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Brace for Solvency II Implementation
Profit margins in the U.K. non-life insurance sector are under pressure this year as companies fight 
to maintain pricing discipline in an extremely competitive market. Premium rates are falling in 
personal lines and most notably for motor business. However, in the commercial sector, there is 
evidence that insurers are at least achieving modest rate increases in loss-making lines.

Results in 2014 will also reflect flood and storm losses in the first quarter, while the frequency 
and severity of weather-related events in the remainder of the year will be a key driver of 
final performance. For motor insurers, the implementation of legal reforms in April 2013 is 
expected to have a positive impact on claims experience. However, A.M. Best is concerned 
that companies have overestimated the benefits of the reforms in recent pricing decisions.

Investments will provide marginal support to earnings due to the prevailing low interest rate 
environment. In general, U.K. insurers pursue conservative investment strategies, and low-
risk assets such as cash deposits and high-quality, fixed-income securities dominate portfolios. 
With inflation contained and growth sluggish, the Bank of England is expected to maintain 
historically low interest rates until early 2015.

The U.K. economy continues its slow recovery this year, with growth of 2.9% expected. 
Modest economic growth is likely to be maintained in 2015, driven by marginally higher 
employment, lower inflation and improved demand. This should support upward rate 
momentum in commercial lines.

Regulation continues to consume considerable management time. Preparation for Solvency II, the 
proposed regulatory and capital regime for EU insurers, has gathered pace after the approval of 
Omnibus II in March this year. The amendment to the original directive provided welcome clarity 
in respect of key issues and set a firm timetable for adoption of Solvency II. The U.K.’s national 
supervisory authority, the Prudential Regulation Authority, is now required to transpose the directive 
by 31 March 2015, and U.K. insurers will be subject to the Solvency II regime from 1 January 2016.

Non-life insurers in the United Kingdom have made significant progress toward compliance 
with Solvency II, especially in respect of its financial requirements and risk management and 
governance standards (pillars 1 and 2). However, there has been a relative lack of progress on the 
reporting and disclosure requirements of pillar 3, and companies will need to devote significant 
resources to this pillar if they are to meet the demanding requirements of the new regime by 2016.

In July 2014, the Financial Conduct Authority (FCA) published the findings of its market study 
into general insurance add-ons. These are insurance products that are sold alongside goods or 
services, such as cars or holidays, or other principal insurance products such as home insurance.

In its report, the FCA acknowledged the value that some add-ons can provide, but it expressed 
concern that a lack of competition and information at the point of sale prevents consumers 
from making informed decisions about these products. U.K. insurers are now considering 
what impact the regulator’s proposed remedies will have on existing business models and 
whether add-ons remain within their conduct risk appetite.
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Overview of 2013 Performance
Property and motor are the largest segments in the UK non-life market, each 
representing approximately 30% of non-life premium income. Liability follows, 
representing about 15% of premium. Of the three main segments, property is the 
only line to have made underwriting profits on a calendar-year basis in any year 
between 2009 and 2013 (see Exhibit 1). In aggregate, property insurers have reported 
underwriting profits in each of the past five years except 2010, when winter freeze 
claims pushed the combined ratio up to 102%. Last year, the sector’s combined ratio fell 

to 93%, which was primarily 
due to a lower level of 
weather-related claims.

In contrast, the motor sector 
has reported underwriting 
losses in each of the past five 
years, with particularly poor 
performances in 2009 and 
2010. The weak performance 
was due to inadequate pricing 
and poor claims experience, 
which was linked to the 

escalating cost of third-party bodily-injury claims. Although pricing remained under 
pressure in 2013, performance improved because of an increase in prior-year reserve 
releases.

Over the past five years, the liability sector’s combined ratios have consistently exceeded 100% 
based on data from insurers reporting on a one-year underwriting basis. The sharp rise in the 
2013 accident-year loss ratio was largely due to the reorganisation of a major market player. 
Reserve strengthening was required in 2013 in response to the adverse development of the 
2008-2012 accident years, which added 4 percentage points to the sector’s combined ratio. 
As this is a long-tail line, investment income helps offset some of the segment’s underwriting 
losses, although low investment yields increase the urgency of improving rates for this 
business.

Overall, the 25 largest U.K.-regulated insurers, ranked according to non-life gross premiums 
written, reported much better underwriting results in 2013 (see Exhibit 2). Accident-year 
earnings benefited from lower weather-related losses, while calendar-year results were boosted 
by releases from reserves set up for bodily injury and 2012 flood claims.

Investment earnings were down from the previous year, primarily due to the impact of a rise 
in yields on government bond values, which led to realised and unrealised losses. In spite of 
this, the overall pretax profit of the top 25 non-life insurers was up from 2012.

The performance of individual market participants varied considerably. The magnitude and 
direction of reserve movements was a key differentiator, while companies with London market 
operations benefited from benign catastrophe experience.

The results of the three largest companies were influenced by one-off events. The 
two largest players, AIG Europe Ltd. and Aviva Insurance Ltd., were affected by the 
restructuring of their respective groups. The drop in pretax earnings of the third-largest 
company, Royal & Sun Alliance Insurance plc, was due in part to specific issues associated 
with its Irish operation.
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U.K. Non-Life – Calendar-Year Combined Ratios

Source:                         – Best’s Statement File – United Kingdom 
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Exhibit 4
U.K. Property – Gross Ultimate Accident-Year 
Loss Ratio Development 

Source:                        – Best’s Statement File – United Kingdom 
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Exhibit 6
U.K. Motor – Gross Ultimate Accident-Year 
Loss Ratio Development 

Source:                        – Best’s Statement File – United Kingdom 
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U.K. Liability – Gross Ultimate Accident-Year 
Loss Ratio Development 
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Property
Accident-year results in the U.K. property 
sector improved in 2013, reflecting a lower 
level of weather-related claims despite 
significant flood and storm losses in 
December (see Exhibit 3). On a calendar-
year basis, reserve releases lowered the 
combined ratio by 4 percentage points, in 
the main due to the positive development of 
2012 flood claims.

The property sector has reported solid 
technical earnings in each of the past five 
years except for 2010, which was affected by winter freeze claims. Reserve releases have 
helped results, reducing the reported combined ratio by between 0.2 and 6.4 percentage 
points. It appears that the industry consistently takes a conservative stance on reserves for 
this short-tail business, with years 2004 to 2013 either stable or developing favourably (see 
Exhibit 4).

Results for 2014 are likely to be worse than in 2013, due in part to the effect of more competitive 
market conditions on rates. According to data published by the AA British Insurance Premium 
Index, premiums for home insurance continue to decline. The average quote for a home buildings 

Exhibit 2
U.K. Non-Life – Top 25 Companies, 2013
Ranked by gross premiums written.
(GBP Millions)

Gross Premiums Written Underwriting Result1 Capital & Surplus2

Rank Company Name 2013 2012 2013 2012 2013 2012
1 AIG Europe Ltd 5,648 2,318 327 -5 3,210 1,455
2 Aviva Insurance Ltd 4,875 5,025 124 -9 7,445 14,707
3 Royal & Sun Alliance Insurance plc 4,222 4,137 -94 -43 3,870 4,891
4 AXA Insurance UK plc 3,218 3,282 -33 -100 1,960 1,639
5 UK Insurance Ltd 3,194 3,402 64 -156 2,270 2,235
6 ACE European Group Ltd 2,391 2,244 88 31 1,022 1,035
7 BUPA Insurance Ltd 2,299 2,277 158 120 1,207 1,079
8 Great Lakes Reinsurance (UK) plc 1,917 2,077 -1 41 346 353
9 Allianz Insurance plc 1,858 1,808 64 56 933 946
10 QBE Insurance (Europe) Ltd 1,625 1,423 -119 -75 1,306 1,486
11 Ageas Insurance Ltd 1,333 1,097 30 28 531 387
12 National Farmers Union Mutual Insurance Society 1,183 1,153 186 79 3,899 3,239
13 XL Insurance Company plc 1,139 1,089 -101 -54 552 495
14 Liverpool Victoria Insurance Company Ltd 1,128 1,153 16 14 606 591
15 British Gas Insurance Ltd 1,036 1,057 72 81 288 272
16 Aspen Insurance UK Ltd 969 960 43 37 719 765
17 FM Insurance Company Ltd 815 876 -15 11 497 452
18 International Insurance Company of Hannover plc 717 677 14 19 144 122
19 Chubb Insurance Company of Europe SE 711 700 24 -16 903 952
20 Liberty Mutual Insurance Europe Ltd 703 576 53 54 498 459
21 esure Insurance Ltd 536 515 37 76 223 251
22 Lloyds Bank General Insurance Ltd 527 562 78 110 399 410
23 Catlin Insurance Company (UK) Ltd 477 467 -17 2 146 146
24 Hiscox Insurance Company Ltd 465 419 15 35 282 277
25 CIS General Insurance Ltd 444 556 24 -17 313 306
1 Underwriting result is before transfers to/from equalisation provision and includes allocated investment return.
2 Capital and surplus includes equalisation provisions.
Source: A.M. Best research, based on PRA returns

Exhibit 3
U.K. Property – Underwriting Ratios*
(%)

2009 2010 2011 2012 2013
Accident-Year Loss Ratio 59.2 66.3 56.4 59.4 54.0
Accident-Year Expense Ratio 40.8 40.3 41.1 42.9 43.7
Accident-Year Combined Ratio 100.0 106.6 97.5 102.3 97.7
Effect of Prior-Year Reserve 
Movements

-6.4 -4.9 -0.2 -3.7 -4.3

Calendar-Year Combined Ratio 93.6 101.7 97.3 98.7 93.3
*Data are based on PRA returns for all companies reporting on a one-year 
underwriting basis.
Source:                         – Best’s Statement File – United Kingdom
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policy fell by 8.5% over the 12 
months to July 2014 – representing 
the biggest annual reduction 
recorded in the index – while 
premiums for a typical contents 
policy dropped by 5.7% over the 
year, and the combined buildings 
and contents policy average was 
9.6% lower for the year.

In addition, results will be 
negatively affected by claims 
following poor weather in the 
first quarter of 2014. According to 
the Association of British Insurers 
(ABI), the strong winds and 

heavy rainfall between 23 December 2013 and 28 February this year led to flood claims of GBP 
451 million and storm claims of GBP 640 million.

The frequency and severity of weather-related events, and flood risk in particular, are the main 
drivers of performance in the U.K. property sector. There have been significant advances in 
flood risk management and forecasting in recent years, and the availability and sophistication 
of flood risk models has improved. As a result, pricing now more accurately reflects the risk of 
flooding to individual properties.

As more precise pricing is adopted, a key challenge for the industry and the U.K. government 
is making sure that insurance for properties at high risk from flooding remains available and 
affordable. In June 2013, the Department for Environment, Food & Rural Affairs (DEFRA) 
and the ABI reached a new agreement to replace the Statement of Principles on the Provision 
of Flood Insurance (SoP). Under the SoP, U.K. property insurers agreed to supply flood 
coverage for high-risk homes, provided the government invested in adequate flood-defence 
programmes.

The insurance industry will run and manage the new scheme, Flood Re, which will be funded 
through a levy on all policyholders. The not-for-profit reinsurance body is expected to be 
ready for business next summer and will effectively limit the cost of flood insurance for the 
properties at highest risk.

A.M. Best believes Flood Re should support a smooth transition toward more accurate, risk-based 
flood pricing in the United Kingdom, while protecting the image of the U.K. insurance sector. 
If implemented successfully, it has the potential to minimise instability in insurance, mortgage 
and local housing markets that could result if comprehensive, affordable home insurance is not 
available to all homeowners, as well as encourage good flood risk management by high-risk 
policyholders. Consequently, A.M. Best considers the agreement to be a positive development but 
notes that many details still need to be settled.

Motor
Results in the competitive U.K. motor sector improved in 2013, as demonstrated by a fall in 
the overall combined ratio to 103% from 107% in 2012 (see Exhibit 5). Accident-year earnings 
were stable despite pressure on rates and a higher expense ratio, while reserve releases 
boosted calendar-year performance. Personal motor outperformed commercial business as 
measured by calendar-year combined ratio.
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U.K. Motor – Gross Ultimate Accident-Year 
Loss Ratio Development 
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The motor sector has a poor 
performance record, with 
underwriting deficits reported in 
each of the past five years. After 
heavy losses in 2009 and 2010, 
accident-year loss ratios have 
stabilised at a lower level but 
remain weak. Reserve movements 
have been erratic, as insurers have 
struggled to estimate the final cost 
of third-party bodily injury claims 
(see Exhibit 6).

In 2013, a series of government 
reforms was introduced, including 
the Legal Aid, Sentencing and 
Punishment of Offenders (LASPO) 
Act. The reforms are expected 
to lower the average cost of 
bodily-injury claims, primarily 
through a reduction in legal costs. 
Moreover, in October this year, 
the government is expected to 
implement reforms relating to the 
diagnosis of whiplash, which are 
designed to reduce the number 
of fraudulent and exaggerated 
motor claims. According to the 
ABI, whiplash costs insurers more 
than GBP 2 billion each year, 
representing approximately one-fifth of average motor insurance premium.

In anticipation of claims-cost savings, insurers lowered premium rates in 2013, and releases 
were made from reserves set up for bodily-injury claims. In 2014, rates have continued to fall, 
with data from the AA British Insurance Premium Index showing that the average quote for an 
annual comprehensive car insurance policy fell by 19.3% between July 2013 and July 2014. This 
has put further pressure on earnings in a sector that has reported underwriting losses in each of 
the past five years. Considerable uncertainty remains about the impact of the reforms on both 
the frequency and severity of bodily-injury claims, and A.M. Best is concerned that the initial 
response by motor insurers has been overly optimistic.

Another issue that continues to affect motor insurers is the increase in the use of 
periodical payment orders (PPOs) to settle high-value personal-injury claims in the 
United Kingdom. PPOs are particularly problematic for the motor market because of 
the requirement for all U.K. drivers to have unlimited third-party liability cover. These 
settlements, under which claimants receive an initial lump sum as well as regular 
payments to cover ongoing costs, expose the sector to longevity, inflation and investment 
risk. Although insurers pass much of the risk to their reinsurers, restrictions on 
reinsurance cover and higher prices are having an impact on the primary sector.

To remain competitive, insurers are refining their pricing strategies and looking to differentiate 
themselves. An increasing number are offering telematics products, which are proving 

Exhibit 5
U.K. Motor – Underwriting Ratios*
(%)

2009 2010 2011 2012 2013
Accident-Year Loss Ratio 98.4 95.7 84.0 86.2 85.0
Accident-Year Expense Ratio 23.3 17.8 20.4 23.7 24.5
Accident-Year Combined Ratio 121.6 113.5 104.4 109.9 109.6
Effect of Prior-Year Reserve 
Movements

-2.1 5.3 0.3 -3.3 -6.9

Calendar-Year Combined Ratio 119.5 118.8 104.7 106.6 102.6
*Data are based on PRA returns for all companies reporting on a one-year 
underwriting basis.
Source:                         – Best’s Statement File – United Kingdom
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particularly attractive to younger drivers. A telematics GPS device fitted into vehicles enables 
insurers to monitor and measure driving performance and so offers the potential to personalise 
cover and price policies more accurately.

Liability
In 2013, liability results were distorted by the merger of American International Group’s 
French company into its U.K. company, AIG Europe Ltd. (AEL). If the results of AEL are 
excluded from the data, there would have been a small improvement in the sector’s accident-
year combined ratio. Prior-year reserve strengthening would have added approximately 5 
percentage points to the calendar-year ratio.

The liability sector has reported 
both accident- and calendar-year 
underwriting losses in each of 
the past five years, based on data 
from insurers reporting on a 
one-year underwriting basis (see 
Exhibit 7). Performance has 
been affected by deteriorating 
rates and a more litigious claims 
environment, as well as claims 
related to the financial crisis and 
subsequent economic downturn.

Reserve movements have varied 
considerably year-on-year. For the 
calendar years 2009 to 2012, results 
were buoyed by the recognition 
of releases of varying magnitude, 
principally from reserves 
established for business written in 
2008 and prior (see Exhibit 8). 
However, reserve strengthening 
was required in 2013 as older 
accident years stabilised and recent 
years deteriorated.

Since 2007, competitive market 
conditions have put pressure 
on pricing as well as terms and 
conditions, which has increased 
the risk of under-reserving. In 

addition, claims trends have been harder to predict in a difficult economic environment. This 
has been a particular problem for long-tail liability lines, as there is a prolonged period between a 
policy being written and the claim being paid.

In the past, liability insurers have been able to produce profits despite underwriting losses, as 
the relatively long-tail nature of the business written enables them to benefit from investment 
income over a longer period. However, the current environment of low investment returns 
diminishes the positive impact of investment income on overall profitability. This makes 
adequate pricing for liability business even more important, especially as interest rates are set 
to remain low into 2015.

Exhibit 7
U.K. Liability – Underwriting Ratios*
(%)

2009 2010 2011 2012 2013
Accident-Year Loss Ratio 77.5 78.7 80.7 76.6 101.6
Accident-Year Expense Ratio 31.1 35.1 37.2 36.0 33.7
Accident-Year Combined Ratio 108.6 113.8 117.8 112.6 135.3
Effect of Prior-Year Reserve 
Movements

-4.0 -7.2 -9.2 -3.4 4.1

Calendar-Year Combined Ratio 104.7 106.7 108.6 109.2 139.4
*Data are based on PRA returns for all companies reporting on a one-year 
underwriting basis.
Source:                        – Best’s Statement File – United Kingdom
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The U.K. liability market remains competitive this year, but modest economic growth should support 
business volumes and help stabilise premium rates. Surpluses on reserves set up for business written 
between 2002 and 2007 – a period of strong market conditions – appear to have been exhausted. 
While deterioration on these older accident years is not anticipated, there is considerable uncertainty 
regarding the adequacy of reserves for business written between 2008 and 2013. A.M. Best believes 
that liability insurers, faced with declining prior-year support and meagre investment returns, must 
take more drastic pricing action if the sector is to become profitable.

Investment income
U.K. non-life insurers tend to hold conservative investment portfolios, consisting predominantly 
of fixed-income assets such as treasuries and high-grade corporate debt. Consequently, 
investment income is expected to be modest in 2014, given the low interest rate environment.

Some companies have increased their exposure to credit risk to enhance yield, although this has 
not led to a material increase in the industry’s overall investment risk profile. Equities remain a 
small proportion of overall assets, thereby limiting the potential effect of volatile equity markets.

Outlook
The underwriting earnings of U.K. non-life insurers are under pressure this year as competition 
remains intense. In such a highly commoditised, price-sensitive market, insurers are searching 
for differentiators to improve their individual performance and competitive position. In the 
commercial lines sector, more companies are developing e-trading solutions for small to medium-
sized clients, which should reduce costs and speed up the underwriting process.

The use of predictive analytics is growing, particularly by larger insurers looking to make 
better use of the extensive data they receive. Methods of data capture and analysis are being 
enhanced to support policy pricing, as well as to identify risk drivers and customise product 
offerings. The use of predictive analytics is most prevalent in the motor sector, but it has the 
potential for much wider use.

In spite of these developments, competition in the U.K. non-life market is set to remain price 
driven. In personal lines, barriers to entry are low, given the bias toward telephone and internet 
sales and the popularity of price-comparison websites. And as e-trading becomes more widespread 
for small commercial risks, price-based competition in this market is expected to increase.

Overall, the U.K. non-life market is still profitable, with positive underwriting earnings reported in 
each of the past two years. However, risk-adjusted capitalisation is under pressure. In 2013, after 
dividend payments, there was a modest decline in the combined capital and surplus of the largest 
100 non-life insurers in the United Kingdom. With market conditions set to remain tough, A.M. 
Best is closely monitoring the impact of the difficult trading environment on individual results and 
balance sheets.

Historically, performance and capital strength in the U.K. non-life market have varied considerably 
company by company, and this is expected to remain the case. A.M. Best believes companies that 
are well diversified and have strong data and analytical capabilities are best placed to manage 
the weak phase of the underwriting cycle. These companies will emerge with risk-adjusted 
capitalisation intact and will avoid negative rating actions.
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an entity, a credit commitment or a debt or debt-like security. It is based on a comprehensive 
quantitative and qualitative evaluation of a company’s balance sheet strength, operating 
performance and business profile and, where appropriate, the specific nature and details of a 
rated debt security. Credit risk is the risk that an entity may not meet its contractual, financial 
obligations as they come due. These credit ratings do not address any other risk, including 
but not limited to liquidity risk, market value risk or price volatility of rated securities. The rat-
ing is not a recommendation to buy, sell or hold any securities, insurance policies, contracts 
or any other financial obligations, nor does it address the suitability of any particular financial 
obligation for a specific purpose or purchaser.

Any and all ratings, opinions and information contained herein are provided “as is,” without 
any expressed or implied warranty. A rating may be changed, suspended or withdrawn at any 
time for any reason at the sole discretion of A.M. Best. 

In arriving at a rating decision, A.M. Best relies on third-party audited financial data and/or 
other information provided to it. While this information is believed to be reliable, A.M. Best 
does not independently verify the accuracy or reliability of the information. 

A.M. Best does not offer consulting or advisory services. A.M. Best is not an Investment 
Adviser and does not offer investment advice of any kind, nor does the company or its Rating 
Analysts offer any form of structuring or financial advice. A.M. Best does not sell securities. 
A.M. Best is compensated for its interactive rating services. These rating fees can vary from 
US$ 5,000 to US$ 500,000. In addition, A.M. Best may receive compensation from rated enti-
ties for non-rating related services or products offered. 

A.M. Best’s Special Reports and any associated spreadsheet data are available, free of 
charge, to all Best’s Insurance News & Analysis subscribers. Nonsubscribers can purchase 
the full report and spreadsheet data. Special Reports are available through our Web site at 
www.ambest.com/research or by calling Customer Service at (908) 439-2200, ext. 5742. 
Briefings and some Special Reports are offered to the general public at no cost.
 
For press inquiries or to contact the authors, please contact James Peavy at (908) 439-2200, 
ext. 5644.
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