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LBl TININGS

“The primary objective of this Review is to ensure that customers are being treated fairly, given the increasing

sophistication of big data and modelling techniques within the insurance industry. “

» While a number of firms maintain that they do not utilise differential
pricing in their pricing practices, the CBI observed that the majority

Differential pricing practices of firms do utilise differential pricing through various techniques.

* Firms have a responsibility to understand fully the impact of pricing
practices on their customers.

* Inadequate governance and controls arrangements, including
insufficient evidence that firms have the level of ownership and
oversight expected when they apply differential pricing practices.

» The controls in place to quantify or monitor the impacts of differential
pricing on consumer groupings in advance of pricing model
implementation was not always clearly documented.

Governance and controls

The CBI acknowledged that while firms have developed pricing
policies, which clearly impact customers, there was insufficient
evidence of a consumer focussed culture in respect of pricing decisions
and practices.

Culture and conduct




CBIimmediate requirements

— Assessment of pricing methodologies against the Central Bank’s definition of differential pricing.

— If a firm does not consider its pricing practices to fall under the definition of differential pricing,
the rationale for this should be clearly documented and agreed by the Board.

‘ Governance and controls including responsibility at Board level

— Put a robust governance framework in place, where Board and management structures are
designed to ensure a firm’s pricing practices are well-governed, controls operate effectively and
appropriate oversight is in place, with roles and responsibilities for pricing activities clearly

defined.

— The Board should take ownership of the firm’s differential pricing practices and be fully informed
of the impact of those practices on their customers.

' Embedded customer protection risk framework

— This framework should form an integral part of the pricing process, and will assist firms in
determining if their pricing processes, including the deployment of new pricing models and
monitoring of existing models, is ensuring fair treatment of customers in line with the Consumer

Protection Code 2012 (the “Code”).

Adherence to the Code
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Source: FCA Thematic Review of Household Insurance Pricing Practices (TR 18/4)
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FCA Market Study Interim Report (Oct '19) & Dear CEO letter (Dec '19)

— Concludes that the market is “not working well”. 6m customers are estimated to be paying “high prices” for insurance and could
save £1.2bn if they paid the “average price” for their risk. One third of customers paying high prices exhibit some characteristics
of vulnerability.

—Pricing practices are complex and this can allow firms to raise prices for consumers that renew with them year-on-year.

— Most firms use pricing practices which seek to take into account behavioural factors in setting the final price. This “margin
optimisation” results in issues such as those customers who are more likely to renew tending to be charged higher prices.

— Because pricing practices drive high levels of shopping around and switching, there are costs of £2.3bn added to the value chain
from e.g. marketing spend and product commissions, that are ultimately borne by all customers.

—There is also evidence that customers who “auto-renew” policies are more likely to pay a high price.
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Board / ExCo as
appropriate
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Management Information
(MI) captures customer
outcomes from pricing
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which customer outcomes
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factors used in pricing
models and rationale
Reviewing third party data
sources in the same way
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Proposed Remedies Potential Implications

The package of remedies are simple in their design, but
The pricing remedy far-reaching in their impact:

* Customer behaviour will change and costs
relating to switching should reduce

The governance remedy There will be a shift in the distribution landscape,
with particular implications for PCWs and
intermediaries

The auto-renewal remedy

The reporting remedy

Competition will be more focused on the
The remedies were published “fundamentals” with pressure on cost & non-risk

alongside final rules in relation Income

to reporting and publication of Revised brand, product and distribution
value measures data strategies. Marketing focus re-orientated

Potential for increased barriers to entry

There may be renewed M&A and growth in back-
book consolidation
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SIBPS 101 INSUrers to consider

The implications for the market are profound it is clear that there will be “winners”
and “losers”. Whilst there are a number of individual steps to take, it is critical to
work in a connected way right across the organisation given the complexity and
interplay of the themes

Business : Product, Governance,
Regulatory Operating

Pricing & Control &
Distribution Reporting

Model &

Strategy Engagement Model & Cost

It goes without saying that there is much to do. For insurers in the UK, the time to
start is now — we expect disruption in the market which creates risk and opportunity,
and it will require careful management to navigate the transition safely
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Juestions and Answe

m © 2020 KPMG, an Irish partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity.
All rights reserved



Jean Rea James Hillon

Director, Actuarial Services and Applied Intelligence
M: +353 87 050 4288
E: jean.rea@kpmag.ie

Director, Actuarial Services, KPMG UK
E: james.hillon@kpmg.co.uk

kpmg.ie

© 2020 KPMG, an Irish partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss
entity. All rights reserved. Printed in Ireland.



http://kpmg.com/socialmedia
mailto:jean.era@kpmg.ie
mailto:james.Hillon@kpmg.co.uk

	Slide Number 1
	Slide Number 2
	With you today
	CBI findings
	CBI immediate requirements
	In pricing, complexity & competition has driven risk…
	…resulting in evidence of variation in customer outcomes…
	FCA Market Study on GI Pricing Practices
	Industry focus to date
	The final FCA Market Study has gone further than expected
	It is vital to take a connected approach to assessing the impact and deciding how to act
	Steps for insurers to consider
	Questions and Answers 
	Slide Number 14

