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HT 2020-10 

FCA proposals to tackle concerns about general insurance pricing 

The final report of the FCA’s market study into the pricing of home and motor insurance was published on 22 

September 2020. The market study had previously shown that pricing practices in home and motor insurance 

markets led to many consumers paying unfair insurance premiums. The proposed remedies, which have 

ramifications for other types of general insurance and premium finance, have been set out in a Consultation 

Paper with the main aims of enhancing competition, ensuring consumers receive fair value and increasing 

trust.  

The proposals involve new rules to ensure that, when a customer renews their home or motor insurance 

policy, they pay no more than they would if they were new to their provider through the same sales channel. 

The FCA is also consulting on other new measures, including: 

• Product governance rules requiring firms to consider how they offer fair value to all insurance 

customers over the longer term 

• Requirements on firms to report certain data sets to the FCA so that it can check the rules are being 

followed. 

• Clarifying the requirements around automatic renewals across all general insurance products 

The product governance and reporting requirements would apply to all non-investment insurance contracts, 

including commercial insurances; so, although the headline proposals are most relevant to home and motor 

product providers, all firms in the insurance distribution chain will be affected.   

It is intended that the rules will apply not only to UK authorised firms, but also Gibraltarian firms and incoming 

firms including those operating under the temporary permissions regime.   

Please see the Appendix to this Hot TopICS which replicates the FCA table defining the scope of the proposals.  

Background 
Concerns about the pricing practices of the insurance market have been expressed over several years. In 

September 2018, Citizens Advice made a super-complaint to the Competition and Markets Authority (CMA) 

about the excessive prices charged to some customers. The case revolved around the so-called “loyalty 

penalty” faced by many consumers, including those renewing their home insurance policies.  

Around the same time, and in response to the CMA’s concerns, the FCA started a detailed market study on 

pricing practices in the general insurance markets. Based on data from a range of insurance providers, the FCA 

found clear evidence that pricing practices in the motor and home insurance market were unfair and that the 

markets were not working well for consumers.  The majority of insurance customers were affected but 

vulnerable customers appeared to be particularly exposed to potential detriment, for example: 

• Lower-income consumers paying higher margins for combined buildings and contents insurance 

• Loyal consumers pay higher margins than new customers - vulnerable consumers are more likely to 

be loyal consumers 
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• Consumers who are less comfortable buying financial products online, or have low levels of 

knowledge, are more likely to pay higher margins 

Insurers and brokers have already begun to tackle the issue of excessive price differences between new and 

existing customers based on the ABI/BIBA initiative on General Principle and Practices on Pricing (GPAPs). 

However, it has proved difficult for individual firms to push against prevailing market forces and incentives 

without losing market share. The FCA has not disappointed those who called for strong regulatory 

intervention, rather than a voluntary commitment. 

The new rules arising from the market study form part of a package of work by the FCA to make general 

insurance markets work well for consumers. The various strands of work previously underway include:  

• ensuring that firms improve the governance, control and oversight of pricing practices 

• assessing whether firms are consistently delivering the changes required following implementation of 

the Insurance Distribution Directive and additional guidance on product value 

• responding to the issues created by the coronavirus pandemic by producing a range of materials and 

guidance for firms and consumers 

• continuing to improve transparency and engagement at insurance renewal based on “shopping 

around” disclosure rules introduced in 2017 

• updating guidance on the treatment of vulnerable customers 

• developing rules on the reporting and publication of general insurance value measures data  

As part of a recent “Dear CEO letter”, insurance intermediaries were prompted to identify and correct 

instances where they may not be meeting the regulator’s expectations in these and other areas. The letter 

made it clear that distributors are responsible for on-going assessments of product value and suitability, 

making sure they embed the rules introduced through the IDD (including rules on conflicts of interest).  

The timing of the letter to CEOs coincided with the publication of new value measures data and a policy 

statement setting out rules for insurers on reporting claims frequencies and acceptance rates, average claims 

pay-outs and claims complaints across all general insurance products. Making this information available to 

firms, as well as the media and consumer groups is intended to deliver better outcomes in the market. 

Delivering better outcomes is, ultimately, what the review of pricing practices is all about.  

Findings of the pricing practices review 
The FCA summed up its findings and criticised current motor and home insurance markets, saying: “Firms use 

complex techniques to identify consumers who are more likely to renew with them. Firms then increase prices 

to these customers at renewal each year, resulting in some consumers paying very high prices. Many of these 

consumers are unaware of this, mistakenly believing that their provider is offering them a competitive price at 

renewal. In addition, some firms use practices that can discourage consumers from shopping around, including 

by making it more difficult to cancel automatic renewal. And, firms do not always offer regular switchers their 

lowest prices.” 

Since publishing its interim report, the FCA has conducted further analysis and reviewed stakeholder feedback 

and the key final findings are: 

• Some firms gradually increase the price to customers who renew with them year on year. This is 

called price walking. 

• When setting a price, most firms take account of the likelihood that a customer will switch supplier at 

their next renewal or in the future. 

• Some firms use practices that make it more difficult for consumers to make more informed decisions 

and raise barriers to switching. In particular, there were practices that make it difficult for consumers 

to stop their policy from automatically renewing. 

Most consumers are unaware of firms’ price walking practices and they may wrongly view price increases as 

being due to industrywide cost hikes and so underestimate the benefit of switching provider. On the other 

hand, many consumers who frequently switch provider or negotiate their premium can get lower prices. The 
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FCA recognises that shopping around and switching is generally good for competition and can benefit 

consumers. But shopping around and switching merely to avoid price walking takes time and effort and can 

impose unnecessary costs on consumers and firms. 

Analysis of data from firms shows that for a typical risk, on average new customers pay £285 for motor 

insurance while customers who have been with their provider for more than 5 years pay £370.  New 

customers for buildings insurance pay £130 while customers who have been with their provider for more than 

5 years pay £238. Data also suggests that 6 million policyholders were paying high or very high margins in 2018 

and, if they had paid the average for their risk, they could have saved £1.2 billion.  

The remedies 
The FCA has put forward a raft of measures to prevent firms systematically increasing prices in home and 
motor insurance for loyal customers as well as ensuring that firms in the general insurance market focus on 
providing fair value to all their customers.  

The remedies are intended to allow firms sufficient freedom to develop new products and vary the level of 
prices in a competitive way across customers and distribution channels. The FCA says it doesn’t want to stop 
good deals being available to customers who shop around and switch regularly. 

The remedies fall under four main headings: Pricing, Automatic Renewals, Enhanced product governance and 
Monitoring. 

Pricing  
The main pricing remedy would apply to retail home and motor insurance products. It would require firms to 
offer a renewal price that is no higher than the equivalent new business price for that customer through the 
same sales channel.  

This means that firms would not be able to increase prices for renewal customers without also increasing the 
prices they offer the new business customers. The FCA expects that this proposal will also tackle high prices for 
existing customers who have already been price walked. Where products are not currently sold, the proposed 
rules set out requirements on identifying close matching products to determine the equivalent new business 
price.  

Firms will still be able to offer different prices to different consumers. They will also still be able to offer a 
range of brands and types of products to consumers at different prices and via different channels. This will 
help to ensure that consumers still have a range of choices in the market. It also means firms can still offer 
competitive deals to consumers who shop around and switch regularly. 

Operating in a way which defeats the intended outcomes of the pricing remedy would be a breach of the 
proposed new product governance rules. To back this up, the FCA is proposing to require regular affirmation 
from a Senior Manager that the firm’s pricing practices comply with the pricing rules, as well as firms having 
appropriate procedures in place in relation to pricing practices and intended outcomes.  

Where more than one firm is involved in setting the price, the FCA expects firms to take reasonable steps to 
ensure that other firms have followed the pricing rules e.g. by seeking verification from them. The rules will 
also apply to additional products added to Home and Motor policies including other insurance products and 
Premium Finance. The FCA anticipates that the measures will reduce firms’ marketing spend to attract highly 
profitable long- term customers. It should also help them compete to attract new customers by providing fair 
value at the outset and throughout a customer’s relationship with them. More generally, the move should help 
to increase price transparency and build consumer trust. 

Automatic renewals 
The FCA’s Financial Lives Survey showed low levels of awareness among insurance customers about whether 
their policy will auto-renew. The FCA has considered various options regarding automatic renewals and is not 

https://www.fca.org.uk/publications/research/understanding-financial-lives-uk-adults


proposing they be outlawed. However, new rules have been put forward to make the process clearer for 
customers and to make it easier for them to withdraw from the arrangement.  
 
For all types of general insurance, including home and motor insurance, the FCA is proposing requirements to 
ensure that firms: 
• explain to customers whether their policy is set to automatically renew and what this means for them 
• make it easy for customers to stop a contract from auto-renewing 
• make it easier for consumers to decline auto-renewal of policies at the time of purchase and at 

renewal 
Automatic renewals can provide a safety net for customers if managed appropriately but, under the new rules, 

firms would be required to provide consumers with the option to stop their contract from auto-renewing using 

a range of methods including telephone, email or online, and post - at any point during the contract term. 

Enhanced product governance  

The pricing remedy will be accompanied by enhanced product governance rules to help ensure that firms 

change their pricing practices to deliver good outcomes for all consumers. 

The proposed product governance rules would apply to all general insurance and pure protection products, 

not only to home and motor insurance. The aim is to drive changes in firms’ behaviour by requiring them to 

consider how they deliver fair value in their insurance products' pricing and design throughout their lifetime. 

This includes when the product is initially offered to the customer and over the longer term for renewals. 

The current product governance rules apply to all general insurance and pure protection products 

manufactured or significantly adapted after 1 October 2018 (when the IDD rules came into force). However, 

the new requirements will apply to all non-investment insurance products, rather than just newly 

manufactured or significantly adapted products. The FCA proposes that firms will have a year from the date 

the rules come into force to review the products and that reviews should take place a minimum of annually 

thereafter.  

Insurers and intermediaries (manufacturers and distributors) must consider fair value in their product 

governance processes. Fair value is, essentially, where there is a reasonable relationship between the overall 

cost to the end customer and the quality of the products and services. Extensive revisions to the FCA 

Handbook (PROD 4) will apply stricter requirements to the product approval process along with detailed 

guidance on identifying fair value.  

The proposed fair value requirements would apply to core products, as well as add-ons and premium finance 

where these are sold alongside insurance products. The draft new rules regarding insurance distribution state 

that a firm must consider at least the following: 

(a) the benefits the product is intended to provide to the customer 

(b) the characteristics, objectives, interests and needs of the target market 

(c) the interaction between the price paid by the customer and the extent and quality of any services 

the distributor (or any person connected to it) provides 

(d) whether any remuneration it receives in relation to the insurance product would result in the 

product ceasing to provide fair value to the customer 

(e) any potential detrimental effect on the intended value where the insurance product is to be 

distributed as part of a package with, or as part of the same agreement which provides, another 

product or service 

(f) where the distribution strategy involves offering, or arranging for the customer to be offered, retail 

premium finance, the firm must ensure that, taking into account the costs (including any 

charges/interest) of the retail premium finance, the customer does not pay a price that means, if seen 

as a package, the customer will not receive fair value 



Along with enhanced reporting requirements, these requirements could represent a huge increase in firms’ 

workload and compliance costs.  

Monitoring  

The FCA proposes to introduce a reporting requirement for firms to provide data on several elements of 

pricing practices, including price differentials for new and renewing customers. This will apply to home and 

motor insurance. Where firms sell additional products, including premium finance, alongside this insurance, 

the FCA wants to gather information about those products, split by: 

- the sales channel, including direct (phone, online and branch), intermediated, intermediated via price 

comparison websites, and affinity/partnership channels -to see if customers experience different 

pricing outcomes depending on the distribution model that firms use; and 

- the length of time a customer has held their insurance with the firm 

The FCA would also require insurers and price-setting intermediaries to split out parts of their reporting on a 

net-rated and gross-rated basis - to help understand the differences in outcomes for customers that may occur 

under different business models. (A price-setting intermediary is an insurance intermediary whose role 

includes setting the gross price paid by the customer for the core product or any additional products.) 

The proposed reporting metrics are set out in the Consultation Paper, these include: 

- The total and average premium charged to customers, net of Insurance Premium Tax 

- Net and gross prices for intermediated and affinity/partnership sales - this information would help 

show the difference between the net price charged  for a product (the technical price set by an 

insurer) and the gross price the final customer pays. 

- The number of policies sold/renewed during the reporting period 

- The number of policies in force at the reporting date 

- Expected claims costs 

The FCA is concerned that firms may seek to respond to the remedy package by raising prices for premium 

finance, additional products, or fees and charges to compensate. So, in addition to the metrics laid out above, 

it proposes to gather information on: 

- Premium finance charged to customers (total charged, number of policies sold with premium finance, 

APR range) 

- Additional products (total charged and number of additional products policies sold) 

- Pre-contractual fees and charges (average charged, total charged and number of policies sold with 

charges) 

- Post-contractual fees and charges (average charged, total charged and number of policies sold with 

charges) 

This data would be required from insurers and all intermediaries, not only price-setting intermediaries. 

Summary and next steps 
The proposals are a clear indictor of a trend towards more price intervention in UK financial services markets. 

The remedies are expected to improve competition, with consumers being able to rely on the price they pay 

when they take out a new insurance policy being more reflective of what they will pay in future. This could 

benefit many longstanding customers.   

The FCA anticipates the changes should lead to lower overall costs for supplying insurance and ultimately 

lower average prices paid by consumers. However, firms may be constrained in terms of product development 

and innovation and new pricing models are likely to emerge. 

The FCA will be monitoring the situation closely to see how the market responds and firms may be asked to 

collate and report relevant data. Brokers will, no doubt, continue to review their customers’ policies at 

renewal to check for suitable alternatives. 

 



What do we need to do next? 
At the consultation stage, firms are not required to take any particular action.  However, the implications of 

the proposals are far-reaching and, although a summary has been provided here, it would be worthwhile for 

firms to study the report and draft rules in some detail and assess the potential impact, including but not 

limited to: 

• Which elements of the proposals apply 

• Current pricing practices across impacted products and sales channels  

• Involvement of other parties in the chain where net rated products ae offered 

• The impact on related products including premium finance 

• Existing processes and procedures in relation to pricing and product governance 

• Ensuring clarity in relation to your firm’s manufacturing or co-manufacturing responsibilities and the 

work and resource required to undertake the product reviews 

• Information and evidence required to demonstrate that the FCA’s requirements are being complied 

with and to ensure that senior management generally and specifically the individual responsible for 

attesting compliance have appropriate oversight and assurance to make that attestation 

• Impact of proposed monitoring and reporting requirements including steps and resource required to 

gather and report on the required information 

• Any potential wider work required in preparation of the rules coming into force. 

ICS will of course continue to provide guidance and assistance to firms over the coming months and next year, 

prior to the rules coming into force. 

Any changes are bound to take time to come to fruition - it could be late 2021 or even 2022 before the new 

rules take effect. In the meantime, firms need to consider the impact of the proposed remedies on their 

strategies and business models while meeting the existing expectations of the FCA.  

The FCA has asked for feedback to its consultation on the new rules by 25 January 2021 - the Policy Statement 

and final rules are expected in Q2, 2021, with the rules currently expected to come into force four months 

after they are published. 
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If you would like any help or information in relation to this update or any FCA-related compliance 
issues or ICS Services, please contact your usual ICS representative or Head Office on 01892 
539600 or admin@insurancecompliance.co.uk and we will be happy to discuss further.  
 

 
   The above information is a summary of certain matters which will affect the majority of firms conducting Insurance Mediation and 

reflects ICS’s views at the date of publication. Each firms’ requirements are individual, and rules are regularly changing; it is 

therefore important that you always seek specific advice from ICS before acting on anything contained in this publication. 
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