Insurance Law Committee response to PRA
Consultation Paper "Capital extractions by run-off
firms within the general insurance sector" (CP7/13)
The City of London Law Society (“CLLS”) represents approximately 15,000 City
lawyers through individual and corporate membership including some of the largest
international law firms in the world. These law firms advise a variety of clients from
multinational companies and financial institutions to Government departments, often
in relation to complex, multi jurisdictional legal issues.
The CLLS responds to a variety of consultations on issues of importance to its
members through its 19 specialist committees. This response in respect of PRA
Consultation Paper "Capital extractions by run-off firms within the general insurance
sector" (CP7/13) has been prepared by the CLLS Insurance Law Committee.

1.

This Consultation Paper ("CP") is a helpful expansion of the PRA's thinking
and the internal procedures it applies when considering a proposal for capital
extraction.

2.

For the information of stakeholders, it would be helpful if the PRA were to
clarify its view of the relationship between the setting of capital and solvency
requirements and its expected capital buffers above these thresholds both in
the ordinary course and in applications for capital extractions. Whilst there is
a clear need for a firm to update and re-examine its ICA if it proposes to
extract capital during the course of a year, it is not clear why, in doing so, the
firm is required to apply a more onerous process than that which the PRA
requires for the annual solvency and capital assessment, for example,
independent valuation of the firm's analysis of its solvency position after the
proposed extraction and the adequacy of policy records etc. Provided a firm is
compliant with the PRA's own requirements regarding capital and solvency, it
seems that any surplus above these thresholds should be available for
distribution at the discretion of the firm's management.

3.

Paragraph 2.5 of the CP states that "capital extractions throughout the life of
a run off company inevitably weaken the level of protection for policyholders".
There is no clear basis for inevitability and there are many factors which may
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result in at least equivalent or increased protection of policyholders during the
period of run-off notwithstanding a capital extraction, for example nonmaterialisation of IBNR, settlement at a figure below the reserve for a claim
and purchase of reinsurance.
4.

It would be helpful for the PRA to clarify expectations around the timing of
communications between the firm and the PRA. Paragraph 2.8 of the CP
suggests that the Board should approve a proposal for capital extraction prior
to requesting PRA consent but also requires the firm to engage with the PRA
at an early stage of its proposals.
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