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Solvency UK   
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The UK government have announced the final reform 
package following its consultation on the review of 
Solvency II. 

As we move towards the new Solvency UK regime, a lot 
of the reforms concern the matching adjustment - the 
nature of the assets eligible for a matching adjustment 
portfolio, greater flexibility on the treatment of applications 
and breaches and extending the range of eligible liabilities 
to include products that insure against morbidity risk 
(such as income protection products). This could make 
the matching adjustment an option for some income 
protection insurers provided the benefits outweighed 
the effort of establishing an appropriate portfolio, the 
initial application and the ongoing cost of overseeing and 
managing the arrangement. 

However, the key takeaway from the reforms for the 
majority of OAC life clients is that the risk margin will be 
reduced by 65% (under current economic conditions). This 
will free up capital and reduce balance sheet volatility, 
particularly when interest rates are low.  

The new risk margin will be calculated using a modified cost of capital method which will align with the current 
approach and make transition to the new regime easier. A smaller reduction of 30% will be implemented for  
non-life insurers.  

The intention of reducing insurers’ technical provisions in this way is to encourage competitiveness and ultimately 
benefit policyholders through lower premiums and a greater range of affordable products. 

In addition, the government has decided to increase the thresholds before Solvency UK applies to £15 million in annual 
gross written premiums (triple the previous threshold) and to £50 million in gross technical provisions (double the 
previous threshold). Firms below this threshold will still be able to opt into Solvency UK should they choose to. 

Alongside the reform package, the PRA have published FS1/22 - Responses to DP 2/22 – Potential Reforms to Risk 
Margin and Matching Adjustment within Solvency II.  The aim of this feedback statement is to provide an overall 
summary of the responses received to the PRA’s Discussion Paper (DP) 2/22 ‘Potential Reforms to Risk Margin and 
Matching Adjustment within Solvency II’ which helped to inform the PRA’s position.

The paper provides no indication of implementation timescales for the new legislation, nor when further details of the 
reforms might be made available. It is unclear whether this will coincide with the end 2024 implementation date for 
reporting changes.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1118359/Consultation_Response_-_Review_of_Solvency_II_.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1118359/Consultation_Response_-_Review_of_Solvency_II_.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1118359/Consultation_Response_-_Review_of_Solvency_II_.pdf
https://www.bankofengland.co.uk/prudential-regulation/publication/2022/november/fs1-22-potential-reforms-to-risk-margin-and-matching-adjustment-within-solvency-ii
https://www.bankofengland.co.uk/prudential-regulation/publication/2022/november/fs1-22-potential-reforms-to-risk-margin-and-matching-adjustment-within-solvency-ii
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Consumer Duty   

REGULATORY UPDATE

The milestone of 31 October has now passed, at which point firms should have  
agreed their implementation plans and “be able to evidence they have scrutinised  
and challenged the plans to ensure they are deliverable and robust to meet the  
new standards”. 

The next milestone is 30 April 2023 when manufacturers should have completed all the 
product reviews necessary to meet the Four Outcome Rules for their currently marketed 
products and services. These will then need to be shared with distributors to enable 
identification of any changes needed. 

The Consumer Duty 
A new Consumer Principle that requires firms to act to deliver good outcomes for  
retail customers. 

Cross-cutting rules requiring firms to act in good faith, avoid causing foreseeable harm, 
and enable and support customers to pursue their financial objectives. 

Four Outcomes rules requiring firms to ensure consumers receive communications they  
can understand, products and services meet their needs and offer fair value, and the  
support they need.  

The Four Outcome Rules 

The Products and Services Outcome - all products and services for consumers should be fit for purpose. They 
should be designed to meet the needs, characteristics and objectives of a target group of customers and distributed 
appropriately. These are essential steps if firms are to act to deliver good outcomes to consumers. 

The Price and Value Outcome - all consumers should receive fair value. Value is about more than just price, and firms 
should assess their products and services in the round to ensure there is a reasonable relationship between the price 
paid for a product or service and the overall benefit a consumer receives from it. 

The Consumer Understanding Outcome - firms’ communications should support and enable consumers to make 
informed decisions about financial products and services. Consumers should be given the information they need, at  
the right time, and presented in a way they can understand. 

The Consumer Support Outcome - firms should provide a level of support that meets consumers’ needs throughout 
their relationship with the firm. This means firms’ customer service should enable consumers to realise the benefits of 
the products and services they buy and ensure they are supported when they want to pursue their financial objectives. 

Full implementation of the rules for currently marketed products is not required until 31 July 2023 with closed book 
products one year later. 

The FCA’s website has a section dedicated to Consumer Duty and individuals and firms can sign up for updates on 
industry events and regulator activity https://www.fca.org.uk/sign-consumer-duty-email-updates. 

To assist firms in implementing the Duty, FCA have a section dedicated to explaining more on the areas of the Duty that 
they have been receiving queries on and which are relevant for the wider market. Currently these areas are around the 
October implementation plans, Consumer Duty board champions, and the definition of “closed products”. FCA intends 
to keep the webpage updated. 

The FCA have indicated that members of the Association of Financial Mutuals (AFM), who were effectively incorporating 
Treating Customers Fairly (TCF) rules and the Insurance Distribution Directive (IDD), should find that most of the product 
and service expectations in the Consumer Duty are broadly met. 

https://www.fca.org.uk/firms/consumer-duty
https://www.fca.org.uk/sign-consumer-duty-email-updates
https://www.fca.org.uk/firms/consumer-duty-information-firms
https://www.fca.org.uk/firms/consumer-duty-information-firms


This Discussion Paper (DP) describes how the PRA intend to approach policy-making as they take on wider 
rulemaking responsibilities under the Financial Services and Markets Bill (FSM Bill). It is relevant for all PRA-
regulated firms. 

The FSM Bill was introduced to parliament on 20 July 2022 and this discussion paper was published the day after 
the bill had its second reading in the House of Commons. This paper will therefore help inform the debate in 
parliament as the FSM bill makes its way through. 

The following key drivers are particularly noted in the paper: 

Upholding strong standards: necessary in order to provide financial stability and maintain the UK’s reputation as 
an international finance centre. It is particularly important that operational independence of the UK regulator is 
maintained. 

Accountability: the PRA recognises the importance of accountability as the bill widens its responsibilities and 
continued engagement with HMT is paramount.  

A responsive approach: the bill will improve the PRA’s flexibility and speed in its response to events and risks, 
enabling a proportionate and targeted approach. There is reference to the review of regulatory reporting for both 
insurance and banking and an intention to publish a framework for evaluation setting out how PRA will review the 
rules in the future. 

Creating an accessible rulebook: the current regulatory framework is complex and difficult to navigate and the PRA 
intends to simplify and streamline its rulebook. In the short term, to enable ease of navigation through the rules, this 
will be through publication of the Prudential and Resolution Policy Index.  

The PRA welcome views on the ideas set out in DP4/22 from all interested parties. The period for comment runs 
until Thursday 8 December. Comments are invited to DP4_22@bankofengland.co.uk. 

PRA will then publish a consultation paper followed by a final publication on policy approach.   

The PRA’s Future Approach to Policy

REGULATORY UPDATE
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The AFM is planning further webinars and support for members around fair value assessments and other areas of the 
Duty implementation during 2023, see their website for further details https://financialmutuals.org/. 

On 16 November Nikhil Rathi, FCA CEO, spoke on “rolling regulation forwards” and discussed measuring the impact 
of the Duty and co-ordination with the use of technology to provide financial services and financial inclusion.   

The regulatory targets set to measure the impact of how the Duty is working include: 

•   a reduction in ombudsman complaints,  

•   increasing levels of trust in the financial sector as reported in surveys, and  

•   reducing FSCS costs.   

He believes that the Duty will help manage the entry of Big Tech firms, using Artificial Intelligence and other new 
technologies, into the UK retail financial services industry and ensure a level playing field. 

With the FCA’s final guidance for firms on the Duty referring to individual accountability and personal conduct 
resulting from the Senior Managers & Certification Regime (SM&CR), it is clear that the FCA believe “responsibility 
for algorithms and AI stops with the human leaders at the top of firms”.  

https://www.bankofengland.co.uk/prudential-regulation/publication/2022/september/pra-approach-to-policy
mailto:DP4_22@bankofengland.co.uk
https://financialmutuals.org/
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In a letter to CEOs in the insurance sector, the FCA set out their expectations for firms. These include: 

    Providing appropriate support to vulnerable customers and those in financial difficulty. 

    Ensuring consumers get access to fair value products. 

    Considering premium finance as part of fair value assessments. 

    Providing customers with appropriate product information and only propose policies that meet           
 customers’ demands and needs.  

    Handling claims promptly and fairly. 

    Specifically relating to buildings insurance providers, firms should consider leaseholders when determining  

 what might constitute fair value or be in the customer’s best interests and meet their needs, or in the future  

 deliver good outcomes for consumers under the Consumer Duty. 

The FCA have also updated the consumer section on their website “dealing with financial impact of the costs 

of living”. This contains lots of useful information with signposting to financial support services and specifically 

discusses the support from insurance providers that might be expected.  

For example, for those struggling to pay premiums and thinking about cancelling cover, FCA encourage customers 

to contact their provider to find out what support is available. FCA suggest this support could include: 

•   looking at the customer’s risk profile to see whether the level of cover should be changed, which could mean  
 lower premiums 

•   considering whether there are other products that better meet the customer’s needs 

•   waiving fees for adjusting or cancelling the policy 

•   making reduced payments for a temporary period  

•   agreeing a repayment plan 

They also recommend shopping around to see if suitable cover is available cheaper elsewhere. 

The FCA will continue to monitor activity and update both the consumer information and the Cost of living: 

information for firms pages on its website. 

The FCA’s expectations on the cost of living and insurance     
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https://www.fca.org.uk/publication/correspondence/dear-ceo-letter-expectations-cost-of-living-and-insurance-2022.pdf
https://www.fca.org.uk/consumers/financial-impact-rising-cost-living#revisions
https://www.fca.org.uk/consumers/financial-impact-rising-cost-living#revisions
https://www.fca.org.uk/firms/cost-of-living
https://www.fca.org.uk/firms/cost-of-living


On 20 September, Charlotte Gerken spoke about trends 
in the life insurance sector and the need for strong 
reinsurance and investment risk management.  

Increased concentration risks arise from increased 
longevity reinsurance, the use of funded reinsurance and 
the growth of illiquid assets. Charlotte comments that, 
whilst there may be good business and risk management 
practices in place for both, “over-indulgence in either – or 
indeed both – could actually result in concentration risks 
increasing at individual firm-level and in the system as a 
whole”.  

Whilst her comments are directed at annuity providers, 
she reminds insurers that one of the most powerful and 
flexible tools that firms and the regulator have to mitigate 
concentration risk is the Prudent Person Principle (PPP). 
The PPP puts the responsibility on insurers to really 
understand the risks they face and their resilience to them.  

“The PRA continues to view the PPP requirements as key for firms – and their supervisors – in managing these risks. 
Firms’ compliance with PPP and supervisory review or firm-by-firm regulatory intervention under Pillar 2 of the 
Solvency II framework are all important to manage concentration risk.” 

The PRA have recently issued a new Consultation Paper CP 14/22: Review of Solvency II Reporting Phase 2 on changes 
to the Solvency II reporting requirements. This Consultation paper (CP) forms part of the government’s review of 
Solvency II. It follows on from Policy Statement PS 29/21: Review of Solvency II Reporting Phase 1 which was published 
in December 2021. This second phase builds on the phase 1 reporting changes and proposes more comprehensive 
improvements. 

Responses to this consultation phase are required to be submitted by Monday 8th May 2023. 

Following the UK’s withdrawal from the EU, the PRA considers that the reporting requirements can be streamlined 
significantly and tailored to reflect the features of the UK insurance sector more appropriately, whilst continuing to 
meet the PRA’s statutory objectives. The changes proposed in this CP are far reaching and could have a significant 
impact on how the rules are defined and the content and frequency of the disclosure and reporting requirements for 
insurers under Solvency II. 

The proposals include: 

•   the removal of a number of Solvency II Quantitative Reporting Templates (QRTs) and relevant National Specific  
 Templates (NSTs), 

•   a reduction in the reporting frequency of certain templates, 

•   the consolidation of some templates where current templates cover the same topics, 

•   the introduction and amendments of reporting proportionality thresholds for certain reporting and  
 disclosure templates, 

•   the introduction of three new templates covering new reporting topics.

REGULATORY UPDATE
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Who’s Concentrating? Speech by Charlotte Gerken     

Review of Solvency II Reporting Phase 2    

https://www.bankofengland.co.uk/speech/2022/september/charlotte-gerken-speech-bank-of-america
https://www.bankofengland.co.uk/speech/2022/september/charlotte-gerken-speech-bank-of-america
https://www.bankofengland.co.uk/prudential-regulation/publication/2022/november/review-solvency-ii-reporting-phase-2
https://www.bankofengland.co.uk/prudential-regulation/publication/2021/july/review-of-solvency-ii-reporting-phase-1
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Note this CP does not cover some of the non-reporting topics also being considered by HMT’s review of Solvency II 
such as matching adjustment, risk margin, transitional measures on technical provisions, internal models and Group 
SCR requirements. 

There are 12 existing templates that are proposed for deletion, although only a small subset of these will be 
applicable to the smaller mutual insurers. Three new templates are proposed: 

•   Excess Capital Generation – this would only be applicable to life firms writing non-unit linked premiums  
 exceeding £1bn p.a. 

•   Cyber Underwriting Risk – to monitor firms that are materially exposed to underwriting cyber risks. 

•   Non-life obligations analysis – equivalent in nature to the existing template S.14.01 on life obligations analysis. 

Various amendments to other templates are proposed  
which aim to remove data items for which the PRA can 
collect the data from other templates and introduce some 
new requirements to allow the PRA to capture certain 
items of data that it wants to see. 

The current reporting requirements are defined within the 
PRA Rulebook and across various pieces of EU regulations 
and Implementing Technical Standards (ITS). The PRA 
proposes to consolidate all of the changed requirements 
within the PRA Rulebook bringing all the reporting 
requirements together.  

The changes will be implemented within a new taxonomy 
and UK Solvency II insurers would cease reporting to 
the PRA using the EIOPA authored taxonomy from the 
implementation date. Therefore whilst it may be that for 
some insurers the actual reporting requirements will not 
alter significantly, it will be necessary to update existing 
reporting systems to work with the new taxonomy. 

The proposed implementation date for changes resulting from this CP would be for quarterly and annual reporting 
reference dates falling on or after 31/12/2024. The PRA aim to introduce these changes at the same time as other 
changes under proposed Solvency II reforms in order to minimise the burden on firms making multiple changes to 
reporting systems.
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  Also in the news

In October the PRA published DP5/22 ‘Artificial intelligence and machine learning’. This DP is relevant to financial 
services firms regulated by one or more of the supervisory authorities (including both dual- and solo-regulated firms), 
non-regulated financial services firms, professional services firms (such as accounting and auditing firms), law firms, 
third parties (such as technology companies), trade associations and industry bodies, standard setting organisations, 
academics, and representatives from civil society.  The discussion paper examines the potential merits of providing a 
regulatory definition for AI along with the benefits, risks, and harms related to the use of AI and machine learning. It also 
discusses how AI could fit into the current regulatory framework.

The consultation closes on 10 February 2023. 

The IAIS published for consultation its Issues Paper on Insurance Sector Operational Resilience. The paper identifies issues 
impacting operational resilience in the insurance sector and provides examples of how supervisors are approaching these 
developments, with consideration of lessons learnt during the Covid-19 pandemic. 

Feedback on the paper is invited by 6 January 2023. 

At its meeting ending on 2 November 2022, the MPC voted by a majority of 7-2 to increase Bank Rate by 0.75 percentage 
points, to 3%. The Monetary Policy Summary and minutes of the Monetary Policy Committee meeting can be found here. 
The next review will take place on 15 December 2022. 

On 20 October, Chief Actuaries of general insurance firms received a letter from Nylesh Shah, ‘Insights from PRA thematic 
review on general insurance reserving and capital modelling’ Chief Actuary General Insurance at Bank of England . The 
letter set out insights from the recent thematic review across the general insurance sector which identified a number of 
observations relating to how claims inflation differs by line of business and geography. 

In October, the Bank of England published their Systemic Risk Survey Results - 2022 H2 which quantifies and tracks 
market participants’ views of risks to, and their confidence in, the stability of the UK financial system. Cyber-attack remains 
the most cited risk to the UK financial system, followed closely by inflation and geopolitical risks.

https://www.bankofengland.co.uk/prudential-regulation/publication/2022/october/artificial-intelligence
https://www.iaisweb.org/2022/10/public-consultation-on-issues-paper-on-insurance-sector-operational-resilience/
https://www.bankofengland.co.uk/monetary-policy-summary-and-minutes/2022/november-2022
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/letter/2022/october/insights-from-thematic-review.pdf?la=en&hash=B3953C06C64449DD4BD42E61DA4F391CD4D2F359
https://www.bankofengland.co.uk/-/media/boe/files/prudential-regulation/letter/2022/october/insights-from-thematic-review.pdf?la=en&hash=B3953C06C64449DD4BD42E61DA4F391CD4D2F359
http://Systemic%20Risk%20Survey%20Results%20-%202022%20H2
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Monthly statistical update  

UK spot rates are used to discount GBP cashflows. The 10-year UK spot rate has moved from under 0.5% at the 
start of the year to almost 4% at the end of October. 

Higher discount rates place a lower present value on cashflows both in and out.  Where there is an overall 
net inflow to the firm (eg future profits expected from writing insurance business), the present value of these 
future profits will be lower when discount rates move higher. 

Rates used to discount Euro denominated cashflows have also increased since the year end but have 
remained fairly static in recent months and are noticeably different to the UK rates in shape over the longer 
term, generally flat rather than falling over time. 

Published Solvency II Yield Curves at 31 October 2022    

The rates of future (retail price) 
inflation implied by government 
bonds continue to show a steep 
fall from the current high levels to 
around 3% in 2 years’ time. This fall 
is less pronounced than during 
the summer, with the immediate 
market implied inflation rate 
decreasing from 8.7% to 6.6%.  

Over the medium term rates 
increase slightly before falling 
back. However, the longer 
term  implied inflation is now 
higher than during the summer, 
increasing from 2.5% to 3.0%. 

The Bank of England targets a 2% 
inflation rate, measured using the 
consumer price index (CPI).  Over 
the past 20 years, RPI has typically 
exceeded CPI by 0.8%.  

Implied inflation   

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.
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The symmetric adjustment is used in the Solvency II calculation of capital and is an adjustment to the equity 
risk capital requirement to allow for ‘mean reversion’ in equity markets. It effectively acts as a dampener, 
reducing the capital requirement when markets are depressed and increasing it when markets are buoyant. 

The symmetric adjustment has reduced over 2022 to date, from +7.09% at the end of 2021 to -3.66% at the end 
of October, reflecting market volatility over the period.  

This results in a 23% reduction in capital requirements in respect of type 1 equity holdings compared with 31 
December 2021, all else being equal. 

The symmetric adjustment     
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We’ve been delivering independent expert advice and 

practical solutions to the financial services industry for 
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