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1. Introduction

The Swiss insurance industry is perceived as ortbexfafestin the world. The coun-
try’s first insurance company was established i6B718nd the industry has grown sub-
stantially since then: it now has 178 insurance games, 24 of them operating in the
life insurance sector.

However, the most remarkable fact is that not glsilBwiss insurance company has
ever gone bankrupt, failed to meet its obligation®therwise been forced to close its
doors. This track record is unique in the worldtHaUnited Statesfor example, several
major life insurance companies have failed or gosekrupt. And in 2000 eveBquita-

ble Life Britain’s — and probably the world’s — oldest life insuradance one of the
proudest names in the industry, had to close itssito new business. This case actually
raised some fundamental questions about the poovesid regulation of private pension
insurance in th&nited Kingdom.

In Switzerlandthings are quite different. THewiss Federal Office of Private Insurance
regulates all Swiss insurance business by enfottiagtrictest regulations known in the
industry. Life insurance companies are requirethéntain asecurity fund which cov-
ers all their obligations plus an additional setyumargin. This fund is segregated from
the company’s operating assets. The investmentnpess for the security funds are
very conservative, the only priority being theifezg and liquidity.

The insurance industry is an important part of Siwass economy and the Swiss them-
selves are known to be well-insuregiwitzerlandhas the world’s highest per-capita
spending on insurance premiums overall, and aleditthest per-capita spending on
life insurance premiums as the following table illustrates.



International insurance ratios

Amount spent on insurance premiums per capita and country (without social
security, in US$, 2004)

Per capita premiums  Life insurance

Switzerland 5'660 3431
United Kingdom [em—— 4'059 2'617
Japan [— 3771 3003
Ireland F— 3670 2'313
USA [ 3638 1'658
Denmark [e— 3116 2038
Netherlands === 3094 1'562
Belgium Fe—— 2'876 2'005
Finland e 2714 2127
France === 2'698 1768
Sweden 2'358 1'602
Norway === 2321 1'323
Germany === 2051 930
Australia === 2'041 1'129
Italy = 1'913 1238
Canada ™= 1872 723
Austria === 1'847 811
Hong Kong — 1'833 1'484
Singapore _ 1621 1'300
South Korea ™= 1243 874
New Zealand ™ 1215 272
Spain ™ 1146 489
Israel ™ 1041 461
Russia | W Life insurance 98 31
China Per capita premiums 36 o5

Source: sigma/Swiss Re




The extraordinary stability of the Swiss insuranwdustry is one of the reasons for de-
voting an entire chapter to it in this book. Theapl advantages offered by Swiss insur-
ance policies in terms dadsset protectionrepresent another one. They are based on
specific features of Swiss insurance law. Accorljin@wiss annuities are interesting
alternatives to more complex, more costly and kmsure asset protection structures
such as trusts. Although this feature is partidylaglevant to American investors, in
other countries too wealthy individuals and fansilere increasingly looking to protect
their assets from frivolous lawsuits and unjustif@aims.

Swiss annuities and life insurance can also be Sayfrinvestment that offeéax advan-
tagesas tax-planning vehicles, in many cases allowiggiicant relief from income,
capital gains and inheritance tax. The capital aedated in life insurance policies is not
taxed in several countries when the policy expioeshen only at a very low rate.

2. Key characteristics of Swiss annuities and life insurance

The following types of annuity and life insuranatracts are generally available in
Switzerland:

Immediate Annuity Secures a regular income for life - starting imraésly

Deferred Annuity Secures a regular income for life - starting atdain date in
the future
Pure Endowment Saves a specific sum of money within a certain time

Endowment Protection Saves a specific sum of money within a certain tivhde
also giving life protection during this time

Whole Life Protection Protects family, personal and business interestslifétime
cover - with the option of receiving a savings comgnt if the
protection is no longer needed

Level Term Protection Protects family, personal and business interesisgla cer-
tain time only (available only to Swiss residents)



Decreasing Term Pro- Protects family, personal and business interesiagla cer-

tection tain time only, with the level of protection decseay in time.
This is useful in cases such as the need to pay wibrtgage
(available only to Swiss residents)

Annuities and those life insurance policies whielvdran investment component can be
further divided intdixed andvariable products. The term fixed means that the life in-
surance company guarantees the principal and airceiefinite return on the investment,
whereas in a variable annuity or life insurancetizan the value of the insurance policy
depends on the underlying investments which cachbsen more or less freely by the
client. Such underlying investments typically cehsif a portfolio of funds, stocks and
bonds, but in specially structured insurance catdreay also include other assets,
including unquoted shares of private businesseseaitstate.

Quite generally, Swiss insurance policies be tailor-madeto suit the most individual
needs. Mangxtra featuresare available, such as premium waivers in casksability
or death, annuity reduction for joint annuitants, e

Although Swiss insurance policies are availablalinmajor currency denominations,
most are issued iBwiss francs.There are good reasons why foreign investors favou
Swiss-franc investments. Thanks to the country’ktipal stability and high economic
performance, the Swiss franc has remained stroagdecades in comparison with other
leading currencies. Indeed, the Swiss franc isastythe world's strongest currency

Of course this trend may be reversed, and investust be aware that the Swiss franc
may also become weaker instead of stronger, imaythe risk of considerable currency
losses as well as gains.

US$/Sfr. Exchange Rate
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21 Insurer, insured person, policyholder and beneficiaries
A Swiss standard life insurance contract geneiaiplves four parties:
e The insurer (the insurance company)
* The policyholder
e The insured person
e The beneficiary or beneficiaries

Theinsurer (i.e. the Swiss insurance company) issues the&yalid provides coverage
in return for payment of either a lump sum or reguybayments, or a combination
thereof.

The policyholder enters into a contract with the insurer and receigeverage for
him/herself and/or other persons (beneficiaried)isTis confirmed in thénsurance
policy, a document issued by the insurer. As the comguqartner, the policyholder
owes the insurance premiums that need to be pattetinsurer in return for providing
insurance coverage.

Theinsured personis the one whose life the insurance covers. Tamshkut need not be
the same person as the policyholder.

The beneficiary or beneficiariesare those persons who are designated by the policy
holder to receive the specified capital from thsuier at either a specified date in the
future or in case of the insured person’s deathedding on the type of insurance con-
tract.

Life insurance is often arranged throughiasurance broker who advises the insured
person and policyholder and liaises between thdéractual parties. Brokers are remu-
nerated with a commission paid by the insurancepzom. As of 2006, all insurance
brokers must be licensed to carry on their busiiveSsvitzerland.

The subject of a Swiss life insurance contract nvasa natural person. However, legal
entities (companies, foundations, etc) may be heiaefs and policyholders.

23 Estate planning

Many lawyers and estate planning practitioners hexjgressed concern that it might
well be inconsistent with sound estate planningdsignate a spouse and/or children as
beneficiaries of a Swiss annuity if this is largedér purchased by large estates. The



asset protection aspect of the annuity may bectittea but the estate planning limita-
tions are sometimes seen as a hindrance. Howeuteustaor a legal entity such as a
foundation may also be named as an irrevocablefioerg of a Swiss annuity on the
annuitant's death. Accordingly, such concerns cdiddalleviated by naming the indi-
vidual's estate planning trust or family foundatmsthe beneficiary.

3. Asset protection

31 Overview

One of the important advantages of Swiss annuatieslife insurance is the strong pro-
tection it offers to assets placed by any insuramegract of this kind.

A non-Swiss resident (hereafter referred to as“plodicyholder”) may purchase a life
insurance policy from a Swiss insurance company degignate his/her spouse and/or
descendants as beneficiaries of the policy, owvdaably designate any other third party
(for instance a legal entity such as a trust) bereeficiary.Swiss lawthen protectsthe
insurance policy against any debt-collection proced initiated by the policyholder’s
creditors and excludes it from any Swiss bankruptocedures. Even if a foreign judg-
ment or court order expressly decrees the seiziutheopolicy or its inclusion in the
estate in bankruptcy, the policy may not be seire8witzerlandor included in the es-
tate of the bankrupt party.

Unlike the designation of another third party dseaeficiary, in the case where a spouse
and/or descendants are so designated, it is iaetevhether the designation is irrevoca-
ble or revocable. The insurance policy will congnio be protected from the policy-
holder’s creditors even if the designation of theuse and/or descendants is revocable.

Creditors may seize the policy or have it includethe estate of the bankrupt party only
if its purchase or the designation of the bendfiesais regarded as a fraudulent convey-
ance under Swiss law. This is the case if the platitder has designated the beneficiar-
ies less than one yearefore the initiation of debt-collection proceeginultimately
leading to a bankruptcy decree against the policigroor to the seizure of the latter’s
assets.

The same applies if the beneficiary has been datgnwith the clear intent to damage
creditors or to give some creditors preferentiahtment and the designation was made
within five years of the date of debt-collection proceedings resgltin a bankruptcy
decree or the seizure of the policyholder’'s asdétsvever, the creditors then have to
prove not only the policyholder’s intent but al$mt the beneficiary was aware of the
intent to defraud. Such intent obviously cannotpbeved when the beneficiaries were
designated at a time that the policyholder wasesdhand no creditors had yet asserted
any claims against the latter that could have resdlbim or her insolvent.



If the policyholder has designated his/her spoustaa descendants as beneficiaries, the
insurance policy will be protected from creditoaiahs irrespective of whether the des-
ignation is revocable or irrevocable. The policylesl may therefore designate his/her
spouse and/or descendants as beneficiaries onoaafele basis and later revoke this
designation before the policy expires if there apethreats from any creditors at that
time. When the insurance policy expires, the pdiadgier will be able to collect the
proceeds accruing from the policy, extend the mgspolicy or roll the proceeds over
into a new policy. If a creditor appears or thedeolbecomes insolvent at the time of
expiration, this protection would cover an extengdeticy but not a new one.

3.2 Protection under duress

An insurer may receive a letter from the policylesldevoking the beneficiary designa-
tion (in response to a foreign court order to rev@k past beneficiary designation in
order to include the relevant assets in a foremmkbuptcy estate). The insurer may then
conclude that the instruction received from thagyblolder does not express the latter’s
true intent, but was forced upon him or her by filmeign judge or court. The Swiss

insurance company can only act upon the holdessuntions if the latter’'s actions are

deemed not to have been made under duress. Ifitharg/ evidence that the holder has
been forced to issue an instruction, the insura@ecepany must refuse to act upon it. In
these circumstances, the beneficiaries shouldrimfbe insurance company.

3.3 Protection in case of bankruptcy

If the policyholder becomes bankrupt, he/she comtinto be protected becausener-
ship is then automaticallyransferred to the beneficiaries. Any instructions from the
original policyholder that are forced upon him/naust now be ignored; only the latter’s
beneficiaries, as the new owners, may now insthetnsurance company.

34 Fraudulent conveyance

A policyholder’s creditors may seize the policytie above cases if they can prove that
the irrevocable designation of a third party or tlesignation of the spouse and/or de-
scendants as beneficiaries is deemed to be a femidtonveyance within the meaning
of article 285 et seqof the Swiss Debt Collection and Bankruptcy Act (Bundesiges
Uber Schuldbetreibung und Konkutsyi fédérale sur la poursuite pour dettes et ld-fai
lite). In most cases, the purchase of an insuranceypafid the designation of benefici-
aries are consideredvaidable preferenceunder the Swiss rules relating to fraudulent
conveyance. In general, all transactions carriedbgua debtor during the five years
prior to the seizure of assets or the opening okhatcy proceedings are voidable if the
debtor’s intention, apparent to the other partys waplace his/her creditors at a disad-
vantage or to give preference to certain crediboes others.



35 Special protection for foreigners

It should be noted that Swiss law deems the rightker an insurance contract between a
foreigner and a Swiss insurance company to beddcaitthe latter's domicile. However,
if the policyholder’s and beneficiaries’ rights ammbodied in a policy that must be con-
sidered as a security, a creditor could claim thatlatter could be seized in accordance
with the debt-collection and bankruptcy rules o tountry in which it is deposited.
After all, securities are normally subject to thebticollection and bankruptcy law of the
country where they are deposited. However, thiblera may be circumvented if the
insurancepolicy is deposited inSwitzerland.

All debt-collection and bankruptcy procedures tgkiplace inSwitzerlandare based
solely on Swiss bankruptcy rulesThis means that life insurance policies are then
tected in accordance with Swiss law even if thet-@debection or bankruptcy law in the
debtor’s domicile would not afford him/her such teation. Specifically, only the Swiss
rules on fraudulent conveyance apply here, so ésggdation of beneficiaries cannot be
avoided by creditors unless they prove that theditioms for fraudulent conveyance
described previously are met. This remains trueneéfvthe purchase or designation was
a voidable preference under the rules relatingaodulent conveyance applicable in the
debtor’'s domicile.

Accordingly, the creditors of aon-Swisgesident may not — iBwitzerland— seize or
include in the bankrupt’s estate any life insurapokcies that are protected under Swiss
law even if they have a judgment or a bankruptoyreke that is enforceable 8witzer-
land, unless they can prove that the designation ofb#eeficiaries of the insurance
policy is a voidable preference under the Swisssuélating to fraudulent conveyance.

A foreign judge orcourt may order a policyholder to revokea past beneficiary desig-
nation in order to include the relevant assethénforeign bankruptcy estate. The poli-
cyholder may comply with such an order or judgmmninforming the insurer that he or
she revokes this designation. The question thesesanwvhether, under Swiss law, the
insurer has to comply with an instruction forcemipghe policyholder by a foreign
judge or court.

If a third party has been irrevocably designated,iresurer will not comply with the
policyholder’s instruction because this would caditct this irrevocability status.
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4, Tax aspects

41 Properly structured insurance contracts can offer tax advantages

In a few cases, life insurance offers no partictdaradvantages to an investor. In most
circumstances, however, it offers some benefits, imanmany cases significant relief
from income tax and from inheritance tax.

Naturally, in order to benefit from any tax advaggs, a life insurance policy mustm-
ply with the tax regulationsin the policyholder’s country of residence (i.ehese he or
she has his/her main tax residence). For examptertain minimum duration may be
required or the insurance must include a certaiowarmnof life cover besides the invest-
ment component.

Assets transferred

» . .
»| Life insurance
company

Client /
policyholder

Beneficiaries

Issue of insurance policy

holds

Policy assets

Income and capital gains on assets placed in énbfgrance policy are generally tax-free
in the hands of the life insurance company. Noisadeducted from the policy proceeds,
i.e. the proceeds are paid net to the policyhaldebeneficiary, as the case may be). The
assets paid into a life insurance pol@y not constitute a giftas they are generally
treated as a premium payment. Furthermore, thesstsado not generally form part of
the policyholder’s estate for inheritance or weadtk purposes, since the nature of the
client/policyholder’s interest in the assets is tiatt of an owner but rather of the holder
of an insurance policy. Finally, capital accumutbia life insurance policies isot
taxed in several countriesvhen the policy expires, or then only at a very late.

4.2 Tax exemption in Switzerland

Under Swiss law, both variable and fixed annuities treated as life insurance policies
and are consequently exempt from Swiss income sset taxes.

Swiss life insurance and annuities are also exdmpt the 35% federal withholding tax.
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4.3 U.S. excise tax not applicable

Unlike many other foreign annuities (including thossued inLiechtensteily Swiss
annuities are exempt from the 1% U.S. excise tatherpurchase of foreign annuity and
insurance premiums. This exemption derives fromatleption of a new Swiss-U.S.
Double Tax Treaty in 1998 and applies to premiumisl oy a U.S. citizen to an insur-
ance company domiciled Bwitzerland.

4.4 Income from variable annuities may be tax-deferred in the U.S.

As a rule, foreign fixed annuities no longer enfay-deferred status in thénited States
US tax rules regard a Swiss fixed annuity as a delttument, i.e. a “promise to pay a
certain sum” in addition to being an insurance kot The owner of a Swiss fixed
annuity (as well as other foreign annuities regdrde debt instruments) consequently
pays tax on the accrued income, including curregaips if the annuity is denominated
in a foreign currency.

In the view of most tax experts, the loss of tafetr@al means that distributions prior to
the age of 59%, including loans against the pokag, not liable to the 10% penalty for
early withdrawals. So tax-free withdrawals may bkenh from a Swiss fixed annuity
whenever the policyholder chooses.

On the other hand, income from foreign variableudtnes may be tax-deferred. The tax-
deferred status of Swiss variable annuities hasexurences for early withdrawal in the
same way as US contracts. However, the former afissmbination of asset protection,
a choice of asset allocation strategies based amvastor's risk profile and other needs,
as well as tax deferral for US investors. They eguoently represent ideal long-term
investments that use tipepwer of compound growthfor a retirement portfolio.

5 Other advantages

5.1 No reporting requirements

Swiss insurance companies do not report to anyrgaowent - Swiss or foreign - if the
policyholder is not resident iBwitzerland Thus neither the initial purchase of the pol-
icy, nor individual payments, nor interest or demdis earned, nor any other information
will be reported and all transactions are kept#yriconfidential and private between the
policyholder and the insurance company.

In addition, insurance contracts are not subjecepmrting in many other countries apart
from Switzerlandas they are generally viewed as an (insuranceyacintather than a
reportable investment.
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52 Liquidity

Swiss annuities offer instant liquidity. All cadit@lus all accumulated interest and divi-
dends, is freely accessible. Depending on the ¢f@nuity, a minimal penalty in case
of withdrawal applies only to an initial period gf to one year. So if funds are needed
quickly, they are available and not tied down fdixad period of time. Furthermore, all
Swiss banks will accept Swiss life insurance pesas collateral.

53 No-load investment

Swiss annuities are generally arranged on a no-bamils, so there are no additional
charges or costs and the investment can be camalieny time without loss of princi-
pal or accumulated interest and dividends.

5.4 No forced repatriation of funds

Swiss insurance policies would escape any forcpdtnation under any exchange con-
trols that may be imposed in future, because threyregarded as a pending contract
between the investor and the insurance company.

6 Conclusion

The Swiss insurance industry has an impeccablé& treaord and nowadays offers so-
phisticated products and services that are athactot only to Swiss clients but — per-
haps even more so — to international investorsifmpfor safe and stable investments.
Swiss life insurance and annuities are very aitradtom various perspectives: not only
are they a very safe form of investment, they alfer uniqueasset protection which

is particularly relevant for American investors lalgo increasingly so for wealthy peo-
ple elsewhere in the world who wish to protect ttedsets legally. Depending on the
individual situation of the investor, investmenis $wiss annuities and life insurance
may even offetax advantages All of these advantages are available in the renwent
of legal and economic stabilitythat Switzerland offers and that is second to rinrthe
world. Accordingly, Swiss annuities and life insoica are truly unique.
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