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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. A version history is shown at the end of this
document.

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.
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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
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 humber of policies sold and the humber 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 (deleted 13 September 2024)

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

The rules do not restrict the way firms set margin for new business, nor do they require
margins to be the same across customers of all tenures. However, the rules do require that the
price charged to renewing customers does not exceed the equivalent new business price
(‘ENBP’).

In addition, under ICOBS 6B.2.39 R, a firm must ensure that it does not systematically
discriminate against customers based on their tenure, when determining an equivalent new
business price. The rules may therefore restrict the way firms set margin on renewal business.

In order to comply with ICOBS 6B.2.39 R, it is not sufficient for firms to avoid only direct or
intentional discrimination; firms must also ensure that their pricing strategies do not indirectly
or inadvertently discriminate. This includes using factors that have a high correlation with
tenure which could result in systematically higher margins for customers of longer tenure, or
using a set of factors that overall have this outcome. Where margins are consistently higher
than average for customers of longer tenure this is an important indication of potential
systematic discrimination based on tenure. Firms must be able to justify that their approach is
based on genuine, legitimate grounds which are consistent with the overall purpose of the
pricing rules.

The rules require there be no discrimination based on tenure for all customers, not just across
segmented cohorts of customers. When setting pricing and considering if there is any risk of
systematic discrimination, firms must consider their approach to pricing across all customers
rather than solely at the level of an individual customer or of a single cohort of customers. If
differences in margin between individual customers or cohorts of customers indicates those of
shorter tenure are systematically given preferential pricing, this is an indication of potential
discrimination. This is the case even where there is no tenure-based discrimination within each
cohort.
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We understand the composition of a firm’s customer base may change over time, and this
could impact on the average level of margin for different tenures within a book. To give two
examples:

e A firm may wish to calculate its new business margin differently at different times. So,
for example, it may set the margin at one time as 20% and at another time as 25%.
This would lead to a situation where the book is made up of two groups of customers -
with one group paying a higher margin than the other. Since ENBP will need to reflect
the new business margin at the time of renewal, each group will include both new
business and renewing customers of varying tenure.

e Firms may also wish to charge different margins based on the distribution channel (for
example, because some channels involve higher distribution costs than others). Over
time, more customers from a higher margin channel may choose to renew than others.
The effect of this may lead to differences in the average margin for different tenures,
reflecting differences in the proportion of customers from different distribution groups.

However, in both examples, in order for the firm to be acting consistently with the rules, there
must be no systematic discrimination against customers based on their tenure when
determining the ENBP. We would expect that, in both examples, there could be customers of
longer tenure being charged margins which are both above and below the average. We remind
firms that ICOBS 6B.2.41G states: "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.”

Where margins for customers of longer tenure are consistently higher than average, this is an
important indication of potential systematic discrimination based on tenure. Firms must have a
justifiable basis for any such difference, or otherwise take action to address it.

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 set out above, firms may use their commercial judgement when setting their margin for
new business. However, the price charged to renewing customers must not exceed the ENBP;
nor must the firm systematically discriminate against customers based on their tenure when
determining the ENBP.

We remind firms that PROD 4 requires them to ensure non-investment insurance products
offer fair value to customers within the target market.
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A firm should not have a non-investment insurance product where the difference between the
risk price to the firm and the total price paid by the customer bears no reasonable relationship
to:

a) the actual costs incurred by the firm or any other person involved in the distribution
arrangements;

b) the quality of any benefits; or

c) the costs or quality of any services provided in connection with the product by the
manufacturer or any other person involved in the distribution arrangements.

A firm should not be charging higher margins for a non-investment insurance product which
bear no reasonable relationship to any of the matters in points (a) to (c) above. Contravention
may be relied upon as tending to establish a breach of PROD 4.2.14AR and, where

relevant, PROD 4.2.14BR.

1.14 Can firms use tenure as a risk rating factor?

Firms can take into account risk factors which may sometimes correlate with aspects of a
customer’s tenure. For example, fraud risk may generally be expected to be lower with where
the customer has longer tenure with the particular insurer. Telematics data, relevant to the
risk being underwritten, may lead to the price of the insurance cover going up or down over
time as the increased data could give a greater insight into the behaviour of the driver in
question. Crucially, although these are factors may which rely on gathering information over
time or happen to overlap with aspects of correlate with tenure, the pricing rules do not
provide the ability for firms to rely on tenure alone. Instead, firms are able to utilise relevant
risk information that may be acquired during the term of the customer’s current policy (and
during their relationship with the firm).

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.

1A. Further questions on incentives

ICOBS 6B.2.35 R applies to insurance intermediaries who carry out insurance distribution
activities at renewal and either forgo commission or offer cash or cash-equivalent incentives at
new business. These firms must include this commission and/or these incentives when
calculating the ENBP, to the extent that a renewing customer would be eligible to benefit from
them if they were a new business customer. If a firm has an ongoing customer relationship at
renewal, it is likely that the pricing rules will apply to them.

We respond here to questions that both intermediaries and insurers have asked about
incentives.
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1.16 What does it mean to carry out insurance distribution activities at renewal?
For example, is a firm conducting insurance distribution activities at renewal
where it just sends out a renewal pack?

Insurance distribution activity is defined in the FCA Handbook. Broadly, a firm will be
conducting an insurance distribution activity where it conducts one of the following activities
for an insurance contract:
1. Dealing in investments as agent
Arranging (bringing about) deals in investments
Making arrangements with a view to transactions in investments
Assisting in the administration and performance of a contract of insurance
Advising on investments
Agreeing to carry on any of the above regulated activities

owukwnN

The FCA’s Perimeter Guidance Manual sets out guidance in PERG 5 to help firms determine
whether they are conducting these activities.

When considering what regulated activities it conducts, there are several factors that a firm
should take into consideration, including the business test and the availability of exemptions
and exclusions. We are not covering all of these factors here. We highlight the following
points to help firms determine whether they may be conducting insurance distribution
activities at renewal (see also PERG 5.5, PERG 5.6 and PERG 5.10) -

e Activities which involve the inviting of renewal of policies and the subsequent effecting
of renewal of policies are likely to involve insurance distribution activity.

e This includes policies where a process of automatic (tacit) renewal operates i.e. where a
policyholder need take no action if they wish to maintain their insurance cover by
having their policy renewed. This typically involves the issue of a new insurance policy
and might involve the activities of advising on investments, arranging and dealing in
investments as agent.

e More specifically, preparing an automatic renewal communication on behalf of an
insurance undertaking is likely to amount to arranging deals in investments.

e Where a renewal communication contains a recommendation to renew existing cover,
this is likely to constitute advising on investments.

o If an insurance contract takes effect on a date stipulated in a renewal letter, a contract
is concluded, with the effect that the intermediary that sends the letter may be dealing
in investments as agent.

e An intermediary may be carrying out the activity of dealing in investments as agent,
where at renewal it

o commits an insurer to provide insurance
o agrees on behalf on a prospective policyholder to buy an insurance policy.

e An intermediary may be arranging (bringing about) deals in investments where its
involvement in the chain of events leading to an insurance contract being concluded is
sufficiently important that without them there would be no policy. As noted above, this
might include preparing renewal communications.
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e By contrast, an intermediary could be making arrangements with a view to transactions
in investments even where their involvement is not essential in bringing about a
transaction. This might include introducing a customer to another firm with a view to
that firm arranging a contract of insurance.

1.17 1Is a firm conducting insurance distribution activity if it delegates this activity
to a third party, including an insurer?

A firm may delegate the actions involved in renewal. However, it cannot delegate the
accountability for regulated activities where these activities are being conducted on its behalf.
So, even where the physical actions involved in renewal are conducted by a third party
(including the insurer of the product), the firm for whom those activities are undertaken is
generally deemed to be carrying on the activity and is accountable for meeting any applicable
rules.

For example, many insurers sell insurance through high street retailers, who may be
authorised as insurance intermediaries. It is common for such intermediaries to delegate the
physical actions involved in renewals to the insurer. However, a retailer would still be carrying
on insurance distribution activity and cannot delegate the regulatory accountability for this
activity where it is done on its behalf.

So, where a renewal notice is sent in the name of the retailer by an insurer acting on its
behalf, the retailer remains accountable for meeting any rules that apply to the activity. This
might include the pricing rules where they apply to an intermediary who carries out insurance
distribution activities at renewal and either forgoes commission or offers cash or cash-
equivalent incentives at new business.

1.18 1Is the answer different if an insurance distributor is an appointed
representative?

Insurers or insurance intermediaries might also sell insurance through intermediaries who are
its appointed representatives (ARs). Similar principles apply. The AR will need to consider if it
is conducting insurance distribution activities at renewal, taking into account the factors
outlined above and in PERG 5. If the AR is conducting insurance distribution activities at
renewal, then it must comply with the relevant rules, including those that apply to an
intermediary who carries out insurance distribution activities at renewal and either forgoes
commission or gives cash or cash-equivalent incentives at new business. This is the case even
where the AR delegates the physical actions involved in the renewal to a third party, including
to the insurer or insurance intermediary. However, as with all AR arrangements, the AR’s
principal is ultimately responsible for the AR’s compliance with the rules.

1.19 When calculating an ENBP, do I have to include incentives offered by a third
party who receives a commission and who might use all or part of it to fund
incentives?
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When considering whether this includes arrangements where a firm pays a commission or a
CPA (cost per acquisition) fee to a third party who then might use all or part of it to fund
incentives, the key consideration is whether the payment of the commission/fee is contingent
on the third-party providing an incentive for which the renewing customer would also be
eligible. It may be that the firm’s agreement with the third party requires incentives to be
offered to some customers, but not others. If the firm’s agreement with the third party does
not require that party to offer incentives to any customers of the firm paying the
fee/commission, then it is likely that the firm will not be funding an incentive which it is
required to take into account when calculating the ENBP.

1.20 How do the rules on incentives apply to firms that use cashback sites?

Cashback sites often offer discounts on insurance products if purchased via their site.
Insurance firms usually pay the cashback site a CPA (cost per acquisition) fee for each
customer directed to them via the cashback site.

When calculating an ENBP, firms must take into account any cash or cash-equivalent incentive
at new business that is wholly or partially funded by the firm. This includes any such incentive
which is funded directly by the firm or where the firm provides funding to a third-party,
contingent on that third party providing a cash or cash-equivalent incentive to the consumer at
new business.

Where a firm pays for the acquisition of customers via a cashback site, it is likely to be funding
a cash or cash-equivalent incentive that must be included when the firm calculates the ENBP.
This is because the purpose of a cashback site is generally to attract customers by offering
cash or cash-equivalent incentives, and so any fee paid to such a site is likely to be paid on the
understanding that the site will fund cash or cash-equivalent incentives to prospective
customers. However, this would not be the case where the cashback site does not offer any
incentives on the insurer’s products at new business or only offers non-cash incentives.

1.21 If a customer takes out a policy through the same price comparison website
(PCW) two years running, is the PCW caught by the pricing rules?

In PS 21/5 (page 42) we explained that the pricing rules apply to intermediaries involved in
the setting of any portion of the renewal price. This includes those that
o take the net price quoted by an insurer and make an adjustment to it to determine the
gross price; or
¢ rebate commission i.e. where they take a gross price from an insurer and discount the
price paid by the customer, by reducing their commission.

We went on to confirm that this approach applies to all regulated firms that distribute home
and motor insurance, including PCWs.

We received some feedback from stakeholders, who said it was unclear how our rules applied
to intermediaries who give incentives on gross prices. In PS 21/11 we published amended
rules clarifying that intermediaries are caught by the pricing rules where they undertake
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insurance distribution activity at renewal and either forgo commission or offer cash or cash-
equivalent incentives at new business.

So, where any intermediary, including a PCW, arranges a policy for a customer who took out a
policy through that firm last year (i.e. a renewal), and that intermediary forgoes commission
or offers cash or cash-equivalent incentives to new business customers, then it must ensure
that its portion of the renewal price is no higher than it would be for a new business customer.
This means ensuring that, where a renewing customer would be eligible for a new business
cash or cash-equivalent incentive, this is taken into account when calculating the ENBP. Where
an intermediary (including a PCW) treats a renewing customer in exactly the same way as a
new business customer the firm is likely to be meeting this rule.

We confirmed in PS 21/11 that firms that provide incentives on gross prices set by insurers
(either by way of forgoing commission or by offering cash or cash-equivalent incentives) are
not required to report data on this business to the FCA. However, they are required to notify
us if they forgo commission or offer cash or cash-equivalent incentives on more than 25% of
either their home or motor policies sold.

1.22 A firm (insurer or intermediary) offering renewal checks its renewal price with
the PCW who originally introduced the customer, the firm then offers renewal
and the PCW is not otherwise involved in the renewal. If the PCW originally
offered incentives to the customer, do these need to be reflected in the ENBP?

In the situation above, the firm’s equivalent new business price (ENBP) is what they would

charge an equivalent new business customer through the same channel (in this case the PCW
channel). If the PCW offers a cash or cash-equivalent incentive that is wholly or partly funded
by a firm setting the renewal price, the value of that incentive must be reflected in the ENBP.

The firm can also choose to benchmark its renewal premium through the same or another
PCW, in which case it is free to invite renewal at a price lower than the ENBP.

1.23 Would the following examples be considered as ‘non-cash’ incentives:
o Cinema or events tickets (‘open’ tickets, redeemable for seats or dates of
different prices)
¢ Products of a model not readily available elsewhere (e.g. clothing)
¢ Products of benefit to consumers (e.g. leak detector)
e Goods carrying our brand?

Firms should develop their own methodology to determine whether their incentives can be
readily expressed as having a monetary value. This might consider:
¢ whether the benefit given by the incentive has a specific value (such as an event ticket
with a stated, fixed value or redemption price) at the time the customer buys the policy
¢ whether or not a value could be readily determined and stated.

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

e 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.

In PS 21/5 we stated that firms would breach the rules if they used cash or cash- equivalent
incentives to systematically discriminate against customers based on tenure. 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 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 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.

1.24 How do the rules on incentives apply to firms that make or fund a donation to
charity for each policy bought?

The table in ICOBS 6B.2.14R states that carbon off-setting would not be considered a cash-
equivalent incentive. A charitable donation has a similar effect of providing a broader social
benefit and not an economic benefit to the customer. Therefore, if it does not alter the price
paid by the customer, it would not be caught by our rules on incentives and will not need to be
reflected in the equivalent new business price when the renewal is offered.

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?
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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.

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 (deleted 6 January 2023)

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.

4.4 Where an insurer has delegated the setting of the risk element of the price to
another firm, which firm is responsible for attesting compliance with the rules
in ICOBS 6B?

In this case both firms would need to submit an attestation. Insurers have regulatory
responsibility for the setting of prices, which forms a key element of the regulated activity of
effecting contracts of insurance. Firms cannot contract out of their regulatory obligations and
in accordance with Principle 3, must maintain suitable systems and controls to conduct their
business responsibly. As set out in SYSC 3.2.4G where firms outsource tasks this includes
supervising the discharge of those tasks.
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