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Since we published PS21/5, we have received several queries from firms and trade
associations regarding the application of some of our rules. We provide below answers to the
most frequently-asked questions. We will update these where we consider that further
clarification is relevant to the wider market.

1. The pricing rules

1.1 Do the pricing rules apply to home insurance policies sold to landlords?

Our pricing rules apply to firms where they sell policies of home or motor insurance (and
additional policies sold alongside those products) to consumers. The term ‘consumer’ is defined
in our glossary, but broadly speaking it refers to any natural person acting for purposes
outside their trade, business or profession.

ICOBS 2.1 provides guidance on client categorisation, including ICOBS 2.1.4G which sets out
examples of how certain situations should be categorised. This states that the FCA would
expect that a person taking out a policy covering property bought under a buy-to-let mortgage
would be categorised as commercial customer. However, this doesn’t capture all landlords,
many of whom will not have buy-to-let mortgages.

We expect that firms will already have processes to allow them to determine whether they are
dealing with a consumer or a commercial customer. Our new pricing rules do not change the
definition of consumer or commercial customer and our comments on landlords in PS 21/5
were simply intended to give an example of a situation where firms might make judgements
between these types of customer.

1.2 If a firm has made a renewal offer and set a price no higher than the
equivalent new business price (ENBP) at the time, but the customer
subsequently wishes to amend cover in the days prior to the renewal, should it
rely upon the ENBP calculation generated at renewal and adjust the price in
line with the cover change? Alternatively, should it calculate a new ENBP?

ICOBS 6B.2.1R(1) requires that firms must not set a renewal price that is higher than the
ENBP. This applies when the renewal notice is prepared. If, after receiving a renewal notice, a
customer wants to amend the level of cover, the rules give flexibility to firms in how they deal
with this. They could choose to set the price of the amendment either in line with the ENBP on
(i) the date that the original renewal notice was prepared; or (ii) on the date that they
calculate the amendment. Alternatively, they could choose to amend the existing renewal offer
as whole, in which case they would have to comply with ICOBS 6B.2.1R(1) on the day the
revised renewal notice is prepared.

Although the rules give flexibility in this area, firms should remember that ICOBS 6B.2.39R
requires that they must ensure that they do not systemically discriminate against customers
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based on their tenure when determining the equivalent new business price. So, whichever
approach a firm takes, it should ensure that it meets this requirement.

1.3 Does the definition of 'motor insurance' apply to vehicles other than cars and
motorbikes?

The rules apply to all policies taken out by consumers for domestic vehicles. We do not provide
an exhaustive definition of domestic vehicles. As we say in PS 21/5, we consider that vans and
touring caravans fit within the motor vehicle definition. Where there is doubt, firms may wish
to keep a record of their decision and the reasons for it to demonstrate their approach to
complying with the pricing rules.

1.4 Is there a particular approach firms should follow to determine whether a
book is "closed"? For instance, should firms consider the percentage of new
customers channel by channel?

Under the pricing rules (ICOBS 6B.2.32 R) a firm should assess whether a book meets the
threshold for a closed book annually and in circumstances where it makes a material change to
its marketing or distribution that could change the book from an open book to a closed book.
ICOBS 6B.2.33 G makes clear that the assessment should be carried out based on the product
as a whole, across all the channels used by the firm for distribution of the product. A firm
should consider both the number of policies sold and the number of policies it expects to sell.
However, it is not necessary to assess whether a product meets the closed book threshold for
each channel through which it is sold. This assessment should be made at aggregate level
across all channels.

If a firm stops selling through a particular channel, it should determine the equivalent new
business price (ENBP) in accordance with ICOBS 6B.2.5 R (2). If a firm were to reduce
significantly the use of a particular channel, but maintain some sales, it should consider
whether the determination of the ENBP for customers using that channel, complies with the
requirement in ICOBS 6B.2.39 R that it does not systematically discriminate against customers
based on their tenure.

1.5 Can a firm set up separate legal entities to offer incentives on its products to
avoid the pricing rules?

ICOBS 6B.2.9R requires that when calculating the equivalent new business price (ENBP), a
firm must include any cash or cash-equivalent incentives that it gives to new business
customers.

ICOBS 6B.2.10R makes clear that this applies to any cash or cash- equivalent incentive that is
wholly or partially funded by the firm. It does not matter if the incentive is funded directly by
the firm or if the firm provides funding to a third-party contingent on that entity providing an
incentive to the consumer.
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More broadly, ICOBS 6B.2.39R requires that a firm must ensure that it does not systemically
discriminate against customers based on their tenure when determining the ENBP.

ICOBS 6B.2.40E (6) states that a firm should not fund an incentive offered by a third party in
a way that results in the ENBP systematically exceeding the new business price actually paid
by new business customers who receive the incentive. Where firms fund incentives in this way,
this is likely to indicate a breach of ICOBS 6B.2.39R.

We would expect a firm to be able to demonstrate how it meets these rules. ICOBS 6B.2.51R
requires that firms must keep written records of how they continue to satisfy themselves that
they do not systematically discriminate against customers based on tenure.

A firm must also keep records of the extent to which material decisions taken in relation to
compliance with the pricing rules are consistent with the requirement not to discriminate
against customers on the basis of their tenure. These material decisions include making
changes to the firm’s business structure or to the business structure of its group to the extent
that this may affect the basis on which an ENBP is set. So, where a firm sets up a separate
entity to offer incentives on its products, we would expect it to be able to show how this
arrangement complies with the requirement not to systematically discriminate against
customers based on tenure.

1.6 How should firms calculate the value of a cash-equivalent new business
incentive when calculating the equivalent new business price (ENBP)? As an
example, a firm might offer a ‘free’ MOT with new business motor insurance.
The ‘free’ MOT costs the firm £30 to provide, but the value to the customer
might be £60 i.e. this is the price they would pay for the MOT. Should the firm
include the value of the benefit to (i) the firm; or (ii) the customer?

Our rules do not explicitly state how firms should approach the example given here. However,
in deciding their approach, firms should consider how they comply with our pricing rules,
including the following:

ICOBS 6B.2.9R requires that when calculating the ENBP, a firm must include any cash or cash-
equivalent incentives that it gives to new business customers.

ICOBS 6B.2.40 E (1) also makes it clear that a firm’s ENBP for customers of longer tenure
should not systematically exceed the new business price for new business customers.

We reinforced this point in PS 21/5, where we stated that using cash or cash- equivalent
incentives to systematically discriminate against customers based on tenure would breach the
rules.

So, when setting the ENBP, firms must consider whether valuing a new business incentive in
terms of the cost to the firm would result in systematic discrimination against customers based
on tenure.

We would also expect firms to be able to demonstrate how they meet these rules. ICOBS
6B.2.51R requires that firms must keep written records of how they continue to satisfy
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themselves that they do not systematically discriminate against customers based on tenure.
These records must set out clearly how the firm has resolved any areas of discretion,
ambiguity or potential uncertainty in its determination that it complies with our pricing rules.

1.7 Would a ‘prize draw’ (such as the chance to win a premium refund) be
considered a cash-equivalent incentive? Does the same answer apply if all
customers are guaranteed at least some refund?

A cash-equivalent incentive is any incentive that can be readily expressed as having a
monetary value.

We give examples of cash-equivalent and non-cash incentives in the table at ICOBS 6B.2.14R.
This table includes ‘a percentage chance to win back the premium’ as an example of a non-
cash incentive.

Where a firm structures this kind of incentive in a way that results in all customers receiving a
discount on their premium, it would have to consider whether this amounted to an incentive
that can be readily expressed as having a cash value.

The firm would also need to consider how it complied with the requirement in ICOBS 6B.2.39R,
which requires that a firm must ensure that it does not systemically discriminate against
customers based on their tenure when determining an equivalent new business price.

If a firm operated a ‘prize draw’ that guarantees that all its customers receiving a percentage
discount at new business, but this is not replicated at renewal, we would expect it to be able to
demonstrate how this complies with ICOBS 6B.2.39R.

1.8 Are incentives that offer a deferred benefit (e.g. x% discount on next year’s
premium) classed as cash-equivalent incentives?

A cash-equivalent incentive is any incentive that can be readily expressed as having a
monetary value.

We give examples of cash-equivalent incentives in the table at ICOBS 6B.2.14R. This includes
a percentage discount on the premium.

Percentage discounts on future premiums can be readily expressed as having a monetary
value (once the premium is known) in a similar way to discounts on current year premiums.
Therefore, this kind of incentive would also be classed as a cash-equivalent incentive under the
pricing rules.

1.9 Do the new pricing rules restrict margin?

It is important to differentiate between two concepts:

Profit - the difference between the amount received in premiums and total costs.
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Margin - the difference between a firm’s risk price and the gross price in a gross pricing
model, or the difference between risk price and net price, and net price and gross price in a
net pricing model.

Profit

In PS 21/5 we made it clear that the pricing rules are not intended to cap profits and that
firms’ profits can both increase and decrease over time. This could be due to:

o actual claims costs being different to those expected

o lower acquisition and operation costs for renewing customers than new business
customers, or

o firms changing their pricing models to include more margin for new business and
consequently renewal customers have different margins over time.

Margin

The pricing rules are not intended to restrict the way firms set margin for new business.
However, they do potentially restrict the way they set margin for renewal business because
they must set a renewal price that is no higher than the equivalent new business price
(ENBP).

For most firms the price charged to the customer is made up of ‘risk price’ (which reflects the
likely claims cost to the firm) and a ‘margin’.

When setting an ENBP, if we assume the risk price for a particular renewal customer is set at
the same level as for an equivalent new business customer, then a firm cannot charge a higher
margin at renewal than it would for a new business customer. Firms have the option to charge
a lower margin at renewal than they would for new business.

1.10 In the rules published in PS 21/5 you included guidance at ICOBS 6B.2.41 G
explaining your expectations on margin. Can you explain whether this
guidance applies at an individual or a cohort or a book level?

ICOBS 6B.2.1R requires that a firm must set the renewal price no higher than the equivalent
new business price.

The guidance at ICOBS 6B.2.41 G says that ‘when comparing a firm’s new business price with
the renewal price for individual customers, we would not expect to see that the longer a
customer’s tenure is, the greater the difference between:

(1) in the case of an insurer, the risk price and the net-rated price or gross price or

(2) in the case of an intermediary, the net-rated price and the gross price’.
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This provision is guidance and is intended to help firms comply with rules in ICOBS 6B.2.1R
and ICOBS 6B.2.39R. It is designed to illustrate the expected consequences of compliance with
the pricing rule in ICOBS 6B.2.1R, when comparing new business prices with renewal prices for
individual customers.

Where a firm complies with ICOBS 6B.2.1R, the renewal price will be no higher than the
equivalent new business price whenever a customer renews. If we also assume that, when
setting the renewal price, a firm does not set a lower risk price than it would for an equivalent
new business customer, then it follows that margin should not get bigger over time at
individual customer level.

1.11 Can firms have different margins for different cohorts of customers?
The pricing rules are not intended to restrict the way firms set margin for new business.

So, firms can have different margins for different cohorts of new business customers. Firms
can also change their new business pricing at any time, so they can charge different margins
at different times on the same book. However, the rules may restrict the way firms set margin
on renewal business, as the renewal price must not exceed the equivalent new business price.

1.12 Does a firm need to ensure than the average margin is the same for
customers of different tenure?

No. We would expect the composition of a firm’s customer base to change over time, and this
will impact on the average level of margin for different tenures within a book. To give an
example: at new business, a firm might calculate the price for one customer group differently
to another. So, for example, one group’s prices may be set as risk price plus 20% and another
group’s prices may be set as risk price plus 25%. Over time, the propensity of one of the
groups to renew may be higher than the other. As a result, the average margin across all
customer groups may be different for different tenures, reflecting differences in the proportion
of customers from different groups. However, within each customer group that has the same
margin applied to the risk price, we would expect to see the margin for renewing customers to
be no higher than the margin for new business customers.

1.13 Can firms charge lower new business margins for customers who the firm
believes are more likely to stay with the firm for a short period.

As in the example above, firms are free to tailor their new business price setting to different
consumer groups. However, when setting renewal prices for these customers, the firm must
set a price that is no higher than the equivalent new business price. Within each customer

group that has the same pricing model we would not expect to see margin vary with tenure.
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1.14 Can firms use tenure as a risk rating factor?

Yes. Our pricing rules do not prevent firms from using tenure as a risk rating factor when they
are setting a new business price. However, when setting a renewal price, a firm must set a
price no higher than they would for an equivalent new business customer. Firms should
calculate the equivalent new business price (ENBP) taking into account all available information
on changes to the consumer’s risk, including those that correlate with tenure. In other words,
a firm should be pricing the renewal customer using the same model used for new business
customers but taking into account changes to the risk information available. So, for example,
it may be that a firm considers that new business customers present a greater fraud risk and
adds a loading to the price to take account of this. If the equivalent renewing customer no
longer presents a greater fraud risk, to comply with the rules, that loading would not be
included when calculating the ENBP.

1.15 1In PS 21/5 the record keeping rules at ICOBS 6B.2.51 R (1) included a
reference to margin. Can you explain this?

We have made a change to ICOBS 6B.2.51 R (1), to delete the words ‘or the margin earned
from’ as this was an error in drafting the rules.

2. Product governance

2.1 Should insurers consider the fair value of their products at a customer,
cohort, or product level?

The rules on fair value apply to non-investment insurance products. This should be read as
being the product for distribution to customers generally and is not intended to refer to each
individual contract of insurance being sold or underwritten (unless the context of a particular
rule specifically requires that). This is the same as the existing product oversight and
governance rules in PROD 4.

3. Auto renewal

3.1 Do consumers need to be given the ability to turn off auto-renewal before
or at the moment of purchase?

ICOBS 6A.6.6R applies from the time the customer buys the policy, including any time
between the point at which the policy is bought, and the policy term begins.
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3.2 Are cash plans and dental insurance plans included within the health
insurance exemptions to the auto-renewal rules?

Yes, cash plans including dental plans are excluded from the auto-renewal rules.

3.3 Do the auto renewal disclosure rules only apply to renewal
communications sent after 1 January 2022?

The auto renewal disclosure rules apply to communications sent on or after 1 January 2022.

4. Reporting

4.1 If an intermediary does not (i) provide Premium Finance, (ii) set the selling
price of add-ons and (iii) charge fees, does it have to complete form REP021,
where they have no information to submit?

Intermediaries that do not conduct any of the business that is required to be reported in
section 6 of REP021 do not have to submit data for section 6. However, please note that for
premium finance where the firm setting the price is not an insurer or intermediary, then the
firm with the direct relationship with the consumer will be responsible for reporting that
business.

Intermediaries that set the price of home and motor policies would, however, need to report
data under sections 4 and 5 of REP021. However, intermediaries do not need to report data on
commission-rebated business.

4.2 Where different insurers underwrite different elements of the cover that form
part of the same policy, who reports data on each component of the policy?

As set out in SUP 16.28.9 R (1) where different insurers underwrite different elements of the
cover that forms part of the same core policy, then the insurer underwriting the largest
proportion of the cover must report the pricing information for all elements of the policy. This
is similar to the approach we have taken for value measures as set out in PS20/9. The only
exception to this approach is for legal expenses insurance, which for value measures is
reported separately by the legal expenses insurer regardless of whether it is integrated into
another product or is an add-on or standalone policy.

We recognise that in some scenarios there may be challenges reporting on this basis. For
example, where an intermediary has created a product with different parts underwritten by
different insurers or panels of insurers, then the insurer of, for example, an optional extra
within a core policy may not have a direct contractual relationship with the insurer of the main
part of the core policy. Where firms encounter issues with this rule, we would encourage them
to contact us at GIPricingPractices@fca.org.uk to discuss any challenges they are facing.
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4.3 Where a premium finance provider (that is not an insurer or intermediary)
sets the final price to the consumer then the responsibility for reporting is on
the firm with the direct relationship with the consumer. For reporting
purposes, are firms with a direct relationship to consumer the same as
customer-facing firms?

In most cases, we would expect the firm with the direct relationship with the consumer to be
the customer-facing firm. This would typically be the firm that deals directly with the consumer
and may not necessarily be the product manufacturer.
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