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INTERIM PRUDENTIAL SOURCEBOOK FOR INSURERS
(GROUPS DIRECTIVE) (NO 2) INSTRUMENT 2003

Powers exercised

A. The Financial Services Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 ("the Act"):

(1) section 138 (General rule-making power);

(2) section 150(2) (Actions for damages);

(3) section 156 (General supplementary powers); and

(4) section 157(1) (Guidance).

B. The rule-making powers listed above are specified for the purpose of section 153(2)
of the Act (Rule-making instruments).

Commencement

C. This instrument comes into force on 1 January 2004.

Amendments to the Interim Prudential sourcebook for insurers

D. IPRU(INS) is amended in accordance with the Annex to this instrument.

Citation

E. This instrument may be cited as the Interim Prudential Sourcebook for Insurers
(Groups Directive) (No 2) Instrument 2003

By Order of the Board
20 November 2003

FSA 2003/82
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Annex

Amendments to IPRU(INS)

In this Annex, underlining indicates new text and striking through indicates deleted text.  In
the case of the new text to be inserted in Guidance Note 4.1, the place where it goes is
indicated, but it is not underlined.

Volume 1

…

Chapter 11 
DEFINITIONS

PART I
DEFINITIONS

11.1 For the purposes of IPRU(INS), the term or phrase in the first column has the meaning
given to it in the second column unless the context otherwise requires.

…
general insurance
business amount

is the higher of -

(a) the aggregate total of:

(i) the insurer’s insurance liabilities (net of
reinsurance ceded) in respect of general
insurance business less debts -

(A)       which are due from dependants to
which paragraph 11C of Part I of
Appendix 4.2 relates,

(B)       which are not reinsurance which
has already been netted off the
insurer’s insurance liabilities, and

(C)       which are included in general
insurance business assets;

which amount is to be zero where the debts
are greater than the insurer’s insurance
liabilities, and
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(ii) an amount equal to whichever is the greater
of 400,000 Euro or 20% of the general
premium income; or

(b) such other amount as the insurer may select not
exceeding:- 

(i) the value of its assets general insurance
business assets (other than long-term
insurance business assets and excluding
reinsurance recoveries as determined in
accordance with the Valuation of Assets
Rules,

(ii) excluding debts due from dependants to
which paragraph 11C of Part I of Appendix
4.2 relates and reinsurance recoveries; and

(iii) less debts due to dependants of the insurer
included in general insurance business
liabilities (excluding reinsurance
recoveries, other than amounts due or that
relate to claims already paid by the
dependant) except that for a dependant to
which paragraph 11C of Part I of Appendix
4.2 does not relate, the amount deducted
will not exceed the dependant’s surplus
assets (or proportional share)

…
long-term insurance
business amount

is the higher of-

(a)        the total of -

(a)(i) the amount of the insurer’s insurance
liabilities in respect of long-term insurance
business (net of reinsurance ceded and
excluding property linked liabilities),
together with-) and the amount of any
deposit back under a deposit-back
arrangement in relation to a contract of
reinsurance in respect of long-term
insurance business; 

(A)       excluding property linked liabilities,
and
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(B) less the amount of any debt, that is a
long-term insurance business asset
(excluding reinsurance that has
already been netted off the insurer’s
insurance liabilities),  due from a
dependant to which paragraph 11C
of Part I of Appendix 4.2 relates,
and

(C)       less the amount of any implicit item
valued in accordance with a waiver
under section 148 of the Act,

adjusted to zero where the result is
negative; and

(i)(ii) the amount of the required margin of
solvency for its long-term insurance
business (or the amount of the minimum
guarantee fund if greater) determined in
accordance with rules 2.5 to 2.9 and 2.4(3)
(or, in the case of an insurer whose head
office is not in the United Kingdom, that
amount which would apply if its head
office were in the United Kingdom) less the
amount of any implicit item valued in
accordance with a waiver under section 148
of the Act, and or

(iii)      the amount of any deposit-back in
connection with a contract of reinsurance
in respect of long-term insurance business;
or

(b) such other amount as the insurer may select not
exceeding the value of its assets (other than
general insurance business assets if the insurer is a
general insurer and excluding reinsurance
recoveries and assets required to match property
linked liabilities) valued in accordance with the
Valuation of Assets Rules,:
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(i)         excluding:

(A)       reinsurance recoveries;

(B)       assets required to match property
linked liabilities;

(C)       debts due from dependants of the
insurer to which paragraph 11C of
Part I of Appendix 4.2 relates; and

(D)       if the insurer is a general insurer,
general insurance business assets,
and

(ii)        less:

(A)       if the insurer is a general insurer,
debts due to dependants of the
insurer included in long-term
insurance business liabilities
(excluding reinsurance recoveries
(other than amounts due or that
relate to claims already paid by the
dependant)), or

(B)       if the insurer is not a general
insurer, debts due to dependants of
the insurer (excluding reinsurance
recoveries (other than amounts due
or that relate to claims already paid
by the dependant)),

but for the purposes of  (ii) above, for
dependants to which paragraph 11C of Part
I of Appendix 4.2 does not relate, the
amount deducted will not exceed the
dependant’s surplus assets (or proportional
share),

except that for the purposes of determining the
permitted asset exposure limit under paragraph 2 of
Part 1 of Appendix 4.2, index linked liabilities
must also be excluded from (a)(i) and assets
required to match such liabilities must be also
excluded from (b)

…
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Volume 3

GUIDANCE NOTE 4.1 (rule 4.1)
GUIDANCE FOR INSURERS AND AUDITORS ON THE VALUATION OF ASSETS
RULES

Paragraphs 5.49 and 5.50 of Guidance Note 4.1 are deleted and replaced by the following
paragraphs:

General insurance business amount

5.49 The general insurance business amount is calculated as the higher of a
liability based amount or an asset based amount. Because the value of some
assets may be limited by reference to the business amount, the definition of the
asset based amount indirectly refers to the business amount and so may
indirectly refer to itself. To avoid any difficulty arising from this circularity,
the insurer may select a lower amount for the asset based amount than the rule
permits.

Liability based amount

The liability based amount is based on the insurer’s technical provisions (i.e.
amounts calculated in accordance with the rules for item C1 of the Companies
Act accounts) for general insurance business, net of reinsurance ceded.
Certain debts due from dependants of the insurer should be subtracted from
this (but, if necessary, the result is required to be taken as zero). An amount in
lieu of solvency margin requirements is then required to be added.

The debts to be subtracted must be general insurance business assets and from
those dependants to which paragraph 11C of Part I of Appendix 4.2 relates.
(This subtraction is made because such debts artificially increase the insurer’s
business amount and for these dependants only surplus assets (or proportional
share) are used to increase the insurer’s exposure to assets of a particular
description.) Any reinsurance with a dependant that has already been netted
off the technical provisions is not to be subtracted.

The amount to be added is the greater of:

- 400,000 Euro, and

- 20% of the general premium income.

For this purpose, general premium income represents, in effect, written
accounted premiums gross of commission but net of reinsurance.

                                                

1 Item D does not arise for general insurance business. 
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Asset based amount

This must be no greater than the value of the insurer’s general insurance
business assets, with certain exclusions, determined in accordance with the
Valuation of Assets Rules, less certain debts due to dependants of the insurer. 

The assets to be excluded are debts due from those dependants to which
paragraph 11C of Part I of Appendix 4.2 relates and reinsurance recoveries.

The debts due to dependants to be subtracted must be general insurance
business liabilities of the insurer and should exclude reinsurance recoveries
(other than amounts due or that relate to claims already paid by the
dependant). For a dependant to which paragraph 11C of Part I of Appendix
4.2 does not relate, the amount subtracted is not to be more than the amount of
the dependant’s surplus assets (or proportional share).

Long-term business amount

5.50 The long-term insurance business amount is calculated as the higher of a
liability based amount or an asset based amount. Because the value of some
assets may be limited by reference to the business amount, the definition of the
asset based amount indirectly refers to the business amount and so may
indirectly refer to itself. To avoid any difficulty arising from this circularity,
the insurer may select a lower amount for the asset based amount than the rule
permits. There are, in fact, two definitions of long-term insurance business
amount. The definition used for calculating the permitted counterparty
exposure limits or the excess concentration with a number of counterparties, is
slightly different from that used for calculating the permitted asset exposure
limit.

Liability based amount

The liability based amount is based on the insurer’s insurance liabilities (i.e.
amounts calculated in accordance with the rules for items C and D of the
Companies Act accounts) for long-term insurance business, net of reinsurance
ceded. To this should be added the amount of each deposit back under a
contract of long-term reinsurance. In these calculations property linked
liabilities and, for calculating the permitted asset exposure limit, index linked
liabilities, are excluded.

Implicit items and certain debts due from dependants of the insurer are
subtracted from the resulting total (but, if necessary, the result is to be taken as
zero). The amount of the required margin of solvency which the insurer is
required to maintain for its long-term insurance business (or would be
required to maintain if its head office were in the United Kingdom) should
then be added.

The amounts to be subtracted are:
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- the amount of any implicit item valued in accordance with a waiver
under section 148 of the Act (see Guidance Note 2.2), and

- debts, that are long-term insurance business assets, from those
dependants to which paragraph 11C of Part I of Appendix 4.2 relates.
Any reinsurance with a dependant that has already been netted off the
technical provisions is not subtracted.

Asset based amount

This must be no greater than the value, determined in accordance with the
Valuation of Assets Rules, of the insurer’s assets with certain exclusions, less
certain debts due to dependants of the insurer. 

The assets to be excluded are:

- reinsurance recoveries,

- assets required to match property linked liabilities, and, for calculating
the permitted asset exposure limit, index linked liabilities,

- debts due from those dependants to which paragraph 11C of Part I of
Appendix 4.2 relates, and

- if the insurer is a general insurer (as well as a long-term insurer),
general insurance business assets.

The debts to be subtracted exclude reinsurance recoveries (other than amounts
due or that relate to claims already paid by the dependant). For dependants to
which paragraph 11C of Part I of Appendix 4.2 does not relate, the amount
subtracted is not to be more than the amount of the dependant’s surplus assets
(or proportional share). If the insurer is a general insurer, the debts to be
subtracted must be long-term insurance business liabilities of the insurer.

Paragraph 5.51 of Guidance Note 4.1 is deleted and replaced by the following.

[paragraph 5.51 deleted]

…


	General insurance business amount
	Liability based amount
	Asset based amount

	Liability based amount
	Asset based amount


