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1 Introduction

1.1 This supervisory statement is addressed to UK Solvency Il firms and to Lloyd’s. It sets out the Prudential
Regulation Authority’s (PRA’s) approach to implementing the Solvency Il Directive requirements that are
specific to composite firms. It should be read alongside the Composites Part of the PRA Rulebook.

1.2 In particular, this statement explains requirements regarding the following topics:
e pursuit of life and non-life insurance activity; and

e separation of life and non-life insurance management.

1.3 This statement expands on the PRA’s general approach as set out in its insurance approach document.! By
clearly and consistently explaining its expectations of firms in relation to the particular areas addressed, the
PRA seeks to advance its statutory objectives of ensuring the safety and soundness of the firms it regulates,
and contributing to securing an appropriate degree of protection for policyholders. The PRA has considered
matters to which it is required to have regard, and it considers that this statement is compatible with the
Regulatory Principles and relevant provisions of the Legislative and Regulatory Reform Act 2006. This
statement is not expected to have any direct or indirect discriminatory impact under existing UK law.

1.4 This statement has been subject to public consultation? and reflects the feedback that was received by the
PRA.

2 Pursuit of life and non-life insurance activity

2.1 Under section 19 of the Financial Services and Markets Act 2000 (FSMA), a firm may not carry on a regulated
activity unless it has permission to do so (or is exempt in relation to the particular activity). Both general
insurance business and long-term insurance business are regulated activities and permission will extend to
the effecting or carrying out of contracts of insurance for one or more particular classes.

2.2 A firm’s permission can be varied so as to add other classes. The permission of an existing composite firm may
be varied by adding classes of both general insurance business and long-term insurance business.

2.3 Itis PRA policy not to grant or vary permission if that would allow a newly established firm, or an existing firm
engaging solely in general insurance business or solely in long-term insurance business, to engage in both
general insurance business and long-term insurance business. This does not apply where a firm’s permission
to carry on long-term insurance business is or is to be restricted to reinsurance. It also does not apply where a
firm's permission to carry on general insurance business is or is to be restricted to effecting or carrying out
contracts of insurance in general insurance business class 1 (accident) or class 2 (sickness) (see Rule 6.2 in the
Composites Part of the PRA Rulebook).

! The Prudential Regulation Authority’s approach to insurance supervision, June 2014; https://www.bankofengland.co.uk/-/media/boe/files/prudential-
regulation/approach/insurance-approach-2014.pdf.

2 PRA Consultation Paper CP16/14, ‘Transposition of Solvency II: Part 3’, August 2014; www.bankofengland.co.uk/pra/Documents/publications/cp/2014/cp1614.pdf.
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3  Separation of life and non-life insurance management
3.1 For the purpose of Composites 2.2, the PRA would expect a composite firm to:

a) comply with the governance rules set out in the Conditions Governing Business Part of the PRA
Rulebook separately in respect of its general insurance business activities and its long-term insurance
business activities to the extent that it is practicable to do so;

b) separately identify the assets attributable to each of its long-term insurance business and its general
insurance business on the basis of the accounts referred to in Composites 3.2; and

¢) maintain the assets attributable to its long-term insurance business and the assets attributable to its
general insurance business separate from each other.

3.2 The firm should consider the appropriateness of the apportionment referred to in Composites 3.3(2), having
regard to the requirements in Composites 2.2.

3.3 In order to comply with Composites 3.2 and Composites 3.3 the firm should prepare a notional balance sheet
for each of its long-term insurance business and general insurance business, identifying the assets and
liabilities relating to its long-term insurance business and its general insurance business, respectively.

3.4 For the purpose of Composites 4.2, firms should note that the Solvency Il Regulations set out the method for
calculating the notional minimum capital requirement (MCR).

3.5 In accordance with Composites 3.3 and 4.5 in the circumstances referred to in Composites 4.8 supervisory
authorities may authorise the transfer of eligible own funds from one activity to the other. Therefore, if a
composite firm that is in breach of either Composites 4.3(1) or 4.3(2) wishes, as part of its finance scheme
referred to in Undertakings in Difficulty 4 of the Undertakings in Difficulty Part of the PRA Rulebook, to use
eligible own funds attributable to its long-term insurance business to cover its notional non-life MCR or
eligible own funds attributable to its general insurance business to cover its notional life MCR, it may only do
so if it obtains a waiver of Composites 4.3 and 4.4 under section 138A of FSMA.

3.6 In deciding whether to grant a waiver to authorise the transfer of eligible own funds from one activity to the
other on the basis of, the statutory tests under section 138A of FSMA, the PRA will have regard to whether
the interests of policyholders of long-term insurance contracts would be prejudiced by a transfer of eligible
own funds attributable to the long-term insurance business to cover the notional non-life MCR and whether
the interests of policyholders of general insurance contracts would be prejudiced by a transfer of eligible own
funds attributable to the general insurance business to cover the notional life MCR.

3.7 For the purposes of complying with its minimum financial obligations in Composites 4, a firm should consider
whether it has any ring-fenced funds which would result in adjustments to its eligible own funds attributable
to its long-term insurance business or to its general insurance business.
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Appendix SS8/15
$S8/15 was originally published in March 2015.
This appendix details the changes that were made to this SS following its initial publication.

November 2024

This SS has been updated alongside the publication of Policy Statement (PS) 15/24 - Review of Solvency Il:
Restatement of assimilated law.? This includes updating all previous references to the Commission Delegated
Regulation (EU) 2015/35 so as to now refer to the relevant rule(s) in the PRA Rulebook.

www.bankofengland.co.uk/prudential-regulation/publication/2024/november/review-of-solvency-ii-restatement-of-assimilated-law-policy-statement




