part icular,  excluding motor insur-
ance and accident and health pol icies,  brokers’  intermediated between 55%
and 65% of  the volume of  premiums from general  third-party l iabi l i ty,  property
and credit  and suretyship pol icies and nearly 80% of  the volume in the trans-
port  sector.

I t  i s  impor tant  to  no te  tha t  the  above  f igures  fo r  b rokers ’  inc idence  on  pre-
mium vo lumes  by  c lass  o f  insurance  re fer  to  non- l i fe  bus iness  as  who le .  In
the  case  o f  corpora te  insurance ,  the  presence  o f  b rokers  i s  more  ex ten-
s ive ;  a l though  the  per t inent  da ta  are  no t  ava i lab le ,  the  s i tua t ion  in  I ta ly
can  be  assumed to  be  s im i la r  to  tha t  in  o ther  European  count r ies  (Be lg ium
and  the  Un i ted  K ingdom,  in  par t icu lar ) ,  where ,  fo r  corpora te  insurance ,  the
brokers  hand led  on  average  more  than  70% o f  p remiums  in  each  non- l i fe
c lass .

A sample survey of  f i rms located in Lombardy,  conducted in 2006 by Assolom-
barda,  confirms the est imates shown in Figure 1.  Nearly 60% of  the f irms
reported that  they worked direct ly with a broker in select ing the appropriate
types of  contract and choosing insurers (Figure 2) .

To round out the picture,  we report  an est imation that  ANIA performed using
AIBA’s  methodology and data  but  a lso  drawing on some supplementary
sources.  In part icular:

– for the volume of  premiums derived from the system of  commissions,  the
est imate used the def ini tely known f igure of  the amount of  commissions
col lected by brokers in 2006,  Euro 1,035 mil l ion.  On the basis of  an average
commission that  ANIA puts at  11.5% (rather than AIBA’s f igure of  9%),  ANIA
estimates the premiums driving from direct  intermediat ion at  Euro 9.0 bi l-
l ion,  lower than AIBA’s est imate of  Euro 11.5 bi l l ion;
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– for the volume of premiums generated by the brokerage fee system, ANIA
accepted AIBA’s estimate that brokerage fees were equal to 12% of commis-
sions (Euro 1.035 mil l ion * 12%=Euro 124.2 mil l ion).  Then, using the results of
a survey of the leading international brokers that operate in Italy,  ANIA cal-
culated the incidence of fees on the volume of premiums they generated.
The survey found an average incidence of 5%, compared with the f igure of
2% used by AIBA. Accordingly,  the estimated volume of premiums for this
segment of business comes to Euro 2.5 bil l ion (Euro 124.2 mil l ion /  5%), far
below AIBA’s estimate of Euro 6.2 bil l ion (Euro 124.2 mil l ion /  2%).

According to ANIA,  therefore,  in 2006 total  premium income attr ibutable to
brokers amounted to about Euro 11.5 bi l l ion (Euro 9.0 bi l l ion from the commis-
s ion  sys tem p lus  Euro  2 .5  b i l l ion  f rom the  fee  sys tem) .  L i fe  premiums
accounted for only Euro 2.0 bi l l ion (17.7%) of  the total ,  whi le non-l i fe premi-
ums made up Euro 9.5 bi l l ion (82.3%).
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FIGURE 1 -  INCIDENCE OF BROKERS
ON NON-LIFE PREMIUMS, 2006

26.3%

22.2%

4.0%

58.6%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

directly

through an agent 

through more
than 1 agent

through a broker

% of total respondent firms

FIGURE 2 -  “ IN SELECTING THE TYPE OF CONTRACT,
THE F IRM ACTS:”

Source: “La gestione del rischio e assicurativa in azienda:
esperienze empiriche” Milan, 22 March 2006, Luigi Calvi,
Assolombarda Vice President for Small Enterprise
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COMPLAINTS SUBMITTED BY ANIA TO THE EUROPEAN COMMISSION ON THE
BAN ON EXCLUSIVE AGENCY AGREEMENTS

Decree Law 223 of  4  July 2006,  rat i f ied as Law 248/2006,  prohibited insurance
companies in I taly from signing agreements with their  agents for  exclusive
distr ibut ion of  motor l iabi l i ty  pol icies.  Decree Law 7 of  31 January 2007,  rat i-
f ied as Law 40/2007,  subsequently extended the ban on exclusive agency
agreements to al l  non-l i fe classes.

The situation created in Italy following these legislative measures is unparal-
leled in the other EU member states, engendering major problems for the uniform
interpretation and implementation of Community legislation on insurance media-
tion and competition, and conflicts with the very notion of the single market.

Article 2.7 of Directive 2002/92/EC on insurance mediation defines “tied insur-
ance intermediary” as “any person who carries on the activity of insurance
mediation for and on behalf of one or more insurance undertakings”. Article 12.1
of the directive requires an insurance intermediary to inform the customer if  he
is “under a contractual obligation to conduct insurance mediation business
exclusively with one or more insurance undertakings”. Community legislation
therefore expressly recognizes the figure of exclusive insurance intermediary.

As to Community legislation on competition, Article 3.2 of Regulation (EC) No.
1/2003 lays down that national competition law may not prohibit agreements
which: a) are not considered restrictive of competition by Community legislation,
or b) are governed by an exemption regulation. This provision is aimed at obtain-
ing uniform application of Article 81 of the Treaty in the different member states.

Considering the f irst  point ,  Community legislat ion dist inguishes between gen-
uine agents and other types of  intermediaries that  may be classif ied as inde-
pendent distr ibutors,  and does not  consider Art icle 81.1 of  the Treaty to be
appl icable to agreements between “genuine agents” and their  respective
principals (point  13 of  the Guidel ines contained in Commission Communication
2000/C 291/01 on vert ical  agreements) .

A genuine agent is  dist inguished by the fact  that  he consti tutes an extension
of the offering f irm,  with which he forms a single economic unit ;  he does not
independently determine his conduct on the market,  but  s imply appl ies the
instructions of  the principal ;  he does not  take on f inancial  and commercial
r isks in relat ion to the contracts concluded,  but  only r isks attendant to agency
in general .  The latter  r isks are immaterial  for  purposes of  ant i trust  law, and i t
is  s imi lar ly  immaterial  whether the agent acts for  one or more principals (as is
shown by consistent  Community jur isprudence and points 14 and 15 of  the
above-mentioned Guidel ines) .  An insurance agent fal ls  within the category of
“genuine agent” as def ined above.
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Turning to the second point ,  i t  is  wel l  known that  with regard to vert ical
agreements the Community has issued Exemption Regulat ion 2790/1999,  appl i-
cable to independent  distr ibutors.  Thus,  even i f  insurance agents were,
absurdly,  to be classif ied as independent distr ibutors,  I taly’s legislat ion st i l l
openly violates Art icle 3.2 of  EC Regulat ion 1/2003.

For that  matter,  even in the unl ikely event that  an insurance agent might not
be considered a “genuine agent”,  the I tal ian measures would confl ict  with
Community law in a good many other respects.  In fact ,  they consider exclusive
distr ibut ion clauses unlawful  “per se” (without any assessment of  the exclud-
ing effect  on the market and the “sensit iv i ty” of  the restr ict ion)  and preclude
appl icat ion of  Art icle 81.3 of  the Treaty,  with evident detr iment to insurance
companies .  Fur thermore ,  they  pre-empt  the  Ant i t rust  Author i ty  and  the
national  judiciary,  who have the r ight  and duty to apply Community competi-
t ion law, depriving them of  any abi l i ty  whatsoever to examine specif ic,  con-
crete cases according to a typical ly  ant i trust  approach to the problems.

Given the principle of  the supremacy of  Community law, the legislat ive provi-
sions enacted in I taly should be considered to be without legal  effect .  Com-
munity jur isprudence has constantly found,  in fact ,  that  the provision of  the
Treaty and the acts of  the Community inst i tut ions,  where they are direct ly
appl icable,  have the effect  not  only of  rendering ipso jure inappl icable what-
soever confl ict ing provision of  pre-exist ing nat ional  law, but  also of  prevent-
ing the val id formation of  new national  legislat ive acts that  are incompatible
with Community provisions (European Court  of  Just ice,  9  March 1978,  Case
106/77) .

ANIA has pet i t ioned against  the I tal ian legislat ive measures in two complaints
submitted to the European Commission,  the f irst  on 13 December 2006,  the
second on 16 February 2007.

THE ECONOMIC EFFECTS OF THE BAN ON EXCLUSIVE AGENCY AGREEMENTS

The rat ionale of  the Community rules and a substantial  body of  economic stud-
ies suggest that  the abol i t ion of  the exclusive agency clause,  for  which there
is no precedent in any other country,  could produce an increase in costs for
insurance companies and their  customers.

A loss for  insurers

The Community regulat ion excludes agreements with “genuine agents” from
the scope of  agreements potential ly  restr ict ive of  competi t ion – considering
such agents as executors of  the strategies of  the f irm that  engages them –
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essential ly  for  an economic reason:  an agent is  to be considered a “genuine
agent” when the f inancial  and commercial  r isks inherent in the contracts con-
cluded and/or negotiated on behalf  of  the principal  and in specif ic invest-
ments of  the market for  that  sector of  act iv i ty  are borne by the company,  whi le
the agent runs no enterprise r isk other than those connected in general  with
the provision of  agency services,  such as overheads,  staff  costs or the r isk of
the agent’s income depending on his performance as agent.

For insurance companies operat ing in I taly,  about a third of  which are sub-
sidiaries of  foreign companies,1 the ban on exclusive agency thus represents
an economic loss in that  i t  renders irrecoverable the investments made in
order to set  up the distr ibut ion network consist ing of  exclusive agents.  The
rat ionale of  the Community regulat ion consists is  that  the investments made to
set up an exclusive distr ibut ion network are sunk costs for  the company.  I t  is
precisely in order to protect such investments that  a genuine agent,  l ike an
employee,  cannot infr inge the pact of  loyalty with his pr incipal .

A loss for  consumers

Consumers in I taly have easy access,  including via the Internet or  by tele-
phone,  to offers that  they can compare with a view to select ing the most
advantageous,  with the utmost transparency.

The ban on exclusive agency creates scope for confl icts of  interest :  agents
wil l  object ively have an incentive to sel l  the pol icy with the highest commis-
sions,  not  the most advantageous one for the consumer.  And,  perhaps even
more important,  competi t ion between companies wil l  come to turn on which
one o f fers  the  h ighest  commiss ions  to  agents ,  thereby  determin ing  an
increase in costs for  consumers.

I t  is  true that  the new rules make the I tal ian market more readi ly  accessible
for new entrants,  but  they too wil l  f ind that  they must compete in offer ing
commissions to agents.

The hypothesis that  consumers wil l  face higher costs is  corroborated by the
results of  scholarship.  The comparative eff iciency of  networks based on
exclus ive agents  and on independent  agents  (brokers  or  mul t i -company
agents)  have been at  the centre of  a debate on the evolut ion of  the distr ibu-
t ion systems adopted by the US insurance industry.  Many studies have exam-
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(1)  Subsidiaries of  foreign companies have a 32% market share,  high by comparison
with the si tuat ion in other EU countr ies.  The corresponding f igures in Germany,  Spain
and the United Kingdom, for  example,  are 12%, 21% and 42% respectively (see OECD
World Insurance Report ,  2006,  Table V.2,  p.  47) .
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ined the cost-side impact of  the distr ibut ion system selected and have con-
cluded,  v irtual ly  unanimously,  that  networks of  exclusive agents have lower
average costs and enable insurers to moderate the prices charged to pol icy-
holders.  Summing up the consensus,  Reagan and Tennyson,  in “Insurance Dis-
tr ibut ion Systems” (publ ished in Handbook of  Insurance ,  edited by G.  Dionne,
2000,  pp.  709-728) ,  observe:  “The one unquestioned conclusion arising from
this l i terature is  that  in property- l iabi l i ty  insurance direct  writers [ these
include exclusive agents]  have lower underwrit ing costs on average than
independent agency insurers”,  including brokers and non-exclusive agents.

This is  the why independent agents’  market share has suffered a pronounced
decl ine.  After the Second World War distr ibut ion was entirely in their  hands,
but by 1975 t ied agents had 30% of  the market and 60% by 2000.  This evolut ion
is depicted by the accompanying f igure,  taken from Best’s Review ,  January
2000,  p.  9 .  In part icular,  the market share of  companies that  operate with net-
works of  exclusive agents is  70% in so-cal led personal  l ines insurance,  which
includes motor and home-owners’  l iabi l i ty  insurance.

The key question,  then,  with specif ic reference to the United States,  concerns
the possible coexistence of  the two distr ibut ion systems.  According to many
authors,  networks of  independent agents are able to survive because they
provide a dif ferent service,  aimed at  the management of  more complex r isks,
whi le t ied or exclusive agents are equipped to provide a more standardized
service and for f ields where price competi t ion prevai ls  ( for  example,  in the
small  business segment) .

This thesis is  corroborated by the results presented in Berger,  Cummins and
Weiss,  “The Coexistence of  Mult iple Distr ibut ion Systems for Financial  Ser-
vices:  The Case of  Property-Liabi l i ty  Insurance”,  publ ished in The Journal  of
Business in  October 1997.  This study f inds that  the prof i t  eff iciency of  compa-
nies using exclusive agents is  not  s ignif icantly di f ferent from that  of  compa-
nies using independent agents.

The most important pol icy impl icat ion to emerge is  that  the prevalence of  one
distr ibut ion system or the other needs to be interpreted as a ref lect ion of  the
composit ion of  demand,  which depends on consumers’  preferences.  I t  fol lows
that the regulatory suppression of  one of  the two is  ineff icient  and can deter-
mine economic and social  costs.

ISVAP REGULATION No. 5 ON INSURANCE MEDIATION

ISVAP Regulat ion 5 on insurance mediat ion was issued on 16 October 2006 and
publ ished in the ordinary supplement No.  200 to Gazzetta Uffciale No. 247
seven days later.  On 28 December 2006 Decree Law 300/2006,  an omnibus act ,

Insurance distribution

10- Insurance Distribut 127-141  19-12-2007  12:28  Pagina 137



138 Italian insurance in 2006/2007

extended the entry into force of  the register of  insurance intermediaries unt i l
1  February 2007.  F inal ly,  Law 17/2007,  in rat i fy ing Decree Law 300/2006,  def in-
i t ively set  28 February 2007 as the date of  the register’s entry into force.

1.  The structure of  Regulation 5/2006

The regulat ion is  composed of  s ix  parts.  Part  I  establ ishes def ini t ions and the
scope of  the regulat ion.  Part  I I  governs the manner of  access to the act ivi ty  of
intermediat ion by inst i tut ing a single register of  intermediaries,  specifying dif-
ferentiated requirements for  entry in the dif ferent sections of  the register,  and
establ ishing the procedures for  l ist ing in and delet ion from the register and
for transfer to a dif ferent section of  the register.  Last ly,  i t  governs the proce-
dures for  pursuit  of  the act ivi ty  of  insurance intermediat ion under the freedom
of establ ishment and the freedom to provide services.

Part  I I I  regulates the performance of  intermediat ion.  This is  the heart  of  the
regulat ion,  laying down provisions for  the correct performance of  the act ivi ty
of  distr ibut ion in terms of  compliance both with the requirements establ ished
by the supervisory authori ty  and with the obl igat ions of  di l igence,  fairness,
transparency,  professional ism and disclosure vis-à-vis customers.

Part  IV establ ishes discipl inary sanctions for  intermediaries,  whi le Part  V con-
tains transit ional  provisions for  entering already operat ive insurance interme-
diaries in the register.  Last ly,  Part  VI  provides that  the rules for  sending
reports in electronic or other form to ISVAP wil l  be laid down in subsequent
measures,  establ ishes rules for  the out-of-court  sett lement of  disputes and for
f i l ing complaints against  intermediaries,  and repeals some ISVAP circulars in
whole or in part .

Apart  from the aspects str ict ly  connected with entry in the register,  the regu-
lat ion’s most important provisions concern experience requirements,  interme-
diaries’  professional  updating and the rules for  presenting contracts to cus-
tomers.

2.  Appeal to the Lazio Administrative Court

ANIA, together with the trade associat ions of  agents and brokers (SNA and
AIBA, respectively)  pet i t ioned the Lazio Administrat ive Court  to annul  ISVAP
Regulat ion 5/2006.

In part icular,  the three associations objected to the procedure by which the
regulation was adopted, claiming violation of the general  principles of part ici-
pation in administrative procedures through consultation.  They also argued
that individual aspects of Regulation 5/2006 overstepped the bounds set by pri-
mary legislation in Tit le IX of the Insurance Code. This refers,  in part icular,  to
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the possibi l i ty of  intermediaries’  being l isted both in the section for agents and
that for agents’  col laborators in the case of distr ibution of motor insurance
contracts,  while the Code envisages l ist ing in a single section of the register.

In addit ion,  the pet i t ioners objected to the rule l imit ing banks to a dedicated
section of  the register,  contrary to the Code,  which envisages freedom of  reg-
istrat ion as long as an intermediary is  l isted in no more than one section.

Final ly,  the pet i t ioners objected to the rule requir ing the opening of  a single
“separate” current  account ,  including for  mult i -company agents,  on the
grounds that  i t  was inconsistent  with the primary legislat ion’s object ives of
safeguarding the r ights of  insurance companies and pol icyholders.

In i ts  rul ing,  the Lazio Administrat ive Court  dismissed the pet i t ions submitted
by ANIA, SNA and AIBA.

GUIDELINES FOR EVALUATING THE APPROPRIATENESS OF THE CONTRACTS
OFFERED IN NON-LIFE CLASSES

Intermediaries are required to propose or advise contracts that  are adequate
to the insurance needs of  the customer (Art icle 52 of  ISVAP Regulat ion
5/2006) .  Accordingly,  insurance companies instruct  the insurance intermedi-
aries whose services they use to obtain from the prospective customer,  before
the contract is  concluded,  al l  the necessary information to evaluate the ade-
quacy of  the proposed contract in relat ion to the customer’s insurance needs.

Against  this background,  ANIA has drawn up guidel ines intended to offer  mar-
ket  part icipants an ini t ial  tool  for  gauging the appropriateness of  the motor
and non-motor non-l i fe insurance contracts they offer to customers.

I t  is  important to underscore that  the abi l i ty  to provide advice in supplying the
product that  best  f i ts  the customer’s needs is  a key competi t ive tool  in the
service model  of  al l  insurance companies and intermediaries.

The f irst  part  of  the guidel ines concerns the scope of  standardized contracts
entered into by a consumer,  def ined as a “natural  person acting for  purposes
unrelated to the business or professional  act iv i ty  he may perform” (Art icle 3
of  Legislat ive Decree 206/2005,  the Consumer Protection Code).

The guidel ines then give general  indicat ions regarding the data,  grouped into
macro categories,  that  might be of  use to evaluate the appropriateness of  a he
contract.  The classes of  information pertain to the customer and his expecta-
t ions/objectives,  any previous coverage and the persons to be protected.
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Where a contract is  taken out in order to ful f i l  a  legal  obl igat ion,  information
is gathered in order to veri fy  that  the person is  actual ly  obl igated to take out
insurance and that  the contract sat isf ies the requirements of  law and cus-
tomer’s declared needs.

The coverage provided by the contract is  a crucial  element for  matching the
product offered to the customer’s expectat ions.  Thus,  i t  may be useful  to ask
the customer what type of  reimbursement he desires to receive and what he
would propose to do with the compensation payment.

The durat ion of  the pol icy also deserves attent ion.  I t  may be useful  to f ind out
the coverage period that  the customer intends to assign to the contract.  With
this information in hand,  the customer can be made aware of  the necessity of
renewing the contract or  of  not i fy ing intent ion to terminate i f  he changes his
mind about the durat ion of  the contract or  other features of  the product.  To
ensure that  the contract actual ly  f i ts  the customer’s needs,  an assessment
should also be made of  the economic resources that  the customer intends to
al locate to insurance.

The guidel ines also give some examples of  s i tuat ions in which the information
avai lable suggests that  the contract may not be appropriate to the needs of
the customer.  F inal ly,  they include model  declarat ions serving to document the
activi ty  performed by the insurer and the wil l  of  the customer.
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Conduct of the insurance business
RULES ON ASSETS USED TO COVER TECHNICAL RESERVE

On 28 February ISVAP issued a pubic consultat ion document proposing new
rules on investments covering technical  reserves and assets underly ing uni t-
l inked pol ic ies.  The document presents innovat ions of  extreme importance for
the insurance industry  as regards both to the diversi f icat ion of  investments
and the development of  insurance products.  The accompanying report  points
out  that  the innovat ions are in  l ine with measures adopted by other  European
authori t ies in  insurance and adjacent  sectors.  The proposed rules set  new
quant i tat ive and qual i tat ive l imits  on some categories of  investment  covering
technical  reserves and introduce a new asset  c lass cal led “al ternat ive
investments”.

Among the proposed changes involving the investment covering the technical
reserves,  the cei l ing on investment in real-estate funds would be raised from
5% to 10% and that  on the indexation of  benefi ts  to hedge funds to 6% for unit-
l inked contracts and,  specif ical ly,  contracts l inked to internal  funds.

The new class of “alternative investments” includes investments in shares/units
of  non-harmonized open-end col lect ive investment undertakings provided for
in Direct ive 85/611/EEC,  reserved funds and hedge funds.  Assuming that
ISVAP’s regulat ion eventual ly  corresponds to the consultat ion document,
these can make up an overal l  maximum of  10% of  the assets covering the tech-
nical  reserves.  However,  sub-l imits are f ixed for  shares/units of  reserved
funds and hedge funds establ ished under Community law and concentrat ion
l imits for  individual  funds.

Harmonized open-end col lect ive investment undertakings wil l  be treated as
investments in shares or in bonds,  depending on their  prevalent investment,
whi le reserved funds and hedge funds wil l  be treated as investments in
unl isted shares.

While the proposals show that the supervisory authori ty  has heeded the insur-
ance industry’s insistence on the new investment possibi l i t ies present in
today’s f inancial  markets,  they can st i l l  be improved,  modif ied to enable insur-
ance companies to take even greater advantage of  the new opportunit ies,  as
happens in adjacent sectors,  and increase their  operat ional  f lexibi l i ty.

The consultat ion procedure closed on 23 March 2007.  ANIA presented some
comments to ISVAP on the proposed regulat ion.  The main ones are summa-
rized below.

– The document l imits al ternative investments to no more than 10% of  the
reserves to be covered.  Given the mult ipl ici ty  of  instruments that  make up
the category (non-harmonized open-end col lect ive investment undertak-
ings,  reserved funds and hedge funds),  ANIA proposed raising the cei l ing
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to 15%, el iminating sub-l imits on individual  type of  investment and admit-
t ing al l  hedge funds authorized by the Bank of  I taly as el igible alternative
investments.

– Concerning the l imits envisaged for investment of  the internal  funds for
unit- l inked products,  ANIA proposed al lowing up to 20% of  the assets of
internal  funds to be invested direct ly in hedge funds (comparable to what
the Bank of  I taly al lows for I tal ian non-harmonized,  non-reserved open-end
investment funds) .

– The consultat ion document envisages raising the l imit  on investment in
real-estate funds from 5% to 10%. Since real-estate funds might not  be less
transparent or  less l iquid than propert ies held direct ly  and,  especial ly  for
smaller  insurers,  could foster greater diversif icat ion,  ANIA proposed rais-
ing the investment l imit  as close as possible to that  on direct  investments
in property (40%),  also in l ight  of  the expected expansion in the supply of
real-estate funds in the near future.

– The document does not  expl ici t ly  treat  investments in l isted real-estate
investment companies.  These vehicles,  whose r isk prof i le is  low because
they are required to engage prevalently in the leasing of  bui ldings,  were
introduced in I taly by Art icle 1(119-141)  of  the Finance Law for 2007.  To
enable insurance companies to  exploi t  the new opportuni t ies and to
increase their  operat ional  f lexibi l i ty,  ANIA proposed including l isted real-
estate investment companies among admissible covering assets with l imits
similar  to those set  for  real-estate investment funds.

REFORM OF THE SUPERVISORY AUTHORITIES

The problem of  a systematic reorganizat ion of  the supervisory authori t ies,
most notably of  those responsible for  oversight  of  the f inancial  industry,  has
drawn the attent ion of  I tal ian publ ic opinion and the country’s inst i tut ions for
many years without yet  f inding a suitable,  consensus solut ion.  Meanwhile,  the
ongoing production of  fragmentary and sometimes contradictory measures as
part  of  laws intended to pursue dif ferent purposes has impinged on the leg-
islat ive edif ice of  supervision,  further confusing the si tuat ion and making a
systemic solut ion al l  the more urgent.

For example,  the reform of supplementary pension schemes, approved with
Legislative Decree 252/2005,  str ipped CONSOB of responsibi l i ty for supervising
open pension funds for transparency and ISVAP of responsibi l i ty for supervis-
ing insurance-based individual pension schemes and assigned these powers to
the Pension Fund Supervisory Authority (COVIP),  in the name of a matter-based
principle of special ization.  Similarly,  the law on the protection of savings (Law
262/2005) shifted the duty for supervising the transparency of insurance prod-
ucts of a f inancial  nature from ISVAP to CONSOB. In practice,  for the f irst  t ime
these products were subjected to the rules on public offerings and, therefore,
to the CONSOB offering prospectus requirements.  However,  Law 262/2005 did
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not clarify exactly what these products were but simply made CONSOB and
ISVAP jointly responsible for supervising Class III  l i fe products.

The clari f icat ion was f inal ly  suppl ied by Legislat ive Decree 303/2006 ( intended
to harmonize the provisions of  the Consol idated Law on Banking,  the Consol i-
dated Law on Finance and the law on the protection of  savings) ,  which speci-
f ied that  the insurance products of  a f inancial  nature were l i fe products
belonging to Class I I I  (except for  pension products)  and Class V and el imi-
nated the joint  ISVAP-CONSOB powers over Class I I I  products,  entrust ing
these exclusively to CONSOB.

Apar t  f rom the  t ransparency  ru les ,  Law 262/2005  and  Leg is la t ive
Decree 303/2006 also establ ished that  for  insurance products of  a f inancial
nature the rules of  conduct laid down by the Consol idated Law on Finance and
supervised by CONSOB appl ied to insurance companies.  The same does not go
for the rules of  conduct of  insurance intermediaries,  whose activi ty  CONSOB
does not yet  deem subject to i ts  control .  Consequently,  as regards Class I I I
and Class V products,  insurance companies are subject to the rules of  conduct
establ ished by the Consol idated Law on Finance,  whi le insurance intermedi-
aries are subject to those of  the Insurance Code.

Then,  there are is  the congeries of  fragmentary rules on product advert is ing,
scattered over dif ferent legislat ive measures and entrusted for  supervision to
dif ferent authori t ies:  the Consumer Protection Code and Anti trust  Authori ty;
the Consol idated Law on Finance and CONSOB; the Insurance Code and ISVAP;
pension legislat ion and COVIP.

The story could continue at  length,  as could the l ist  of  the wel l-founded griev-
ances on the part  of  economic agents and consumers,  for,  plainly,  the frag-
mentat ion and uncertainty of  the rules and of  supervisory controls ul t imately
harm the very consumers whom these inst i tut ions were intended to protect.
The problem is further exacerbated when supervisory rules and controls
change rapidly,  as they have in recent years,  sometimes remaining in effect
for months,  certainly not  long enough to enable companies to fashion ade-
quate organizat ional  responses.

Like i ts  predecessors,  the current government too has presented a reform bi l l
on the matter.  I t  concerns the publ ic service and ut i l i ty  regulatory authori t ies
(communications,  electr ici ty  and gas,  transport  infrastructure) ,  supervision of
the f inancial  market and reorganizat ion of  the authori t ies.  For the reorganiza-
t ion of  the f inancial  sector authori t ies,  the bi l l  would move from the current
legislat ive model ,  in which the division of  powers is  based on the matter gov-
erned and the inst i tut ions supervised,  to a purpose-based model  of  supervi-
sion.  In truth,  such models are not  very common international ly,  al though Aus-
tral ia and the Netherlands do have them. Most countr ies have abandoned the
old vert ical  system in favour of  a single authori ty  ( for  instance,  France,  Ger-
many,  Japan,  the United Kingdom and Spain) .
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More in detai l ,  under the new bi l l  the Bank of  I taly would become the single
regulator and supervisor for  the stabi l i ty  of  banks,  insurance companies and
financial  companies,  whi le CONSOB would have exclusive regulatory and
supervisory powers for  matters of  transparency and disclosure to the market
( including for  insurance and pension products) .  Consequently,  ISVAP and
CONSOB would be suppressed.  The reorganizat ion and redistr ibut ion of  tasks
in the f inancial  sector would be accomplished by one or more legislat ive
decrees to be issued within one year of  the new law’s entry into force.

Although the insurance industry has always reiterated that ,  in pr inciple,  i t  is
not  up to the supervised enti t ies to express preferences concerning the
supervisory regime,  for  some t ime i t  had displayed an incl inat ion to prefer a
system based on a single supervisory authori ty,  patterned on the reforms
already adopted in the European countr ies mentioned above.  One factor in this
posit ion is  a desire to l imit  compliance costs and complexity of  regulat ion,
neither of  which can be readi ly  foreseen under dif ferent arrangements.

Whatever the approach ult imately adopted by the Government and Parl iament,
an incisive reform of  supervisory arrangements is  plainly necessary and
urgent,  for  the current si tuat ion of  fragmentat ion and dupl icat ion of  powers is
manifest ly  unacceptable for  insurers and not beneficial  for  consumers.

ACTION TO COMBAT FRAUD

Insurance fraud places a burden on mutual i ty  between pol icyholders,  a hidden
tax in favour of  i l legal i ty,  and consti tutes a source of  self-f inancing for  organ-
ized crime,  as is  shown by the frequent cr iminal  tr ials involving complex
organizat ions embracing scores of  persons.  More in general ,  the extent of
insurance fraud is  closely correlated with problems in the functioning of  the
f inancial  system. Figure 1 shows the correlat ions,  calculated on data at
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FIGURE 1
CORRELATION BETWEEN THE INCIDENCE OF FRAUD
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(PROVINCIAL DATA)
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Sources:  Based on ISVAP,  ISTAT and Bank of  I ta ly  data
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provincial  level ,  between fraud in auto and f ire insurance and phenomena that
are indicators of  a  poor ly  funct ioning credi t  market ,  such as protested
cheques and attachments of  assets.

The phenomenon is  not  l imited to motor l iabi l i ty  insurance (consider arson,  for
instance),  but  i ts  social  repercussions are especial ly  serious in that  class
because coverage is  obl igatory by law.

The scale of  insurance fraud is  certainly large,  though hard to est imate with
precision.  According to an ISVAP survey for  2005,  in motor l iabi l i ty  insurance
alone there are more than 90,000 fraudulent claims a year (about 3% of  the
total  claims handled by insurance companies) .  There is  a strong correlat ion
between fraud and the incidence of  claims,  suggesting that  fraud explains a
good part  of  the dif ference between provinces in the frequency of  claims and,
hence,  in the cost  of  insurance.

In the United Kingdom it  is  est imated that  fraudulent claims make up 10% of
the value of  claims in auto insurance and 15% in home insurance.  In France
the incidence of  fraud on total  insurance premiums paid in al l  classes is  est i-
mated at  about 5%.

Against  this background and considering the experience of  insurers who oper-
ate simultaneously in several  countr ies,  i t  is  evident that  ISVAP’s est imate of
3% in the motor insurance sector can only mean that  fraud goes largely unde-
tected.  This is  due in part  to the fact  that  I taly,  unl ike every other industr ial
country,  lacks a special  ant i- fraud unit .

The necessity of  combating fraud was aff irmed in a recommendation of  the
Counci l  of  Europe (REC(2002)9 of  18 September 2002) ,  which recognized that
f ight ing fraud was an intr insic and necessary part  of  insurance business.  The
anti-fraud units in the main industr ial  countr ies can access very detai led
databanks on the insurance history of  pol icyholders and the goods insured.  In
some cases,  notably the United States,  ant i- fraud agencies have broad inves-
t igat ive powers.

According to one est imate,  i f  act ion against  fraud,  together with appropriate
steps to improve road safety,  succeeded in br inging the frequency of  motor
l iabi l i ty  claims in the other I tal ian provinces into l ine with the average inci-
dence in the ten most “virtuous” ones (6%, close to the average for a country
l ike France),  the cost  of  claims sett lements would be reduced by about 30%,
with evident beneficial  effects on insurance prices.

Effect ive ant i-fraud action can be achieved by a unit  composed of  no more
than a dozen or so professionals who col lect  and cross-check the data pres-
ent in various databanks,  without infr inging the rules on the protection and
confidential i ty  of  data,  and coordinate the act ivi t ies needed for cr iminal  pros-
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ecution of  fraud,  providing assistance to the invest igat ive authori t ies.  Doubt-
less one of  the most effect ive means of  suppressing fraud is  to veri fy  whether
a certain name appears,  in one guise or another,  in a mult ipl ici ty  of  claims
with dif ferent companies over a given period of  t ime and whether there is  a
pattern of  s imi lar  circumstances attendant to the claims.  I t  is  also useful  to
check the authentici ty of  motor vehicle insurance cert i f icates,  so as to crack
down on the widespread use of  false cert i f icates as a device for  evading com-
pulsory insurance,  which adds to the costs borne by the Guarantee Fund for
Road Accident Vict ims and,  ul t imately,  by pol icyholders.

In I taly,  data are avai lable in the ISVAP databank on motor l iabi l i ty  claims and
in the Central  Register of  Accidents kept by INAIL,  the National  Industr ial
Accidents Insurance Inst i tute.  For these data to be truly useful ,  they must be
made accessible to a special ized unit  that  can supplement them with the other
information avai lable.

In the past ,  ANIA had set  up i ts  own anti-fraud unit ,  equipped with a claims
databank fed by f lows from member insurance companies.  The joint  effort  of
ANIA and the companies was repeatedly of  service to the judiciary and made
it  possible to identi fy  cr iminal  organizat ions operat ing to the detr iment of  the
insurance industry.  Subsequently,  in compliance with the legislat ion on the
protection of  personal  data and the posit ions adopted by the Authori ty for  the
Protection of  Privacy,  the unit ’s  function was l imited de facto to providing
merely formal coordinat ion between companies in response to specif ic orders
issued by the judiciary.

In the view of  operators,  there is  a high correlat ion between fraud in the
credit  sector and fraud in the insurance sector committed by the same per-
sons.  This is  why other countr ies permit  insurance companies to access and
input information into data systems and databanks on credit  records.  ANIA
has asked to be included among the part icipants in the system for the preven-
t ion of  consumer credit  fraud now being inst i tuted and peti t ioned for the
removal  of  the legislat ive impediments to the part icipat ion of  insurance f irms
in central  credit  and f inancial  r isk records.

COMPLAINT BY ANIA TO THE EUROPEAN COMMISSION ON THE TAX WEDGE

The Finance Law for 2007 (Law 296 of  27 December 2006)  enacted a reduction
in the tax wedge on labour,  i .e .  the dif ference between the labour costs to
f irms and workers’  net  earnings.  The reduction,  which wil l  benefi t  employers,
involves the regional  tax on productive act ivi t ies ( IRAP),  whose tax base
includes labour costs.  In part icular,  the Finance Law for 2007 introduced:

a ) a deduction from the IRAP tax base of  the port ion of  labour costs consist-
ing in social  security and social  assistance contr ibut ions (Finance Law,
Art icle 1,  paragraph 266,  point  a4) ;
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b ) a f ixed deduction form the IRAP tax base of  Euro 5,000 per year per worker,
increased to Euro 10,000 per year for  workers employed in the South and
Islands ( the excess with respect to the basic deduction can be granted in
compliance with the l imits deriving from exemption under the “de minimis”
rule laid down by Regulat ion (EC) 69/2001)  (F inance Law, Art icle 1,  para-
graph 266,  points a2 and a3) .

Both incentives pertain to payroll  workers with open-ended contracts. Banks,
other financial institutions, insurance companies and firms holding public con-
cessions with regulated prices in the sectors of energy, water supply, transport,
network infrastructure, postal and telecommunications services, waste water
collection and treatment, and solid waste collection and disposal are excluded.
Art icle 1,  paragraph 1,  of  the Finance Law lays down that  “the deductions .  .  .
shal l  be claimable in an amount equal  to 50% start ing in February 2007 and in
their  ful l  amount from July 2007 onwards,  subject to approval  by the compe-
tent European authori t ies”.

The law took effect  on 1 February 2007,  but  the I tal ian government did not  for-
mally not i fy  the measures to the European Commission unt i l  Apri l .  Plausibly,
the Government was induced to temporize by the complaints submitted to the
Commission by ANIA and ABI ( the I tal ian Banking Associat ion) .

In point of  fact,  the deduction introduced by the Finance Law for 2007 is selec-
t ive inasmuch as i t  does not apply to al l  companies without dist inction but
excludes important sectors of the national economy. According to insurance
companies and banks,  which are among those expressly excluded, the new
deductions therefore constitute “State aid” under Art icle 87.1 of  the EC Treaty.
With the exception of aid qualifying for exemption under the “de minimis” rule,
such measures cannot be put into practice before the European Commission
authorizes them. The Commission has two months in which to act from the date
in which the member state concerned formally notif ies the measure.

According to the Commission,  a tax measure consti tutes “State aid” when i t  is
an exception to the tax system in force and when such exemption does not
appear to be just i f ied by the principles and logic informing the tax system. In
the case in quest ion,  the relevant tax discipl ine is  the regional  tax on produc-
t ive act ivi t ies.  I t  establ ishes dif ferent rules for  computing the tax base for
banks,  other f inancial  inst i tut ions and insurance companies.  The rat ionale l ies
in the specif ic nature of  the economic act ivi ty  performed by these undertak-
ings and the consequent di f ference,  compared with other enterprises,  in the
type of  revenues they earn.  This rat ionale has nothing to do with the decision
to exclude these three sectors from the reduction in the tax wedge,  so their
exclusion is  in no way part  of  a consistent  design relat ing to the purposes of
the tax on productive act ivi t ies or the purely technical  choices made by the
legislat ive drafters.  Nor does the argument that  the banking and insurance
industr ies are not  labour-intensive appear relevant,  quite apart  from the con-
siderat ion that  that  is  factual ly  inexact.
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In early May the European Commission requested the I tal ian authori t ies to for-
mulate their  observations,  in view of  a f inal  decision on the question.  I t  is  not
known whether and how the I tal ian government has responded to this request.

What is  certain is  that  on 28 May 2007 the Government issued Decree Law 67.
This new act el iminated the Finance Law’s provision that  the reduction of  the
tax wedge would be claimable “subject to approval  by the competent Euro-
pean authori t ies”,  rendering the measure immediately effect ive,  so that  the
companies concerned benefi ted from the reduction in making their  f i rst  pay-
ment on account of  2007 IRAP. At  the same t ime,  Decree Law 67 did not  al ter
the exclusion of  banks and insurance companies from the benefi t ,  thereby
confirming the measure’s select ive nature and the possibi l i ty  of  interpret ing i t
as an instance of  State aid.

The report  accompanying the b i l l  to  rat i fy  Decree Law 67 (Chamber of
Deputies Bi l l 2695)  remarks that  “The Counci l  of  Ministers has in any event
pledged to extend the benefi ts  in quest ion to undertakings operat ing in the
banking,  insurance and f inancial  sectors,  deciding at  the same t ime that  the
necessary funding was to be borne by the sectors in quest ion.  This commit-
ment corresponds to the request,  formulated at  European Union level ,  for  com-
plete compliance with Community legislat ion”.

Apart  from the fact  that  a purely pol i t ical  commitment of  this kind does not
undo the select ive nature of  the reduction of  the tax wedge – on the contrary,
i ts  select iveness was confirmed by Decree Law 67 – i t  is  worth emphasiz ing
that banks and insurance companies themselves are expected to provide the
State with the resources corresponding to the out lays that  would arise from
extending the measure to them.

There is  l i t t le doubt that  the select ive nature of  the previous measures,  l ike
the problem they pose in terms of  State aid under Art icle 87 of  the Treaty,
remains unaltered.
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Forecasts for 2007
THE FORECAST FOR 2007

Direct business in I taly should be roughly in l ine with 2006.  Premiums writ ten
are expected to r ise by 0.7% to Euro 107 bi l l ion,  equal  to 7.1% of  GDP, practi-
cal ly  the same as in 2006.

For the non-l i fe sector an increase of  2 .5% is est imated (2.4% in 2006) ,  with
premiums of  Euro 38.1 bi l l ion.  Obviously,  this performance depends largely on
the motor l iabi l i ty  sector,  where premiums writ ten are expected to increase by
just  0 .8%, about 1 percentage point  less than the number of  vehicles regis-
tered.  In the property sector ( f i re and other material  damage) the increase
should be more than 4%, thanks to the strong expansion of  economic act ivi ty.

The accident, health and general l iability sectors are expected to grow more
than the non-life sector as a whole, land vehicle insurance premiums less (1.8%).

Premium income in the l i fe sector is  forecast at  be Euro 69 bi l l ion,  around the
same as in 2006.  By individual  class,  the predict ions are as fol lows:

– Class I  ( l i fe insurance):  s l ight  growth of  1 .1%, after  a contraction of  3 .3% in
2006;

– Class I I I  ( investment funds) :  a gain of  5 .7%, up from 3.8%;
– other l i fe classes:  another contraction fol lowing that  of  2006 in Class V

(capital izat ion operat ions)  but  s ignif icant growth in Class VI ,  thanks to
addit ional  ret irement scheme memberships in connection with the reform
of supplementary pension plans.

CLASSES 2006 PREMIUMS 2007 PREMIUMS CHANGE % CHANGE % 
2006-2005 (*) 2007-2006 (*)

Motor liability 18,387 18,531 1.2% 0.8%
Land vehicles 3,205 3,263 1.6% 1.8%
Accident 3,103 3,222 3.9% 3.8%
Sickness 1,828 1,949 6.5% 6.6%
Fire and natural forces 2,359 2,453 3.2% 4.0%
General third party liability 3,225 3,343 3.5% 3.7%
Other damage to property 2,480 2,589 4.8% 4.4%
Other non-life classes 2,597 2,781 3.4% 7.1%

TOTAL NON-LIFE CLASSES 37,184 38,131 2.4% 2.5%
Premiums/GDP (%) 2.52% 2.54%

Class I - Life 32,753 33,104 -3.3% 1.1%
Class III - Linked 27,385 28,950 3.8% 5.7%
Other life classes 9,239 7,149 -30.1% -22.6%

TOTAL LIFE CLASSES 69,377 69,203 -5.6% -0.3%
Premiums/GDP (%) 4.70% 4.60%

TOTAL CLASSES 106,561 107,334 -2.9% 0.7%
Premiums/GDP (%) 7.22% 7.14%

TABLE 3
FORECAST OF ITALIAN INSURANCE PREMIUMS
Euro mi l l ion

Source:  ANIA est imates
(*)  2006 data are f inal ,  2007 data are est imates
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Pr inted in  November 2007

Figures published cover all insurance companies registered in

Italy, branch offices of foreign companies registered in extra-

E.U. countries and branch offices of foreign companies that

write reinsurance business only.

2006/2007 figures are provisional
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