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Operational resilience: next steps on the PRA’s roadmap
On 28 April David Bailey spoke about the PRA’s work to strengthen operational resilience. His speech referred
explicitly to UK banks and building societies but the content is also relevant to UK Solvency II firms, with both
deposit takers and insurance undertakings falling within the PRA’s expectations contained in supervisory statement
SS1/21 “Operational resilience: Impact tolerances for important business services”. His speech has provided a useful
update as firms continue to develop their processes.
The supervisory statement defined important business services (IBS) as:
“The services a firm provides which, if disrupted, could pose a risk to a firm’s safety and soundness or, if a firm
meets the criteria set out in the Operational Resilience Parts, the financial stability of the UK.”
Following a review of responses to the initial
supervisory assessment, the PRA noted some
differences in firms’ interpretation of IBS and,
whilst accepting that differences are to be
expected given the range of different business
models across firms, are asking firms to clarify
how these services are identified.
Unequivocally, he notes that more work is
required on impact tolerances, and mapping and
testing, to meet the requirements of the PRA’s
operational resilience policy by the end of
March 2025. He expresses concern about the
wide range of impact tolerances dealing with the
separate risks of consumer harm and the firm’s
safety and soundness.
His speech also flagged upcoming policies on
cyber risk, albeit in respect of the retail payment
system, and the more widely applicable risks
posed by Critical Third Parties (CTPs). The UK
regulators are planning to publish a joint
Discussion Paper on CTPs in 2022.
OAC note the clear (and reasonable) firm-specific focus alongside cross-firm engagement to encourage high
standards driven by both peers and regulators. There will be further regulatory engagement, with the regulator
“pushing firms to justify their judgements.” We expect this to include scrutiny of Boards’ investment decisions to
ensure they have set priorities in alignment with correctly assessed risks.
Operational resilience: next steps on the PRA’s supervisory roadmap − speech by David Bailey | Bank of England
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REGULATORY UPDATE
Update on the review of Solvency II
HM Treasury have published their consultation paper on the review of Solvency II. This sets out further details on
the proposed reforms, consistent with previous announcements, for UK firms which, in summary, are:
•

A substantial reduction in the risk margin of around
60-70% and 30% for long-term life and non-life
insurers respectively

•

A reassessment of the fundamental spread used in
the calculation of the matching adjustment

•

Allowing a wider range of matching-adjustment
eligible assets

•

Extending the range of liabilities eligible for the
matching adjustment

•

Further reforms to reporting requirements

•

Doubling the thresholds for application of the Solvency II regime.

The PRA is responsible for determining the detailed regulatory requirements that apply to firms and they have
published a statement on HMT’s review along with a discussion paper, “DP2/22: Potential Reforms to Risk Margin and
Matching Adjustment within Solvency II”.
This will be of interest to all UK authorised insurance firms, including Friendly Societies, that are within the scope
of Solvency II. Responses to both the consultation and discussion paper should be submitted by 21 July 2022.
Please contact us if you would like to discuss any aspect of this or require any assistance in preparing your responses.
Solvency II Review: Consultation - GOV.UK (www.gov.uk)

The PRA’s business plan for 2022 - 2023
The PRA’s Business Plan was published on 20 April and sets out the PRA’s strategy, workplan, and budget for 2022/23.
The PRA has replaced the previous eight strategic goals with the following four strategic priorities:
1. Retain and build on the strength of the banking and insurance sectors delivered by the financial crisis reforms;
2. Be at the forefront of identifying new and emerging risks, and developing international policy;
3. Support competitive and dynamic markets in the sectors that [they] regulate; and
4. Run an inclusive, efficient, and modern regulator within the central bank
The first strategic priority for insurers centres on financial resilience and includes:
•

The aforementioned review of Solvency II.

•

Stress testing, with an insurance stress test to be launched in May 2022 covering the largest general and life
insurers.

•

Internal model drift monitoring and analysis of output for comparison purposes.

•

Various areas of focus for life insurance firms including monitoring of the pandemic’s impact on credit risk
and firms’ exposure to credit downgrades and defaults. Alongside this PRA intend to gather market risk
sensitivity data for the largest life insurance firms and are reviewing regulatory reporting requirements.

•

Various areas of focus for general insurance firms including the impact of economic inflation and an
assessment of how contract uncertainty risk is managed.
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The PRA also intends to assess firms’ operational risk and resilience (including critical third party policy and cyber
stress testing) and focus on improvements firms need to make to risk management, governance and culture.
Under the second priority, the PRA has cited the war in Ukraine, climate change, LIBOR transition, digitalisation and
AI/machine learning amongst the highest priority risks for allocating key regulatory resources.
The plan covers a number of topics under the third priority including the ongoing Future Regulatory Framework
(FRF) review with plans to publish a DP in 2022 dealing with prudential policymaking under the FRF. After the
Solvency II review, the regulator plans to consider the case for a simpler prudential regime for smaller insurers and
friendly societies (as well as that announced for banks and building societies).
The fourth priority primarily refers to the Bank’s internal operations.
Prudential Regulation Authority Business Plan 2022/23 | Bank of England

Consumer protection for funeral plans
Funeral directors and customers who may have hesitated
to enter the funeral plan market might reconsider from
29 July 2022 thanks to new protections being provided.
HM Treasury has recently announced that, where a funeral
plan provider fails, the Financial Services Compensation
Scheme (“FSCS”) will be able to either facilitate the transfer
of their funeral plans to, or secure a suitable substitute
funeral plan with, a provider authorised by the FCA.
These protections will also be in place where the provider
does not obtain FCA authorisation in time for the new 29
July 2022 FCA regulations. If the provider applied before
1 March 2022, HM Treasury is extending their transition
period to 31 October 2022, during which time providers can
continue to service existing customers.
The FSCS will be able to levy fees to participating firms for
this service.
Of the 66 funeral plan trusts, only 32 have both submitted
their application and are still being considered for
authorisation, so these new protections will also provide
some comfort to existing customers.
Pre-paid funeral plan providers and the Financial Services
Compensation Scheme - GOV.UK (www.gov.uk)

Risk alert: climate change and
sustainability related Issues
The Institute and Faculty of Actuaries (IFoA)
published a risk alert towards the end of April
drawing attention to the need for actuaries to
appropriately consider, and communicate clearly,
the impact of climate change and sustainability
related issues in their actuarial work.
Companies are exposed
to climate-related risks,
which include physical
risks and transition risks,
and their potential
impacts. Companies
may also be able to
identify climate-related
opportunities in the
transition to net zero.
The IFoA notes that “the
understanding around
the implications of
climate change and
sustainability
considerations on
financial systems has
developed significantly
and is an evolving area
of expertise”.
Further IFoA support
for members includes
a Sustainability and
Climate Risk course. This course is being run for the
first time this year. David Gray, Consultant Actuary
at OAC, enrolled in the first course and is looking
forward to sharing this with colleagues and clients to
help advance knowledge of these risks, the impacts
they might have on actuarial work and how to apply
various concepts.
2022 Climate change and sustainability Risk Alert
final.pdf (actuaries.org.uk)
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Also in the news…
FCA: FCA: PS22/3: Diversity and inclusion on company
boards and executive management (fca.org.uk)
Bank of England: Bank of England Biennial Exploratory Scenario (BES) exercise on financial risks from
climate change results to be published on 24 May
2022 | Bank of England
PRA: PRA: CP4/22 - Regulated fees and levies: Rates proposals 2022/23 | Bank of England
EIOPA: EIOPA finalises the revision of EIOPA’s Guidelines on Contract Boundaries and Guidelines on the
Valuation of Technical Provisions | Eiopa (europa.eu)

Critical issues in financial regulation: The FCA’s perspective
A speech by FCA’s CEO Nikhil Rathi on 26 April highlighted the challenges and opportunities facing financial services
firms and outlined the FCA’s plan to meet them. Their focus will be on reducing and preventing harm, setting and
testing higher standards and promoting competition and making positive changes.
Over the last 12 months FCA have increased their activity against firms causing harm and increasingly, shifting focus
onto online activity and financial promotions. Google have now voluntarily changed their policy to only allow FCA
registered firms to advertise financial promotions with them, with Meta following suit during 2022.
Attention was drawn to certain key themes, which are closely aligned to the FCA’s 3-year strategic focus:
•

The cost of living crisis, which means consumers are more exposed to risk and more reliant on
financial services.

•

The new consumer duty which will ensure firms consider ‘good outcomes’ for consumers and clear rules
intended to lower future costs for firms.

•

Supporting innovation to encourage long-term economic growth and international competitiveness.

•

Ensuring post-Brexit stability in order to protect consumers and markets.

Critical issues in financial regulation: The FCA’s perspective | FCA
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Monthly statistical update
Implied inflation
The rates of future (retail price) inflation
implied by government bonds show a steep
fall from the current high levels to just
under 4% in 2 years’ time. Over the longer
term rates fall gradually to around 2.5%.
Cost of living increases continue to be a
prominent news topic and the short-term
picture is uncertain. The Bank of England
targets a 2% inflation rate, measured using
the consumer price index (CPI). Over the
last 20 years, RPI has typically exceeded CPI
by 0.8%.
Note that this is just one way to consider
future inflation. This measure is based only
on a relatively small pool of assets so may
not be the best predictor. However it does
give an indication of possible future trends
in inflation.

Yield curve
The rates used to discount GBP
cashflows have increased by almost 1% p.a.
at all terms since the year end. This places a
lower present value on cashflows both
in and out. Where there is an overall net
inflow to the firm, the present value of
these future profits will be lower. Rates
used to discount Euro denominated
cashflows are noticeably different – the
very short term rates are now positive, with
a larger increase than GBP rates before
narrowing after 25 years at which point
they are higher than the equivalent UK
rates (and increasingly so).

Symmetric adjustment
The symmetric adjustment has reduced
further since the start of the year and
would now result in a 13% reduction in
capital requirements in respect of type 1
equity holdings, all else being equal.

enquiries@oacplc.com

We’ve been delivering independent expert advice and
practical solutions to the financial services industry for
over 20 years. Our clients represent the full range of
financial organisations within the UK, as well as many
within other countries around the world. We are proud
to have been recognised along the way by winning
numerous industry awards and accolades.

We believe our success is about so much more than
simply helping organisations overcome issues or
challenges. It’s about building genuine relationships,
based on trust and personal, bespoke support. After all,
in the complex world of financial services, a little
reassurance goes a long way.

OAC PLC, 141-142 Fenchurch Street, London, EC3M 6BL, United Kingdom
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