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Differential Pricing Review

1. Executive Summary

Insurance serves acritical role inreducing uncertainty by protecting people
and businesses against the risks of future events. Consumersrely on
insurance to provide support in the event of loss or serious accident, toplan
for retirement, toenable themto confidently investinandruntheir
businesses and more. Afinancial servicessystemthatsustainably serves
the needs of the economy and consumers therefore needs functioning and
trustworthy insurance markets andinsurance providers.?

As with the financial servicessystemas awhole,innovationinthe
insurance industry brings withit the possibility of improved products and
offerings for consumers. However, the advances incomputing power,data
analytics and modelling techniques alsoincrease the risk that pricing
practices couldresult inunfair outcomes for some consumers.

The Central Bank of Ireland’s (the Central Bank) role is todeliver effective
and purposeful supervisionthat protectsthe interests of consumers and
supports arobust insurance sector. Financial services providers are
responsible for providing products that meet their customers’ needs both
now and intothe future,and doing sofairly. The Central Bank will intervene
where we have reasontobelieve that unfair practicesare occurring which
take advantage of consumer behaviours and habits. We launched our
Reviewof Differential Pricing inthe Private Car and Home Insurance
Markets (the Review)for this reason.

Differential Pricing Explained

Differential pricing is where customers with a similar risk and cost of
service are charged different premiums for reasons other thanriskand cost
of service.ltincludes a range of techniques that combine information about
expected claims experience and customer behaviour - for example, the
tendency torenew or shop around.

The practice of differential pricing is widely used across a range of markets,
and can bring benefits for consumers. For example, it canencourage
competitionandinnovationandfacilitate market accessfor consumers who
might be unable or unwilling to pay a uniform price. However, differential
pricing canalsocause harmtoconsumers, particularly ifitisusedto
increase the prices of policyholders by stealth, orif it affects vulnerable
groups or those withdiffering abilities, time or willingnesstosearchfor
better offers.

1 For the purpose of thisreport, ‘insurance provider’ includes non-lifeinsurance
undertakings and insurance intermediaries including Managing General Agents.
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Evidence and Findings

We undertook the Reviewto assesshowdifferential pricingis usedinthe
private car andhomeinsurance marketsinlrelandanditsimpact on
consumers. We focussed specificallyonthese marketsbecause of their
importance toconsumers andto society more generally. Moreover, these
products lend themselvestothe application of differential pricing
techniques because of the large volumes of customers, significant
premiums and the levels of customer inertia associated withthem.

Our Reviewfocussed onthe most significant forms of stealth pricing
practices applied by insurance providersinthe market. These include price
walking, where customers are charged higher premiums relativetothe
expected costs the longer they remainwith aninsurance provider,andthe
closelyrelated practice of treatingthe pricing of newbusiness and renewal
customers differently for reasons other thanrisk and cost of service, which
is known as dual pricing.

We examined the extent towhichthe use of these pricing practices lead to
outcomes consistent with the Consumer Protection Code 2012 (the Code).
We alsosought toidentify the drivers of consumer behaviours, including
how consumers engage withthe insurance industry,and assessed the
adequacy of the governance and oversight of differential pricing as
exercised by insurance providers.

The Reviewincorporated a market analysisof the 11 insurance providers in
scope, including 44 inspections, quantitativeanalysis of almost 11 million
individual policy records and the gathering of consumerinsights basedona
survey of circa 5,500 consumers.? Following our market analysis work, we
issueda Dear CEO |etter totheinsurance sectorin September 2020 setting
out our initial observations and requirements. This was followed by an
Interim Report in December 2020 which concluded that the majority of
firms apply some form of differential pricing.

The Reviewis now complete. Our analysis shows thatsome of the practices
identified could result inunfair outcomes for some consumersin the
private car andhomeinsurance markets. As a consequence of these
practices, the premiums paid by certain policyholders deviatesignificantly
from the expected costs of the policy tothe insurer.* The price relative to
the expected costs alsoincreasesthe longer a customer remainswiththeir
insurer.We alsofound that oversight of pricing practicesis lackingand that
the automaticrenewal processes, whichis acommonfeature of the
insurance market, lacks transparency. Accordingly, we are proposing a

2 For the purpose of thisreport, the 11 insurance providersin scope of the Review are
referred to as ‘firms’.

3 For the purpose of this report, non-life insurance undertakings are referred to as
‘insurers’.
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series of reforms tostrengthenthe consumer protectionframework, while
ensuring that consumers retainthe opportunity toavail of premium
discounts.

Ourfirst core proposalis to ban price walking in the motor andhome
insurance markets for personal consumers.

The practice of price walking is unfair and could result inunfair outcomes
for some groups of consumers inthe private car and home insurance
markets.

Our analysisshowed that long-term customers (those who stayedwith the
same insurer for nine years or more) pay,onaverage, 14% more on private
carinsurance and 32% more on home insurance thanthe equivalent
customer renewing for the first time.

On this basis, we propose toban price walking by insurance providers. This
means that at the point of renewal,insurance providers cannot charge
personal consumers whoare on their second or subsequent renewal a

premium higher thanthey would have charged themif they were a yearone

renewal consumer at that pointintime.

This approachwould allowinsurance providers to continue to provide

discounts for new business customers and ensure that personal consumers

retainthe opportunity toget a better-priced premium through switching

insurance provider while removing the loyalty penaltyfor those consumers

who do not switchinsurance provider regularly.

Oursecond core proposal is to require providers of motor and home
insuranceto personal consumersto review their pricing policiesand
processes annually.

This would ensure that insurance providers maintainfocus ontheir pricing
practices and the impact of such practices ontheir customers, while also
ensuring adherence tonew pricing provisions and the fair treatment of
consumers.

Our third core proposalis to introduce new consumer consent and
disclosurerequirementsto ensure the automaticrenewal processis
more transparentfor all personal non-life insurance products.

Automaticrenewal is the practice where aninsurance contract allows for
apolicy to be automatically renewed, unless the customer tellsthe
insurance provider otherwise before the renewal date. This proposal
would ensure that consumer consent was required for the renewal of their

Ban price
walkinginthe
motor and
homeinsurance
marketsfor
personal
consumers.
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insurance contract onanautomatic basis and allow personal consumers to
make more informed decisions.

Along with these specific policy measures, we are alsoconsideringa
number of additional measures inrelationtocomplaints resolution,
vulnerable consumers and customer engagement and transparency. These
will inform the separate review of the Code (the Code Review) that is
currently under way and will be publishedin the coming months.*

The Reviewalsoconsideredthe likely costsand benefits of potential
solutions tothe risks identified, conducting analysis of potential marketand
consumer price effect. Our recommendations and proposals for change are
focussedon theissues that have the potential tocausethe greatest harm
for consumers and are based on the evidence gathered as part of the
Review.

The series of proposed policy measures would, in our view, strengthenthe
consumer protectionframework and ban practices that directly lead to
some consumers paying more for private car and home insurance policies
basedon how long they are withtheir current insurance provider.

Next Steps

This report incorporates a public consultation onour proposals toaddress
risks toconsumers arising from price walking, oversight of pricing
practices,and automaticrenewals (assetout inthe Public Consultation
Process section of this report, Section 6). The consultationseeks views
from all relevant stakeholdersonthe proposed policy measures. The
consultationsets out the proposed provisions and a series of questions,
seeking views onthe specificissuesidentified. We welcome evidence to The public
support views providedin response tothis consultation.

consultation
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The public consultation process will rununtil 22 October 2021. Any processwill run
submissions received after this datemay not be considered. Please submit until 22 October
any submissions by e-mail toconsumerprotectionpolicy@centralbank.ie. 2021

Takingintoaccount the views of stakeholders inresponse to this
consultation,weintendtofinalise these measuresearlynext year and that
they will apply toinsurance providers from 1 July 2022.

4 A consultation in relation to the Code Review is expected to be launched in Quarter 4,

2021.
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As set out above, our proposals inrelationtocomplaints resolution,
vulnerable consumers and customer engagement and transparency as
appropriate will be consulted on separately as part of the Code Review.

We will also complete supplementaryanalysisto better understand
customer engagement inthe privatecar andhome insurance markets and
explore how customer engagement might be improved, including by way
of enhancedtransparency measures andthe applicationof insights from
behavioural science.
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2. Summary of Proposals

The proposals for change are focussed on the issues
that have the potential to cause the greatest harm
for consumers and are based on the evidence
gathered as part of the Review.

We propose tostrengthenthe consumer protectionframework through
amendments tothe Code. Our core proposals concernthe areas of price
walking,oversight of pricing practices,and automaticrenewals, while
further work will be undertakeninthe areas of complaints resolution,
vulnerable consumers and customer engagement and transparency. The
proposed provisions are set out inthe Public Consultation Process section
of this report and can be summarised as follows:

Price Walking

We propose toadd a number of new provisions tothe Code inrespect of
motor and home insurance pricing for personal consumers inorder to
address the worst effects of price walking.

These proposals require:

= Abanon price walking by insurance providers meaning they cannot
charge personal consumers who are on their second or subsequent
renewal a premium higher thanthey would have charged themif
they were ayear one renewal consumer at that pointintime.

*  Where new customers are offered a lower price to attract their
business, it should be clearly disclosed tothemthat this represents
anew business discount.®

Oversight of Pricing Practices

We propose toadd a number of new provisions tothe Code requiring
oversight and review of motor and home pricing practices for personal
consumers, including the requirement to assess adherence with the
proposed new pricing provisions.

These proposed new provisions require:
= |nsurance providerstocarry out anannual review of their motor
and home pricing policies, processesand models and:
o Rectify any deficienciesidentified; and
o Retainawrittenrecordofthereviewand actions takento
rectify any deficiencies found.

5 This provision will be developed further and form part of the consultation on the Code
Review later this year.
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Automatic Renewals

We propose toadd a number of new provisions tothe Code inrespect of
automaticrenewals inthe non-lifeinsurance market,inordertoprovide
greater transparency around this practice and allow consumers make more
informed decisions based onclear informationprovided by the insurance
provider.

These proposed new provisions require:
=  Writtenconsent froma personal consumer priorto entryintoan
automaticrenewal process.
= Apersonal consumertohave theright tocancel the automatic
renewal.
= Notificationtobeissuedtoa personal consumerinadvance of the
automaticrenewal date, requiring certaininformationtobe set out
relatingto:
o  When the policy will automatically renew and howto cancel
the automaticrenewal;
Any changes interms,fees and charges;
Reference tothe Competitionand Consumer Protection
Commission’s website relating to switching;and
o Astatement advising consumers tokeep their arrangements
under reviewas there may be suitable alternativesinthe
market.

Complaints Resolution

The Reviewraised concerns that firms may not be classifying, categorising
and recording complaints appropriately toeffectively analyseandidentify
trends, potentially leadingto customer pricing issues not being identified,
escalated and considered appropriately.

To address these concerns, our analysis inrelationtocomplaints resolution
will be considered as part of the Code Review. This will include proposals to
enhance recording and logging of complaints and frequency of conducting
complaints analysis.

Vulnerable Consumers

While we did not findevidence that vulnerable consumers are specifically
adversely impacted by differential pricing, firms do not specifically consider
pricing outcomes with respect tovulnerable consumers, thus potentially
giving rise toarisk of poor consumer outcomes and unintended
consequences for vulnerable consumers. Inaddition, the level of vulnerable
consumer training varies across firms.

Inthe Code Review currently under way, there will be a dedicated focus on
vulnerable consumers and related concerns, including proposals on
improved processes andtraining.

Central Bank of Ireland
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Engagement and Transparency

The Central Bank has made a number of enhancements inrespect of
customerdisclosuresinrecent yearsandtransparency remains key to
ensuring consumers have appropriate informationtoassist themin
making more informed decisions. It is alsoimportant thatthe information
disclosedis relevant and balancedinorder to avoidinformationoverload,
thus ensuring the information provided assiststhe consumer withtheir
decision-making.

We believe that the proposed pricing measures would address concerns
that consumers may not be aware that they are being subjectedtoprice
walking inrespect of their annual premiums. The new consent
requirements onautomaticrenewals would ensure the process is more
transparent for consumers and would allow consumers to make more
informed decisions, based onclearer information being provided.

We will alsoundertake further analysisto better understand customer
engagement inthe private car and home insurance markets, exploring
how customer engagement might be improved, including by way of further
transparency measures and the application of insights from behavioural
science,and consider any further actionrequired.

Central Bank of Ireland
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3. Introduction

The practice of charging customers who have a
similar risk and cost of service different premiums
for reasons other than risk and cost of service is
known as differential pricing. We launched our
Review of differential pricing in the private car and
home insurance markets because of the potential
risks to consumers arising from this practice.

3.1 The Need for a Trustworthy System

Insuranceserves acritical role inreducing uncertainty by protecting people
and businesses against the risks of future events. Consumersrely on
insurance to provide support in the event of loss or serious accident, toplan
for retirement, toenable themto confidently investinand runtheir
businesses,and more. Afinancial services systemthatsustainably serves
the needs of the economy and consumers therefore needs functioning and
trustworthy insurance markets andinsurance providers.

Financial services providersare responsible for providing financial
products and services that meet their customers’ needs both nowandinto
the future, and doing sofairly. They must embed effective culturesbuilding
on sharedvalues such as professionalism, honesty, integrity,and
accountability,andset standardsfor themselves and their staff.

For avariety of reasons, consumers do not always take the time toshop
around andtend tomake assumptions when purchasing financial products
and services. The ability toshoparound and negotiate over pricecanbe
difficult for some consumers. Consequently, we expect that all financial
services providers treat their customersfairly.

As highlightedinour Financial Stability Note publishedin November 2020,
the practice of differential pricing is widely used across a range of markets,
and canbring benefits for consumers. For example, it canencourage
competitionandinnovationandit can facilitatemarketaccess for
consumers who might be unable or unwilling to pay a uniform price.
However, differential pricing canalsomean higher costs for some
consumers, particularly thosewithdiffering abilities, time or willingness to
searchfor better offers.
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On this basis, the Central Bank undertook the Review of pricing practices
of private carand home insurance ina number of the largest non-life
insurance providers operating inthe market tounderstand the prevalence
and specificimpact of differential pricing on consumers, and todetermine
the potential for consumer risk and harm arising fromthese practices.®

3.2 The Prevalence of Differential Pricing

Differential pricing includes a range of techniques that combine
information about expected claims experience and customer behaviour -
for example, the tendency torenewor shop around. Differential pricingis
not unique totheinsurance sector; similar techniques are widely used
across many industries, suchas airlines, hotels, telecoms and on-line retail
sites. The advances incomputing power, data analytics and modelling
techniques withinthe insurance industry increasethe risk that pricing
practices couldresult inunfair outcomes for some customers.

Our Financial Stability Note found that:

“From a policy perspective, price differentiation can be associated with
benefits and costsfor consumers, which may require a trade-of f between
different policy goals(OECD, 2018). Forexample, it can encourage
customers to try new products or providers to avail of lower prices, it can
promote new business growthand competition as firms attract
customers away from existing providers, it can facilitate expanded
market access for consumers who couldnot afford to pay a single
undifferentiated price, and it canpromote innovationamong firms
(CMA, 2018).On the other hand, differential pricingcan have an unclear
effectondistributionalequity (OECD, 2018)".”

Consumers may not always be aware that differential pricing is being
appliedor, evenifthey are,may not have the searchand negotiation
techniques or knowledge to avoidit. This could result inadverse effects for
some consumers, particularly those who are vulnerable e.g.,due toage,
income or financial capability, or those with behavioural biases who are less
likely tonegotiate or look for alternatives.

6 It should be noted that, in the context of its mandate, the Central Bank is not permitted
to introduce prior notification or approval of proposed increases in premium rates,
except as part of ageneral price control system.

7 Byrne, S. and McCarthy, Y. (2020) 'Differential Pricing: The Economics and
International Evidence', 2020(10), pp. 1 [Online]. Available at: Financial Stability Note

Central Bank of Ireland
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3.3 Scope and Aims of the Review

The Reviewfocussedspecifically onthe private car and home insurance
markets. This is because of their importance toconsumers andtosociety
more generally. These products lend themselves tothe application of
differential pricing techniques because of the large volumes of customers,
significant premiums and the levelsof customer inertia associated with
them.

Private car and home insurance products are two of the most commonly
held insurance products in Ireland and offer consumers financial protection
inthe event of accident or loss, playing animportant role in providing
consumers with peace of mind. Private carinsuranceis alegal requirement,
with minimum cover of third party requiredin order for an individual to
drive a private car onpublic roads. While home insurance is not a legal
requirement, it is perceived by homeowners andrenters tobe animportant
purchase,andis oftenrequired by lending institutions inordertosecurea
mortgage. These products account for a significant proportion of the
personal insurance market.

The Reviewexamined the pricing practicesof a number of the largest non-
life insurance providers operating inthe private car and homeinsurance
market.

There are approximately 2.2 million privatecarinsurance policiesand 1.3
million home insurance policies inthe market. We estimatethat the Review
covers more than 90% of these policies.®

The aims of the Reviewwere to:

= Establishthe impact of differential pricing onconsumers;

= Assesstheextent towhichthese pricing practices lead tooutcomes
consistent withthe Code;

= |dentify thedrivers of consumer behaviours including how
consumers engage withthe insurance industry; and

= Assessthe adequacy of the governance and oversight of differential
pricing.

8 Total market size estimate based on datafrom the 2019 Conduct of Business Returns
submitted by insurers to the Central Bank.

Central Bank of Ireland
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3.4 A Multi-phased Approach

The Reviewwas conductedin three phases and the purpose of eachphase
was to:

Market
Analysis

eEstablish the extent to which differential pricingisinoperationinthelrish
private car and homeinsurance markets and if it does exist, to establish how
itisbeingcarried out.

Phase 2
Quantitative Analysis

and Consumer Insights

eExaminethe degree of differential pricingamongprivate car and home
insurance policies through analysis of dataprovided by each firm in scope for
this Review.

eConductaconsumer insights survey to gaininsight on the wider population
of insurance customers.

Phase 3

Conclusions and
Recommendations

eInformed by the findingsin Phases 1 and 2 of the Review.

eDeliver a reportor consultation on proposalsfor reform, as appropriate.

3.5 Summary of Interim Findings

We published our Interim Report in December 2020, providing a progress
update on the Review and detailing some of our market analysis and
preliminary insightsfromthe quantitative analysisand consumer-led
research. At the Interim Report stage, we had identified a number of pricing
practices that ledtocustomers withasimilar risk and cost of service paying
different premiums for reasons other thanrisk and cost of service. We
found that,on average, renewing customers pay a higher amount relative to
the expected costs of their policy when compared to new business
customers.

We alsofound that,on average, the longer a customer remains withtheir
insurance provider, the higher the amount they pay inexcess of that
requiredto cover the expected costs of the policy.

Central Bank of Ireland

Page 14



Differential Pricing Review

The Interim Report highlighted that, as aresult of these practices, those
consumers who do not switchinsurer ona regular basis or proactively
negotiate adiscount at renewal are often payinga higher premiumrelative
tothe expectedcosts thanthosewho do. The consumer research, which
took the form of a survey (the Consumer Survey),identified that most
consumers have a limited knowledge of how insurance pricing operates,
which candiscourage more active engagement. The Consumer Survey also
highlighted a tendency onthe part of some consumers tofeelitis better
and easiertostay withtheir currentinsurance provider thanswitch.

While the Interim Report noted that the practice of differential pricingis
widely used across arange of markets, and canbring benefits for
consumers, it also highlighted concerns that firms were not adequately
considering the impact of differential pricing models on their customers.

3.6 Work Completed Since the Interim Report

Since the publication of the Interim Report, we have completed further
analysis tobetteridentify the driversof differential pricing outcomes.

We have also continued to supervise firms onthe implementation of the
requirements set out inour Dear CEO letter - which covered governance
and control criteria, culture and conduct and consideration of customer
impact. Our objectiveis toensure that insurance providers understand the
impact of their pricing practices ontheir customers, and that they have fully
embedded consumer protectionrisk management frameworkstodrive
positive behaviours.

While thisis the final report on the Review, it is not the end of our work on
differential pricing. We will continue todevelop our policy consideration of
proposed measures toaddress therisks identifiedinthe Reviewand
implement them upon conclusion of our public consultation. We will
continue to supervise firms toensure they meet our requirements asset
out inthe Dear CEO letter. Inaddition, we will monitor developmentsinthe
private car and home insurance markets tobetter understand customer
engagement inthese markets andidentify how it might be improved.

Central Bank of Ireland
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4. Methodology

This sectionsummarisesthe various information sources and techniques
used to conduct our analysis. Supervisory judgement was appliedtoinform
our findings and proposals. The process involved appropriate peer review
toensure the rigour of the approach andto challenge judgements formed.
The methodology is outlinedin full in the Technical Annex tothis
document.

4.1 Detailed Methodology

4.1.1 Market Analysis

The Market Analysis phase of the Reviewinvolved analysis of more than
2,000 documents submitted by firms inrespect of their pricing practices. A
series of 44 inspections acrossfirms was alsocompletedtoobtaina
detailed understanding of the pricing practicesinplace, the governance and
oversight of the pricing processes,and howeachfirmconsideredthe
consumer as part of their pricing practices. This information was overlaid
withour quantitative analysis of the data gathered fromfirms.

4.1.2 Quantitative Analysis and Consumer Insights

The second phase of the Reviewincluded quantitative analysisand direct
consumer researchtobetterunderstandthe views of individual consumers
withrespect tothe private car and home insurance markets. We examined
dataforall private car and home insurance policies written by firms in
2017,2018 and 2019 (the Dataset). The Datasetincluded informationon
policy and policyholder characteristics,and a breakdown of the premium
chargedtothe policyholder,divided betweenrisk and non-risk based
components.

Approximately 6.7 million privatecar records and 4.1 millionhome records
werereportedby firmsinaggregate across the threeyears.Basedona
reviewof the 2019 data, we estimate thatthe collected policy records
cover more than 90% of the policies issuedinthe private car and home
insurance markets.

The Consumer Survey focussed on private car and home insurance, treating
the two markets as distinct. The Consumer Survey sought toidentify
insights intothe drivers of consumer behaviours, including how consumers
engage with both markets. Consumers were asked a broadrange of
guestions relating totheir interactions withinsurance providersand the
market ingeneral. The Consumer Survey collected informationabout the
socio-economic,demographic, behavioural,and attitudinal characteristics
of respondents, along withinformationrelating torespondents’
experiences and patternsof engagementacross both markets.

Central Bank of Ireland
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The Consumer Survey sought todetermine whether particular consumer
types are more exposedtodifferential pricing thanothers. It alsoexamined
how differential pricing affects policyholders with different characteristics
across subgroups of the private car and home insurance consumer
population.

The quantitative analysis and consumer insights work was broadly split into
four sections:’

1.

3.

Aninitial analysis usingthe Datasettoinvestigatethe market
structure, the overall level of differential pricing inthe market and how
differential pricing varieswith certain policyholder characteristics.
Some key results from this work were includedin the Interim Report,
and theseresults togetherwithfurtherinsightsare outlinedinthis
report.

Statistical analysisonthe Datasettoestimatethe contribution of
specific policy-level factors (such as tenure, automatic renewal status,
and sales channel) tothe variationin pricing outcomes across
policyholders.

The Consumer Survey capturedthe views of 5,466 policyholders,
consisting of 2,969 private carinsurance policyholders and 2,497
home insurance policyholders. The policyholders surveyed are a
representative sample of the Dataset gathered fromthe firms.

Further statistical analysisbased onthe linking of the Consumer
Survey (of 5,466 policyholders) tothe Dataset (of almost 10.9 million
policy records). This assessed the impact of differential pricing on
certaingroups of customers fromthe point of view of socio-economic
status, financialsophistication and other policyholder characteristics
of relevance tothe Review.

4.1.3 Analytical Approach

Inorder to analyse the levelof differential pricing inthe privatecarand
home insurance markets, we comparedthe Actual Premium paid by the
policyholder withthe expected costs related toanindividual policy.

The Actual Premiumis the amount paid by the policyholder. The
Technical Premiumis the insurer’s viewof the cost of providing an
insurance policy. The APTP ratiotherefore provides us with a view of the

differences betweenthe Actual Premiumchargedandthe cost of
providing the policy (Technical Premium).

9

See the Technical Annex for more detailed explanation on each section including
findings.

Central Bank of Ireland
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Throughout this report, we refer tothe APTP ratio.Rather thanlook at the
difference inabsolute value between Actual Premium and Technical
Premium, we have focussed on the ratio of the two values, i.e., the Actual
Premiumdivided by the Technical Premium.

An APTPratioof less thanone means the Actual Premiumreceived from
the customer was less thanthe insurer’s view of the expected costs
associatedwiththe policy,whilean APTPratiogreater thanone means the
Actual Premiumreceived fromthe customer was greater thanthe insurer’s
view of the expected costs associated withthe policy.
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5. Findings from the Review and
Proposals

Our analysis shows that the premiums paid by
certain policyholders deviate significantly from the
expected costs. We also found that oversight of
pricing practices is lacking and that the automatic
renewals process, which is a common feature of the
insurance market, lacks transparency.

5.1 Pricing Practices

As outlinedin the Interim Report, we found evidence of differential pricing
across the private car andhomeinsurance markets. At anoverall level,an
insurance provider may receive a similartotal premiumacrosstheir
portfolio. However, some policyholders are paying anamount inexcess of
that requiredtocoverthe expected costs of their policy. Fromthe analysis
completed,itis evident that insurance providers maysubsidise the
premiums charged for more price sensitive groups of consumers withthat
of less price sensitive consumer groups.

Figure 1 below shows the spread of the APTP ratiofor private carand
home insurance, highlighting the differencesthat customersexperience
betweenthe cost of providing their policies and the Actual Premium paid.
Basedonthedata providedby firms,thereis significantvariationin APTP
ratios withinthe market.

Figure 1: Distribution of APTP ratio for private car and home insurance policies
(2017-2019).
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5.1.1 Market Analysis

As set outin the Interim Report the two most significant pricing practicesin
relationtodifferential pricing are the related practices of dual pricing and
price walking.

The Reviewidentified significant differences between newbusiness and
renewal business inthe private car and home insurance markets with
respect tothe actual price chargedrelativetothe expectedcostsofthe
policy.

Figure 2 shows the spread of the Actual Premiumto Technical Premiumfor
new and renewal business (for privatecar and home insurance combined).
Our analysisfinds that 72% of renewing customers have an APTPratio
greaterthan 1,comparedto47% of new business customers. This indicates
that renewing customers pay a higher premium, onaverage, thannew
business customers, relative tothe expected costs of their policies. From
the Review, it is evident that offering newbusiness discountsis a strategy
widely practiced across the private car and home insurance markets. Firms
offer new business discounts inorder to attract and secure business, which
may meana cheaper quotationfor customers who shop around for such
discounts.

Figure 2: Distribution of APTP ratio for new and renewal policies (private car and
home combined, 2017-2019).
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Case Study 1: Example of dual pricing in private carinsurance

Consider two private carinsurance customers: a new business customer
and a renewal customer. They have the same Technical Premium of €700
reflecting the fact that the two customers have similar expected costs.

The new business customer has an APTPratioof 0.98 (average new
business APTP ratio), whichmeans their Actual Premiumis €686.In
comparison,the renewal customer has an APTPratioof 1.13 (average
renewal business APTP ratio), which means their Actual Premiumis
€791.Inthis example, a renewal customer with the same Technical
Premiumis paying €105 more thanthe newbusiness customer.

Our analysisshows that price walkingis commoninboth the private car
and home insurance markets. We have foundthat the APTPratioincreases
withtenure for both private car and home insurance customers.° This thatthe APTP ratio
means that the longer a customer remains with theirinsurer, the higher the increases with
amount the customer pays relativetothe expectedcosts.

We have found

tenure for both

Inthe case of the private car market, while Technical Premium decreases as private cara nd

tenureincreases (due tolower riskinessat higher tenures, onaverage), the home insurance
Actual Premium charged remains relativelyflat. This resultsin customers.
policyholders’ APTPratioincreasing as their tenure increases, whichmeans

that policyholders are paying a higher premiumrelative tothe expected

costs of the policy as tenure increases.

From the Consumer Survey, we found that consumers feel theirinsurance
providers are treating themfairlywithregardto priceincases wherethe
renewal premiumis the same as the previous year.Onthis basis, it appears
that where the Actual Premium paidis not increasing withtenure,
consumers would not observe that price walking is being applied.

Thereis a material difference inthe level of knowledge a consumer has
about the cost associated with their policy comparedtotheinsurance
provider. This asymmetry of information places anonus oninsurance
providers toensure transparency and the fair treatment of all their
customers.

10 |nrelation to some graphsin Section 5, it should be noted that the chart axes’ scales
have been adjusted to allow for the highlighting of trends observed.
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Figure 3: Variation of the average Actual Premium, average Technical Premium,
and the average APTP with tenure on private car insurance. (Includes policies from

2017-2019).
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Figure 3 shows that onaverage, a privatecar customer who renews with Price walking is
the sameinsurer for 9 or more years has anaverage APTPratioof 1.25. more evident in the

This compares toa customer renewing after 1 year,whohas anaverage
APTPratioof 1.09.0nthis basis, the long-term customer is paying 14%
more relative tothe expected costs of the policy thanthe customer market.
renewing for thefirst time.

homeinsurance

Case Study 2: Example of price walking in private carinsurance
Consider two private car insurance customers: a year 1 renewal
customer andayear 9 renewal customer. Ayear 1 renewal customer and
ayear 9 renewal customer have the same Technical Premiumof €700,
reflecting the fact that the two customers have similar expected coststo
theinsurer.

Theyear 1 renewal customerhas an APTPratioof 1.09 (averageyear 1
renewal business APTP ratio), which means their Actual Premiumis
€763.Incomparison,the year 9 renewal customer has an APTP ratio of
1.25 (average year 9 renewal business APTPratio), whichmeans their
Actual Premiumis€875.Inthis example,ayear 9 renewal customer with
the same Technical Premium (expected cost) is paying €112 more than
theyear 1 renewal customer.

Price walking is more evident inthe home insurance market. Figure 4
shows a home insurance customer who renews with the same insurer for 9
or more years has anaverage APTPratioof 1.35 comparedtoacustomer
renewing for thefirst time,who has anaverage APTP of 1.02. The long-
termcustomeris paying 32% morerelative tothe expected costs of the
policy thanthe customer renewing for the first time.
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Figure 4: Variation of the average Actual Premium, average Technical Premium,
and the average APTP with tenure on home insurance. (Includes policies from

2017-2019).
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For home insurance customers, the Technical Premiumtends toremainflat . .
premiums relative

over tenure whereas the Actual Premiumtends toincrease. This creates a
year-on-year price walking effect interms of both the absolute amount of to the expected
premium charged andthe APTPratio. costs.

Case Study 3: Example of price walking in homeinsurance
Considertwo home insurance customers: ayear 1 renewal customer and
ayear 9 renewal customer. Ayear 1 renewal customerandayear 9
renewal customer have the same Technical Premium of €350, reflecting
the fact that the two customers have similarexpected costs.

Theyear 1 renewal customer has an APTPratioof 1.02 (averageyear 1
renewal business APTP ratio), whichmeans their Actual Premiumis
€357.Incomparison, the year 9 renewal customer has an APTP ratio of
1.35 (average year9 renewal business APTP ratio), whichmeans their
Actual Premiumis€473.Inthis example,ayear 9 renewal customer with
the same Technical Premium (expected cost) is paying €116 more than
theyear 1 renewal customer.

Inboth private car andhome insurance markets, the gradual increasein
APTPratiois evident,with policyholders at the longest tenure experiencing
the highest APTPratios. This, ineffect, means that customers whoremain
loyaltotheirinsurer are paying the highest premiums relative tothe
expected costs.

Inadditionto the above analysis, we alsoused statisticaltechniques to
understand better howthe APTP ratiorelates topolicy-level
characteristicssuch as customer tenure, while controlling for the impact of
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other policy-level characteristicsin the background. This analysis
confirms a strong relationship betweenthe APTPratioand customer
tenure,and shows that the APTPratioincreases consistentlyas customer
tenurerises.

5.1.2 Renewal Customers and Switching Behaviour

A detailed analysis of renewal policies found that the percentage of policies
thatrenewincreases withtenure,i.e.,the longer a customer has beenwith
aninsurer the more likely they are torenew. Figure 5 shows that new
business customers (tenure year 0) have arenewal rateof 60% and 68% for
private car and home,respectively,onfirst renewal.

Those customers who have beenwith the same insurer for 9 or more years
have arenewal rateinthe next period of 87% for both private car and home
insurance, which confirms that the longer a customer remains withan
insurer,the more likely they are torenewagain.

Figure 5: Proportion of policies renewing the next year and the total number of
policies by tenure for private car and home insurance policies (all policies written in
2018).

___100% 879% - 1000
R o o,  83% 84% 85% 86% o i
< 9036 270 79% 81% 82% 900 —
o 70% Joon TT% T9% 79% B2% - 700 S
2 60% 70% - 600 &
2 s0% - 500
o 40% - 400 o
= o
= 30% - 300 -
Q Q
S 20% - 200 £
& 10% - 100 3
Q
S 0% L0
8 0 1 2 3 4 5 6 7 8 9+

Tenure (Years)
B Private Car - Number of policies Home - Number of policies
=@="Private Car - % renewing Home - % renewing

There were similar findings inthe Consumer Survey, which shows that
policyholders who have alonger relationshipwiththeirinsurance provider
(3or moreyears) are more likely torenewtheir policy with their existing
insurance provider comparedtothose withshortertenure (less than 3
years). The Consumer Survey alsoshows that customerswithashorter
tenure are more likely to believe that switching fromtheir existing
insurance provider results ina cheaper quote.

11 Thisanalysis is referred to as multivariate regression analysis. See the Technical Annex
for full details and output.

Central Bank of Ireland
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Private carinsurance customerswithashort tenure are more likely tobe
price sensitive. Therefore, these policyholdersare likelytoshoparoundto
seek competitive newbusiness ratesand newbusiness discounts. Private
carinsurance customers with alonger tenure are more likely tobelieve that
if their premiumrises, it has risendue tomarket price increases. Therefore,
longer tenure customers may not be aware that they are being price walked
when remaining with their currentinsurer.

Inthe Consumer Survey, the mainreasons reported for not switching were:

Table 1: Reasons for renewing with existing insurance provider or not shopping

around.
Question Private Car Home

| thought my current deal was 37% 51%
competitive
| like the provider 27% 20%
company
There were better deals elsewhere, but the gains 13% 10%
were too small to worry about
When | searched previously | was unableto get a 12% 16%
lower premium elsewhere

(% scores indicate the proportion of customers that reported each reason for
renewing/not shopping around.)

Further multivariate analysiswas carried out onthe Consumer Survey data
tounderstandthe characteristics of renewing customers. The analysis
showed that older policyholders were more likely torenewwith their
existinginsuranceprovider relative toyounger policyholders. The analysis
alsofound that those whoused aninsurance intermediary and those who
got multiple quotes before taking out their policy were less likely torenew
withtheir currentinsurer.

5.1.3 Factors Correlatedwith Tenure

As part of the analysis, we considered other policyholder characteristics
that might be linked totenure, and therefore, that could be
disproportionately impacted by the observedincreasein APTPratioas
tenureincreases. The analysisfoundthat thereis a strong correlation
betweenage andtenure. Younger policyholders tendtohave shorter
tenures,whereas older policyholders tend to have longer tenures.

As older customers tendtohave alonger tenure, thereis a concernthat
older, and potentially vulnerable, customers are disproportionately
impacted by price walking.
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Figure 6: Variation of the average Actual Premium, average Technical Premium,
and the average APTP with policyholder age for private car insurance.
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Figure 6 shows that,inthe private carinsurance market,the APTPratio
increases as ageincreases. Figure 7 shows that this effect isstrongerinthe
home insurance market where older customers pay a higher premiumthan
younger customers relative totheir expected costs.

Figure 7: Variation of the average Actual Premium, average Technical Premium,
and the average APTP with policyholder age for home insurance.
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As noted previously, more detailed statisticalanalysis conducted as part of
this Reviewshowed that tenure has the most significant impacton APTP
ratios, relativetoother policy-levelvariablesconsidered. Older customers
pay a higher premium relative totheir expected costsbecausethey tendto
havethelongest tenure.
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5.1.4 Conclusions and Proposal - Pricing Practices

Our analysisfocussedspecifically on privatecar and home insurance
markets. This is because of their importance toconsumers,andtosociety
more generally. These products lend themselves to the application of
differential pricing techniques because of the large volumes of customers,
significant premiums and the levels of customer inertia associated with
them.Moreover,these products are two of the most commonly held
insurance products and account for a significant proportion of the personal
insurance market. The advances incomputing power, data analyticsand
modelling techniques increase therisk thattheseevolvingpricing practices
could result inunfair outcomes for some private car and home insurance
consumers.

Whileinsurance pricing is acommercial decision for insurance providers, it
isaninsurance provider’s responsibility toensure that their pricing
practices are consistent withthe Code. This includes their responsibility to
act honestly, fairly and professionally inthe best interests of their
customers andthe integrity of the market.

The evidence from the Review has raised materialconcerns onthe
applicationof price walking withinthe private carandhome insurance
markets, and the poor outcomes that canresult for some consumers. While
consumers always have the optiontoswitchinsurance provider andthere
can be benefits toshopping around, thereis currently a responsibility on
the consumerto take action by switching or negotiatinga better price
regularly toavoid price walking. Those consumers who remainwith their
current insurance provider pay a significant loyalty penalty. The Central
Bank has concludedthat the practice of price walking could result inunfair
outcomes for some consumers inthe private car and home insurance
markets and that this practice erodes trustinthe insurance industry.

Incoming toour conclusion and proposals, we considered the extensive
evidence gathered,including the potential impactonthe market of any
regulatory intervention. Our considerationsincluded:

= Takeno action
We considered the option of not taking specificactiononpricing
practices.Onthe basis of the analysisundertaken, we did not
believe this was anappropriate response. The evidence gathered
has demonstratedthat there are significant differences between
what some customers pay for insurance relativetothe expected
costs of their policies, withthose customers with the longest tenure
paying the most.

Central Bank of Ireland
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= |ncrease awareness of the practice
We considered whether further disclosure alone would safeguard
consumers against the increasingrisksidentified. This analysis
assessedthe evidence againsta number of factors, including, but
not limitedto:

o Theextenttowhich eachpractice analysedsought to
advance theinterestsoftheindividual consumer ortotake
advantage of the behaviours or habits of those consumers;

o Theextent towhich consumers are aware of the pricing
practices being applied,;

o Theextent towhich consumers understand the product or
how itis priced andthe clarity of information provided;
The extent towhich consumers need these products; and
The importance of trust and confidence in the effective
functioning and integrity of the financial system.

Having consideredthe evidence gathered against the points setout
above, we concluded that further disclosure alone may not
safeguard consumers againsttheincreasing riskthat more
advancedandevolving pricing practicescould result inunfair
outcomes for some groups of consumers inthe private carand
home insurance markets.

Itisimportant that consumers whoare more price sensitiveandtendto
shop around are able to seek competitive newbusinessprices,and
associated newbusiness discounts. Onbalance, to allowconsumers who
aremore price sensitivethe opportunity toshop around for new business
discounts (and negotiate discounts), but equally toensure those customers
who are loyal toan insurance provider are not impacted by the worst
effects of price walking, the Central Bank proposes to ban price walking
from the date of subsequent renewal. This would ensure the benefits of
switching for consumers who tend to shop around while removing the
loyalty penalty for consumers of longer tenure. This means that personal
consumers renewing for a second or subsequent time would pay no more
thanthe equivalent year one renewal consumer.

From the Consumer Survey, itis clear that personalinteractionwiththe
insurance provider is a critical feature for some consumers. This interaction
offers consumers anopportunity tonegotiate the premium paid at point of
sale.Under this proposal,aninsurance provider may agree adiscount to
customersinindividual negotiationswhere such negotiations are at the
initiative of a personal consumer. However, any suchdiscounts agreed by
insurance providers must not discriminate basedontenure.

Central Bank of Ireland
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Eveninthe absence of any regulatory intervention, marketdynamicsare
extremely difficult to predict. Consequently, we have concluded that
banning price walking from the date of subsequent renewal addresses the
worst effects of price walking while ensuring those customers who are
more price sensitive canstill avail of newbusiness discounts.

Proposal

Itis proposedthat a number of new provisions be added to the Code in
respect of motor and home insurance pricing for personal consumers.
The proposed new provisions are set out inthe Public Consultation
Process sectionof this report.

These provisions require:

e Abanon price walking by insurance providers, meaning they
cannot charge personal consumers who are on their second or
subsequent renewal a premiumthat is higher thanthey would
have chargedthemif they were a year one renewal consumer at
that point in time.

5.2 Oversight of Pricing Practices

The Market Analysis phase of the Reviewidentified weaknessesof varying
degrees infirms, raising concerns that some firms may not be adequately
considering the effect of their pricing practices ontheir customers,
potentially leading tounfair consumer outcomes.

Weaknessesidentified include:

= Differential Pricing Practices: Failure torecognise and/or failure to
acknowledge the utilisation of differential pricing in their firm.

= Governance andControls: Inadequategovernanceand controls
arrangements, including insufficient evidencethat firms have the
level of ownership andoversight expected whenthey apply
differential pricing practices.

= Cultureand Conduct: Insufficientevidence of a consumer-focussed
culturein respect of pricing decisions and practices.

Following our Market Analysis phase of the Review, we issueda Dear CEO
letter settingout requirements of insurance providersinlight of the
oversight weaknessesidentified. The requirements were to:
= Assess their own pricing methodologies againstthe Central Bank’s
definition of differential pricing;
= Ensuregreatergovernance andoversightof their differential
pricing practices;
= Understandthe impact of suchpractices ontheir customers; and
= Ensureafully embedded consumer protectionrisk management
framework todrive positive behaviours.
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A series of inspections with firms were completedinMarch 2021, following
up on the actions requiredin the Dear CEO letter.

5.2.1 Differential Pricing Practices

The Market Analysis phase of the Reviewidentified that a number of firms
failedtorecognise and/or acknowledge the use of differential pricing
practices intheir firm.

Insurance providers have a responsibility tounderstand fully the impact of
suchpricing practices ontheir customers. Insurance providersthat apply
practices toidentify customerswho might be willing to pay higher margins
should consider the impact of these practices oncustomers. Failure to
recognise and/or acknowledge the practice of differential pricing raises
significant concerns about aninsurance provider’s abilitytoassessthe
impacts of these practicesontheir customers.

Inthe Dear CEO letter, the Central Bank setout its definition of differential
pricing andrequired insurance providers toassess their own pricing
methodologies againstthe Central Bank’s definition. Inthe event that an
insurance provider did not consider its pricing practices tofall under the
definition of differential pricing, it was requiredtohave the rationale for
this documented and agreed by its Board of Directors (the Board).?

Inour follow-up engagement, it was clear thatfirms had considered and
documentedtheirrationale, where appropriate, with all firms having
considered how their pricing practices fall withinthe Central Bank’s
definition of differential pricing.

The outcome of this work is that firms inquestion canno longer claimto be
unaware of the effect of their practices onconsumers, and accordingly,
have no excuse for failing to put consumers at the forefront of their
consideration.

5.2.2 Governance and Controls

The Market Analysis phase of the Reviewidentified that firms had
inadequate governance and controls arrangements, including insufficient
evidence that firms have the level of ownership and oversight expected
when they apply differential pricing practices. There were alsovarying
degrees of awareness of pricing practicesat Board level and,inmany cases,
it was not evident that Boards had appropriately considered or discussed
the impacts of their firms’ differential pricing practices ontheir consumers.

12 References to the Board includes Boards of Directors and/or Senior Management as
applicable.
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Furthermore,firms failedtohave clearly documented controls inplace to
quantify or monitor the impacts of differential pricing on consumer
groupings inadvance of pricing model implementation.

Failure tobe specificabout the firm’s differential pricing practices and
failuretohave the requisite frameworks and controls inplace prior tothe
implementationofthese practicesresults infirms being unable to
effectively monitor the impact of their pricing activities and unable to
evaluate howtheir pricing decisions affect customer outcomes.

The Dear CEO letter requiredinsurance providers totake responsibility at
Boardlevel for the impact of differential pricing oncustomers. Insurance
providers were required to put arobust governance framework inplace
including Board and management structures. This framework was required
toensure the insurance provider’s pricing practices arewell-governed,
controls operate effectively and appropriateoversight is in place, withroles
and responsibilitiesfor pricing activities clearly defined. Boards were
requiredto take ownership of the insurance provider’s differential pricing
practices and ensure they are fully informed of the impact of those
practices ontheir customers.

From our recent engagement withfirms, we note that most firms have
identifiedgaps intheir processes and procedures withregardto
considering the impact of their pricing practices oncustomers and are
making improvements accordingly. Some firms have completed work in this
area by updating existing policies or introducing additional policiesand
frameworks that consider fairness, while other firms are currently
progressing actionstodevelop and implement frameworks.

The update provided by the firms demonstrated anincreased focus on
developing newand expanding existingpricing and consumer-focussed
metrics.Some firms are seeking tolink these totheir consumer risk
dashboards whichwill then be reportedtothe Boardon a regular basis.
Monitoring conducted by firms in respect of pricing will now include the
impact of pricing activitiesonconsumers. While the majority of firms have
developed more detailed metrics and newsystems toenable this process,
some firms arein the process of doing soand have aclear planandtimeline
in place.

5.2.3 Culture and Conduct
The Reviewidentified that there was insufficient evidence of a consumer-
focussed cultureinfirms in respect of pricing decisions and practices.

While firms had developed pricing policies that clearly impactcustomers,
they had not sufficiently considered customer interests, whichraised
concerns in respect of their culture.
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The Dear CEO letter requiredinsurance providers tohave embedded
consumer protectionrisk frameworks to manage conduct risk anddrive
positive behaviours. These frameworks should formanintegral part of the
pricing process,andwill assist insuranceproviders indetermining if their
pricing processes, including the deployment of new pricing models and
monitoring of existing models, are ensuring fair treatment of consumers in
line with the Code.

From our recent engagement, it is evident thatfirms are generally
introducing additional measures toensure fairness ismore fully considered
in their pricing practices andin monitoring the impact of pricing practices
on their customers. While at different stages of development and
implementation, firms are considering fairness as part of their frameworks
and metrics tomonitor consumer outcomes of their differential pricing
practices.

Some firms have implemented changes to their pricing practicesand
models following receipt and consideration of the Dear CEO letter by
reviewing factors which may link to poor outcomes for certain groups of
customers,introducing new caps and collars, whichlimit year-on-year
premium increases and decreasesor other limits inorder tonarrow the
differential between newandrenewal business.

5.2.4 Conclusion and Proposal - Oversight of Pricing Practices
From our initial engagement withfirms as part of the Market Analysis
phase of the Review, we found that governance and oversight of pricing
practices were inadequate and a consumer-focussed culture was not
evident. Firms have takensteps toaddressthe requirementssetoutinthe
Dear CEO letter.

Firms have developed,or areinthe process of developing, better
management information and consumer-focussed metrics. This increased
monitoring and reporting will provide more transparency for the Boardto
help ensure consideration of the consumer infirms’ pricing decisions.In
addition,enhancements being made by firms totheir policies, frameworks
and training should assistindriving positive behaviours. While some firms
were able to show how their actions have translatedintochanges intheir
pricing practices, other firms have made less progress and continue towork
on further improvements. While the Central Bank has seenevidencethat
steps have beentakentomeet the requirements setout inthe Dear CEO
letter,we are proposing toformalise these requirements by adding new
requirements tothe Code. This would ensure insurance providers review
their private motor and home pricing policies, processesand models
annually. Overall, this would ensure that insurance providersmaintain
focus on their pricing practices and the impact of such practices ontheir
consumers,while ensuring adherence to new pricing provisions.

Central Bank of Ireland
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Proposal

Itis proposedthat a number of new provisions be added to the Code
requiring oversight and review of motor and home pricing practices for
personal consumers, including the requirement to assess adherence with
the proposed new pricing provisions. These proposed new provisions are
set out in the Public Consultation Process section of this report.

These provisions require:

e Insuranceproviders tocarry out anannual reviewof their
personal consumer motor and home pricing policies, processes
and the consumer outcomes from their models and to:

o Rectify any deficienciesidentified; and
o Retainawrittenrecordofthe reviewand actions takento
rectify any deficiencies found.

5.3 Automatic Renewals

Automatic Renewal is the practice where aninsurance contractallows for a
policy tobe automatically renewed, unless the customer tells the insurance
provider otherwise before the renewal date. As part of the Review, we
sought togaina more in-depth understanding of how the process operates
in practice andalsohowthe customer is considered as part of the process.

5.3.1 Market Analysis

We analysed policies that were renewed without challenge or negotiation
from the customer. This revealed that of the policies thatrenewedin 2019,
approximately 21%of private car insurance policies and 34% of home
insurance policies were automaticallyrenewed.

The proportion of policies automatically renewed varied significantly
across firms, with a minority of firms automatically renewing most of their
policies,andthe majority of firms’ only automatically renewing policies paid
by instalments/direct debit.®®

Based onthe Dataset,automatic renewal is higher among younger age
groups in both private car and home insurance markets. The prevalence of
automaticrenewal reduces withage inbothmarkets.

Since policies that automatically reneware more likely to be paid by
instalments/directdebit, the higher prevalence of automaticrenewals at
younger ages inthe private car market maybe due tothe higher proportion
of younger drivers who pay by instalments/direct debit.

13 The'period 2019’ includes all policies where the policy cover commenced between
01/01/2019 and 31/12/2019 (inclusive).

14 Figures and graphs exclude policies where the insurance provider was unable to
provide the automatic renewal status of a policy.
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Figure 8: Proportion of renewal policies that renewed automatically ateach
policyholder age based on private car and home policies written in 2017-2019.
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The Dataset shows differing trends between the two marketsfor automatic
renewals by tenure. Inthe private carinsurance market, the incidence of
automaticrenewalsis relativelyflat across alltenures. Inthe home
insurance market, the incidence of automatic renewalsincreases gradually
astenureincreases.

Figure 9: Proportion of renewal policies that renewed automatically ateach policy
tenure based on private car and home policies written in 2017-2019.
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Toinvestigatethe types of consumers who are more likely toautomatically
renew, we linked the Consumer Survey data withthe Datasetforthe 5,466
customersincludedinthe Consumer Survey. We examinedthe relationship
between automatic renewal status and policyholder characteristics. We
found that customers who, in the Consumer Survey, reported greater
engagement inthe insurance market, are less likely to be automatic
renewal customers.®

15 Engagement - customers who report taking active steps of engagement at the time of

renewal, switching, or policy origination.
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Inthe Consumer Survey,among automatically renewing customers, 84 % of
private car and 80% of home insurance customers stated that theyallowed
their policy toautomatically renew despite being aware of other options
available. Among automatically renewing customers, 16%of private car
and 20% of home insurance customers stated that the policy automatically
renewed without their attention.

Customers whoreportedin the Consumer Survey that they automatically
renewed their policy identified the following as key reasons for not
switching or shopping around for a better deal: *

Table 2: Reasons for renewing with existing insurance provider or not shopping
around among those who automatically renewed their policy.

Question Private Home
Car (n=143)
(n=263)
| thought my current deal is competitive 35% 40%
| like the provider company 33% 28%
There were better deals elsewhere, but the gains were too 14% 17%

small to worry about

| did not pay much attention to this issue 14% 12%

When | searched previously | was unable to get a lower 7% 11%
premium elsewhere

lintended to shop around but I never got around to it 13% 4%
I was concerned about switching to a provider | did not 1% 1%
know

The switching process is difficult to understand and 0% 1%

frustrating

(n=sample size; % scores indicate what automatically renewing customers
reported as the reasons for renewing/not shopping around.)

Our Consumer Survey alsoexplored general attitudes by consumers to
insurance products. These attitudes provide a further understanding of
why customers may automatically renew their policy.

16 In measuringinsurance renewal behaviour, our Consumer Survey allowed respondents
to self-report ‘automatic renewal’ by selecting the following statement ‘I just
automatically renewed’.
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When comparing those who report they automatically renewversus those
who do not automaticallyrenewtheir private car insurance, we observe
that those who automatically reneware more likely to believethat their
premium will decreaseifthey stay withthe sameinsurance provider.
Furthermore, these customers are alsomore likely to believethat if their
premium rises, this has beenthe result of a market price increase and
therefore, thereis no point in shopping around for a better quote.

Table 3: Beliefs about premium movements among private car and home insurance
customers, depending on whether they automatically renew their policy.

Private Car Private Car Home Home
Total sample All Total sample | All

Question excluding automatically excluding automatically
those renewing those renewing
automatically Home automatically Private Car
renewing (n=263) renewing (n=143)
(n=2699) (n=2232)

If | stay with 23% 32% 17% 24%

the same

insurer, my

premium will

decrease as

loyalty should

be rewarded.

If my 13% 23% 10% 25%

insurance

premium rises,

there is no

pointin

searching for
a better quote
since the
costs will have
increased for
all insurers.

(n=sample size; % scores indicate the number of respondents who agree with the
statements.)

Inpractice,whereinsurance providers offer automaticrenewalanda
customer chooses to pay the premium by direct debit, the policy will
typically automatically renewthereafter.Ina minority of firms, the default
optionis toautomaticallyrenewall policies unless the customer engages
withthe firm/cancels the policy prior tothe renewal date. Customers are
thenreminded as part of the annual policy renewal notice that their policy
will be automaticallyrenewed.

From our review of a sample of policy renewal notices, it is evident that the
level of information provided to the customer varies significantly from firm
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tofirm. In someinstances, the renewal notice advised customers thatthey
did not needto do anything and that their policy would be automatically
renewed. Thereis arisk that this practicemay discourage a customer from
engaging withtheirinsurance provider or shopping around.

Werecognise that automatic renewals can provide a valuable benefit to
consumers, potentially avoidingthe risk of not renewing their policy in
time. Thisis important giventhat private carinsuranceis a legal
requirement for an individual todrive a private car onpublic roads, while
the requirement to have home insurance may be a condition of a mortgage
contract.

While we have not seenany barriers or penalties being imposed on
customers where they take out a policy with another insurance provider
and neglect tocancel their automatic renewal withtheir current insurance
provider, it was noted that not all firms had clear policies inthis regard and
as such, may pose arisk toconsumers.

5.3.2 Conclusion and Proposal - Automatic Renewals

Following analysisof the information gathered, including eachfirm’s
process withregardtoautomaticrenewals, we believe that while automatic
renewals serve a purpose inthe market, further disclosure and
transparencyis required.

Concerns ariseinrelationtohow customers are signeduptothe process
and the information providedtothe customer,suggestingthatinsome
instances, customersmay be discouraged fromengagingwith their
insurance provider and shopping around.

Inconclusion, while recognising that automatic renewalsare along-
standing featureintheinsurance market,itis proposedthat newconsumer
consent anddisclosure requirements are introduced. These requirements
would complement recent and upcoming disclosure requirements.

The new requirements would ensure the process is more transparent for
consumers andwould allow consumers to make more informed decisions,
basedon clearer informationbeing provided.

While the Reviewfocussedonthe private car and home insurance markets,
giventhat automaticrenewals are alsousedinthe renewal of other
insurance products, e.g.,healthinsurance, gadget insurance, etc.,we also
consideredthe impact any proposed changes tothe automaticrenewal
process may have onthese products. Therefore,toensure a consistent
approachtothis process across all relevant non-life insurance products,
proposals recommendedinrespect of automatic renewal would apply toall
personal non-life insurance products.
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Proposal

Itis proposedthat a number of new provisions be added to the Code in
respect of automatic renewals. The proposed new provisions are set out
in the Public Consultation Process section of this report.

These provisions require: Itis proposed that
e Written Fonsentfroma personal consumer prior to entry intoan new consumer
automaticrenewal process.
A personal consumer to have the right to cancel the automatic consentand
renewal. disclosure
Notificationto be issuedtoa personal consumer in advance of requirements are

the automaticrenewal date, requiring certaininformationtobe

set out relating towhenthe policy will automatically renewand introduced in

how to cancel the automatic renewal; any changes interms, fees respect of
and charges; reference tothe Competitionand Consumer automatic
Protection Commission’s website relating to switching; anda
statement advisingconsumers to keep their arrangements under
reviewas there may be suitable alternativesinthe market.

renewals.

5.4 Complaints Resolution

As part of the Reviewwe looked at firms’ complaints resolution processes,
specifically, howfirms handle pricing related complaints. Complaints
analysisis animportant source of informationfor firms andis oftena good
indicator of potential risks and trends impacting customers.

5.4.1 Market Analysis

All firms have complaints procedures and logs in place; however, owing to
the manner in which firms classify and categorisetheir complaintsit does
not always enable the identification of risks or complaints trend analysis.

Complaints data should be a key metric used by firms to fully understand

and mitigate the potential risks to consumers arisingfromtheir practices.

While some firms classify all pricing negotiations ascomplaintsandrecord
themaccordingly, other firms explicitly seek clarity fromthe customer to
determineifthey wishtohave the matter classified as a complaint before
treating the matteras such.

All firms undertake analysisof the patterns of complaints and escalate
accordingly, noting that the frequency of the analysisvariesfromfirmto
firmranging from monthly toannually. However, it was not always clear
whether complaints closed out within five working days formed part of the
analysis undertakenby firms.

Only a minority of firms have identified complaint trends inrelationto
pricing mattersinrecent years.
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5.4.2 Conclusion and Proposal - Complaints Resolution

Following analysisof the information, concerns arise that firms may not be
classifying, categorising and recording complaintsappropriately to
effectively analyse andidentify trends, potentially leadingto customer
pricingissues not beingidentified, escalated and considered appropriately.

While the Reviewfocussedonthe private car and home insurance markets,
theissuesidentifiedinthe complaints processes and analysis may have
wider implications inrelationtothe recording and identification of other
consumer risks.

To address these concerns, our analysis inrelationtocomplaints resolution
will be considered as part of the Code Review, including proposals to
enhance recording and logging of complaints and frequency of conducting
complaints analysis.

Itis alsoproposedthat further guidance will be providedto financial
services providers inrespect of distinguishing between negotiations and
complaints.

5.5 Vulnerable Consumers

As part of the Reviewwe looked at how firms consider and seek toaddress
the needs of vulnerable consumers as part of their pricing practices, while
alsoconsidering what impact such pricing practicesmay have onvulnerable
consumers.

5.5.1 Market Analysis

All firms have vulnerable consumer policies and procedures inplace and
seek toidentify vulnerable consumers inline withthe Code and Code
Guidance. Inaddition, all firms conduct vulnerable consumer training;
however,the audience for, and frequency of, the training varies fromfirm
tofirm.

While firms consider vulnerable consumers generally, the majority of firms
do not specifically consider the effect of pricing outcomes onvulnerable
consumers. |t is noted, however,that all firms monitor complaints and
undertake general call quality assessments which should identify if
consumers are being treated appropriately.

A minority of firms make specificreference tovulnerable consumers in
respect of pricing matters, withframeworks and principles referring to
vulnerable consumers, and product development and governance
procedures considering vulnerable consumers.

The majority of firms attempt toreduce the impact of non-risk pricing on
vulnerable consumers, for example, by reviewing factorsthat may be linked
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tovulnerability, e.g.,age and socio-economicfactors,toavoid unintended
consequences.

Oneimportant considerationis whether the incidence of high APTP ratios
is associatedwith potential characteristics of customer vulnerability. We
did not find evidence that firms have specifically adverselyimpacted
vulnerable consumers for higher premiums relative tocost, based onour
sample of insurance customers and proxy indicators of vulnerability. As
vulnerability canbe understoodina variety of ways, we considered several
distinct aspects.

We assessedthe extent towhichthe incidence of a high APTPratiois
linkedto a customer’s level of education; financial sophistication, which
incorporatesinsightsonfinancial literacy and financial experience; and
income level, all of which canbe considered as proxy indicators of
potentially vulnerableconsumers. We did not find evidence that lower
educationor financial sophisticationis related to the likelihood of incurring
ahigh APTPratio.' 18

Wedid find evidence that the likelihood of incurring a high APTPratiois
greater for higher income customers (those reportinga householdincome
of atleast€110,000) relativetolower income groups (those reporting a
household income of less than€40,000) inthe home insurance market; this
is particularly prominent whenwe compare customers at the top end of the
APTPratiodistributiontothose at the bottomend of the distribution.

5.5.2 Conclusion and Proposal - Vulnerable Consumers

While we do not find evidence that vulnerable consumers are specifically
adversely impactedby differential pricing, there are concerns that the level
of vulnerable consumer training varies across firms. In addition, firms do
not specifically consider pricing outcomes withrespecttovulnerable
consumers, thus potentially giving riseto a risk of poor consumer outcomes
and unintended consequences for vulnerable consumers.

To address these concerns, our analysis inrelationtovulnerable consumers
will be considered as part of the Code Review, including proposals on
improved processes andtraining.

17" Financially sophisticated is defined as customers that reporta high degree of money

confidence, comfortin purchasing products online, who do not feel overloaded by
information, and who show financial numeracy.

In our Consumer Survey, 15% and 22% of respondents are classed as financially
sophisticated in the private car and home samples respectively.

18
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5.6 Engagement and Transparency

As part of the Reviewwe looked at the manner inwhich firms disclose
informationtocustomers. Disclosure and transparency are essential to
ensuring customers are made aware of key informationinrelationtothe
premium being charged and other product features andtermsinrelationto
pricing.

5.6.1 Market Analysis

InNovember 2019, the Central Bank introduced new regulations requiring
insurers toprovide individual customers with details of the premium paid
for private motorinsurance renewals inthe previous year. Thisinformation
must feature prominently onthe same page as the renewal premium. Motor
insurers are alsorequiredto provide a quotationfor each policy option
availabletothe customer such as comprehensive, third party fire and theft
cover,or thirdparty only. In addition, the renewal notification period was
extendedfrom 15 to 20 working days for motor, health,damage to
property and general liability insurance to allow customers more time to
seek comparisonquotes.

The purpose of these measuresis toprovide greater transparencyto
customers andtoassist themin making more informed decisions when
purchasing motor insurance.

While firms have sought toupdate their customer documentationtoreflect
therequired revisions, the level of detail provided to customersvaried by
firmand policy type.

InSeptember 2021, additional disclosurerequirementsfor non-life
insurance products are due to come into effect under the Consumer
Insurance Contracts Act 2019, including:
=  Whenissuing arenewal notice toaconsumer,insurance providers
must provide the consumer with a schedule outlining the following:
o Any premiums paid by the consumer tothe insurance
providerin the preceding five years onfoot of the contract;
and
o Alistofanyclaims,including third party claims,thathave
been paidin the preceding five years (except where the
contract concernedis a healthinsurance contract).

The Consumer Survey found that, whenrenewing insurance products,
consumers reportedthat the most frequent type of search activity was
“comparing prices quoted with prices paidlast year”; the newregulations
make this more accessible for consumers.
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The area of customer disclosures and communicationis also being
considered generally as part of the Code Review and further changes may
be proposed.

5.6.2 Conclusion and Proposal - Engagement and Transparency
The Central Bank has made a number of enhancements inrespect of
customerdisclosuresinrecent years.

Whiletransparency is key toensuring customers haveappropriate
informationtoassist theminmaking more informeddecisions, it is
important that theinformationdisclosedis relevantand balancedinorder
toavoidinformationoverload thus ensuring the information provided
assiststhe consumer withtheir decision-making.

As set out above, a number of new measures have beenintroduced
regardinginsurancedisclosures,and more areinthe pipeline. We also
believeitis appropriate tocomplete supplementary analysistobetter
understand customer engagementinthe private car andhomeinsurance
markets including howthis relates to policyholder characteristics,
behavioural attributesand experienceindealing withfinancial products
and insurance providers before concluding on this work. We will explore
how customer engagement might be improved, including by way of
enhancedtransparency measures and the application of insights from
behavioural science.

We will consider if more transparency is needed and our assessment here
will be informed by consumer experiences.

We believe that the proposed pricing measures will also address concerns
that consumers may not observe the practice of price walking being
applied. Under Provision4.32 of the Code insurance providers arerequired
toclearly identify any discounts thathave beenappliedingeneratinga
quotationfor a consumer. This should include disclosing to customers
where any new business price is adiscount from the equivalent year 1
renewal price for motor or home insurance for personal consumers. We will
propose additional customer disclosures and communications as part of the
Code Reviewtofurther develop this requirement.
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6. Public Consultation Process

Protecting consumers is at the heart of the Central Bank’swork. Our
missionis toserve the publicinterest by safeguarding monetary and
financial stability and ensuring the financial system operatesinthe best
interests of consumers andinvestors,and the wider economy. As the
regulator of financial services providersand markets inlreland, the role of
the Central Bankis toensure that the best interests of consumers and
investors are protected while enhancing confidence andtrustinthe
financial systemthrough effectiveregulation.

The Code is a cornerstone of the Central Bank’s consumer protection
framework.Since its first publicationin 2006, it has formed a key
instrument inregulating the provisionof financial servicestoconsumersin
Ireland. Itis now afoundationfor compliance by regulated entities,and for
supervisionby the Central Bank.

The Code provides protectionfor consumers of financial servicesacrossa
broad range of services and products. The Central Bank has commenced a
reviewof the Code tostrengthenits suiteof protections for consumers and
takeintoaccount emerging risks and innovation. As society develops and
changes,sotoothefinancial servicesindustry changes and develops new
and innovative ways todeliverfinancial services toconsumers. New
products come on stream, and newtechnologies come tothe fore,
decreasingreliance onold ways of doing business. Ensuring thatthe Code
remains upto date,andthat emergingrisks are controlled and reduced,
provides better outcomes for consumers.

Centraltothis Review, we propose tostrengthenthe Code by introducing
certainprovisions as aresponse tonew and developing areas of risk
evidencedfromthis Review. This will include complaints resolution,
vulnerable consumers and customer engagement and transparency.

Measures toaddress pricingpractices, oversight of pricing practicesand
automaticrenewals are being addressed inthe public consultation process
alignedtothis report.

The aimof this consultationis toseek views frominterested stakeholders
on the proposed measures toaddress differential pricing. Toensure clarity
and transparency withregardtothese measures, the Central Bank
welcomes feedback and comments frominterested stakeholdersonall of
the specificquestions raisedinthis section.
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While we believe the proposed changes are the most effective and
proportionate way of addressing the risks and potentialharmfor
consumers, during the consultation phase we will continue toassess the
impact of the proposed changes. Once finalised, and subject to the views of
stakeholdersinresponse tothis consultation, all of the proposed measures
will be incorporatedintothe Code.

6.1 Pricing Practices

The Review considered the extent towhichdifferential pricing existswithin
the private car andhome insurance markets and focussed onthe most
significant forms of differential pricing practicesapplied by insurance
providers. The Reviewsought tounderstand the potential impactof these
practices ondifferent groups of consumers, whether any consumers are
being disadvantaged andtodetermineif any actionis necessary.

Section 5 of the report sets out our analysisandfindings inthis regard.

We have found evidence that price walking could result inunfair outcomes
for some consumers inthe private car and home insurance markets. In
particular,the practice may not be knownto consumers andis not being
appliedin atransparent way.

While consumers always have the optionto switchinsurance providers,
and there can be benefits to shopping around, currently the responsibilityis
on the consumer to take actionby switching or negotiatinga better price
regularly toavoid price walking.

To ensure that consumers are not being unfairly treated, we are proposing
toban price walking from the date of subsequent renewal. A subsequent
renewal is any renewal of a policy by a personal consumer subsequent to
thefirst renewal of the policy. This proposal would prohibit insurance
providers fromsetting a subsequent renewal price for private car or home
insurancethatis higher thanthe equivalent year one renewal price.
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Proposed Provisions for Inclusion in the Code:

Home Insurance and Motor InsurancePricing

1(1) Regulations 2 to 9 apply where aninsurance undertaking or
insurance intermediary carries out any of the following activitiesin
relationtoahome insurance policy or a motor insurance policy or any
related additional product or service:

(a) setting the subsequent renewal price;

(b) setting the price for any related additional product or service sold
tothe personal consumer at the subsequent renewal of a home
insurance policy or motor insurance policy.

(2) Where aninsurance undertaking or insurance intermediary has

communicated a subsequent renewal price toa personal consumerin

accordance with Regulations 2 to 9, aninsurance undertaking or
insurance intermediary may agree adiscount toa subsequent renewal
pricein individual negotiations with the personal consumer where such
negotiations are at the initiative of the personal consumer.

Setting subsequent renewal prices

2(1) Aninsurance undertaking or insurance intermediary shall not set a
subsequent renewal price that is higher thanthe equivalent first renewal
price.

(2) Subject to paragraph(3)and Regulation 3,indetermining the

equivalent first renewal price,aninsurance undertaking orinsurance

intermediary shall apply the following assumptions:

(a) the personal consumer, subject tothe subsequent renewal, has
used the same channel as they used whenthey first renewed the
insurance policy concerned;

(b) the personal consumer has selected the same payment method as
they currently use to pay for the insurance policy.

(3) Where aninsurance undertaking or insurance intermediary nolonger

accepts renewals throughthe channel that the personal consumer used

torenew the insurance policy, the insurance undertaking orinsurance
intermediary shall assume thatthe personal consumer used the channel
most commonly used by personal consumers of the regulatedentity.

Closed books

3(1) Where a personal consumer’s insurance policy is ina closed book,
theinsurance undertaking orinsurance intermediaryshall determine the
personal consumer’s equivalent firstrenewal price inaccordance with
this Regulation.
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(2) The insurance undertaking or insurance intermediary shall identify
from the home insurance and motor insurance products that it currently
actively marketsor distributes, whether it has one or more home
insurance or motor insurance product that is a close matched product.
(3) Where the insurance undertaking or insurance intermediary no
longer actively marketsor distributes any home insurance or motor
insurance product which is a close matched product but it is part of a
group which does actively marketor distribute home insurance or motor
insurance products, the insurance undertaking or insurance intermediary
shallidentify a close matched product fromthose products actively
marketed or distributed by the insurance undertaking’s or insurance
intermediary’s group.
(4) Where there is more thanone product which is a close matched
product, the insurance undertaking or insurance intermediaryshall
either-
(a) select the close matched product whichis the most similar tothe
personal consumer’s existinginsurancepolicy, or
(b) where it is not possible toidentify the most similar close matched
product, select the close matched product whichwill leadtothe
most favourable pricing outcome for personal consumers who
hold an insurance policy inthe closed book.

(a) Where a close matched product is identified or selected, the
equivalent first renewal price for a personal consumer inthe
relevant book shall be the equivalent first renewal price the
insurance undertaking or insurance intermediarywould offer for
the close matched product, subject toany permitted adjustments
set outin subparagraph(b).

(b) The permitted adjustments arethose whichfairly and
proportionately reflect the difference incosts for the insurance
undertaking or insurance intermediary arisingfrom differences
betweenthe cover or benefits (including any compulsory excess)
provided by the insurance policies inthe closed book and the
close matched product.

(6) Where aninsurance undertaking orinsurance intermediary is unable

togenerate anequivalent firstrenewal price or identify a product which

is aclose matched product because aninsurance policy-

(a) is not part of an insurance undertaking’s or insurance
intermediary’s orits group’s standard insurance policy offering,
or

(b) falls outside the insurance undertaking’s or insurance
intermediary’s or its group’s underwriting policies,
the insurance undertaking or insurance intermediaryshall setthe
subsequent renewal price inaccordance with Regulation 8.
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Insurance intermediaries’ involvement in setting price

4.Aninsurance intermediary that is involvedinthe settingof any portion
of the subsequent renewal price of an insurance policy shall ensure that
the portion the insurance intermediary setsor its contributiontothat
portionisset atalevel thatis nohigher thanit would be set for afirst
renewal.

Responsibility of insurance undertaking or insurance intermediary where more
than oneinsurance undertaking orinsuranceintermediary is involved in
setting the subsequent renewal price

5.Where more thanone insurance undertaking or insurance
intermediary is jointly responsible for setting the subsequent renewal
price,eachinsurance undertaking orinsurance intermediaryshall take
reasonable steps toassureitself thatthe subsequent renewal price is set
in accordance with Regulations 1to 9.

Related additional products or services

6.Subject to Regulation7,aninsurance undertakingorinsurance
intermediary that has responsibility for setting the price of a related
additional product or service that is available toa personal consumerin
connectionwith a home insurance policy or motor insurance policy shall
ensure that the price of the related additional product or service at the
subsequent renewal of the home insurance policy or motor insurance
policy is no higher thanthe price at which the related additional product
or service would be offered tothe personal consumer at first renewal.

7.Where aninsurance undertaking or insurance intermediarynolonger
offers topersonal consumers at first renewal a related additional
product or service whichis available to a personal consumerin
connectionwith the subsequent renewal of a home insurance policy or
motor insurance policy, the price for that related additional product or
service shall be set as follows:
(a) where therelated additional product or serviceis aninsurance
policy, the insurance undertaking or insurance intermediaryshall:

(i) apply the requirements inrespect of closed books at
Regulations 3(1) to 3(5); or
(i) if the related additional product or service has noclose

matched product, apply Regulation 8;
(b) where therelated additional product or serviceis not an
insurance policy, the insurance undertaking or insurance
intermediary shall apply Regulation 8.
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Assurance over personal consumer outcomes

on their tenure, when determining any of the following:

(a) anequivalent first renewal price;

isunable to identify a close matched product;

Regulation 1(2);

8.Aninsurance undertaking orinsurance intermediaryshall ensure that
it does not systematicallydiscriminate against personal consumers based

(b) the subsequent renewal price for personal consumers in closed
books where aninsurance undertaking or insurance intermediary

(c) the price for any related additional product or service sold tothe
personal consumer at subsequent renewal of aninsurance policy;

(d) any discount toa subsequent renewal price inindividual
negotiations with a personal consumerinaccordance with

(e) any other matter provided for under Regulations 1to 9.

We are seeking your views on these proposed measures:

Number Question

1 Do you agree that banning price walking from subsequent

renewal is the appropriate solution for the Irish market and its
consumers? Please outline the reasons for your view.

2 We believe there is a basis for banning price walking in the

motor and home insurance markets for personal consumers.
Do you agree the products in scope of the proposed ban are
appropriate? Please outline the reasons for your view.

& What do you see as the positive implications, for consumers

and the market, if the proposed intervention were introduced?

4 What do you see as the negative implications, for consumers
and the market, if the proposed intervention were introduced?
5 Do you have any views on what, if any, unintended

consequence, may arise in prohibiting price walking? Please
outline the reasons for your view.
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6 Do you have any views on what, if any, unintended
consequence, may arise if both dual pricing and price walking
were prohibited? Please outline the reasons for your view.

7 Do you foresee any practical difficulties arising as a result of
prohibiting price walking? Please set out those practical
difficulties in detail.

8 Do you foresee any practical difficulties arising if both dual
pricing and price walking were prohibited? Please set out those
practical difficulties in detail.

9 Do you have any alternative proposal(s) that would address the
concerns arising from differential pricing practices in the Irish
private car and home insurance markets?

10 Do you see dual pricing and/or price walking practices as
posing areputational risk to the insurance industry? Please
outline the reasons for your view.

6.2 Pricing Practices - Annual Review and Record
Keeping

The Reviewincluded an assessment of the adequacy of the governance and
oversight relating to pricing practices among firms. The purpose of this
element of the Reviewwas todetermine whether firms had put appropriate
structures and processesinplace toensure that their pricing practices
were subject toproper considerationat a senior level withinfirms andto
ensure that theimpact onfirms’ customers was takenintoconsiderationin
pricing decisions.

Section 5 of the report sets out our analysisandfindings inthis regard.

Following our review, while we have seenevidence that most firms are
taking steps toenhance the level of ownershipand oversight of their
pricing practices, this work is ongoing,and some firms have made more
progress thanothers. Inordertoensure that insurance providers continue
toconsider the impact of their pricing practices ontheir customers,andto
maintainappropriate oversight and controls inrelationto pricing matters,
we are proposing tointroduce a requirement forinsurance providers to
carry out an annual review of their pricing policies and processes toensure
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they comply withthe new pricing provisions, which are set out in Section
6.1above.

Any deficiencies found during the annual review must be rectified and
records retained. Inaddition, prior to implementing materialdecisions,
insurance providers will have torecord how those decisions comply with
the new provisions.

Proposed Provisions for Inclusion in the Code:

Pricing Practices - Annual Reviewand Record Keeping

9(1) Aninsurance undertaking or insurance intermediary shall carryout
anannual review of its home insurance and motor insurance pricing
policies and processes, subject to Regulations 1to 9,inorder to-

(a) assess whether the insuranceundertakingorinsurance
intermediary complies withthe obligation,setout at Regulation
8,that the insurance undertaking orinsurance intermediaryshall
not systematicallydiscriminateagainst personal consumers
basedon tenure;

(b) assess whether the equivalent first renewal price for personal
consumers of longer tenure systematically exceeds thefirst
renewal price for personal consumers;

(c) assess whether adequate controls arein place, including controls
toensure that any pricing models used do not-

(i) generate prices which are systematically higher the
longer a personal consumer’s tenure, or

(ii) impair the insurance undertaking’s or insurance
intermediary s obligationto comply with general
principle 2.1 of the Consumer Protection Code.

(2) Aninsurance undertaking or insurance intermediaryshall, following

the annual reviewreferredtoin paragraph (1), rectify any deficiencies

identifiedinits pricing policies and processes.

(3) Aninsurance undertaking or insurance intermediaryshall retain

writtenrecords of the annual reviewreferredtoinparagraph(1),

including the actiontakentorectify any deficienciesfound.

(4) Prior toimplementing a material decisioninrelationtothe insurance

undertaking’s orinsurance intermediary’s compliancewith Regulations 1

to 9, aninsurance undertaking or insurance intermediaryshall retaina

writtenrecordof its consideration of the extent towhichthat decisionis

consistent withRegulations 1to 9.

19 A regulated entity mustensure that in all its dealings with customers and within the

context of its authorisation it acts honestly, fairly and professionally in the best
interests of its customers and the integrity of the market.
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We are seeking your views on these proposed measures:

Number Question

1 Do you agree with the proposed requirement on insurance
providers to carry out an annual review of their pricing policies
and practices? Please outline the reasons for your view.

2 Do you agree with the focus of the review? In particular, do you
see any gaps in the proposed content of the review? Please
explain your answer.

3 Do you agree with the proposal that, prior to implementing a
material decision, insurance providers will be required to retain
arecord of their consideration of the extent to which that
decision is consistent with the new rules? Please outline the
reasons for your view.

4 Do you foresee any practical difficulties arising as a result of
the proposed measures? Please explain your answer.

5 Do you have any views on what, if any, unintended
consequences, may arise from the introduction of the proposed
measures? Please explain your answer.

6.3 Automatic Renewal
The Reviewconsideredthe practice and prevalence of automaticrenewal
of private carandhome insurance policies.

Section 5 of the report sets out our analysisandfindings inthis regard.

Following our Review, we recognise that automaticrenewal providesa
valuable benefit toconsumers, potentially mitigating the riskof a
breach/offence or personal detriment inthe event that a consumer
neglects torenewtheir policy ontime. This is important given, for example,
that private carinsuranceis a legal requirementinorder for an individual to
drive a private car on public roads, while the requirement tohave home
insurance may be a condition of a mortgage contract. Therefore, we
propose that the practice of automatic renewal will remain. However,in
order toaddress therisks toconsumers relating to this practice,andto
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ensure a consistent approach, newrequirements around consent,
informationdisclosure and cancellationare proposed.

While the Reviewfocussedonthe private car and home insurance markets,
automaticrenewalis alsoafeatureof otherinsurance products, e.g.,health,
gadget, etc. Following our consideration of automatic renewal across all
non-life insurance,andinorder to ensure a consistent approachinthe non-
life insurance market, we propose applying the proposals inrespect of
automaticrenewal toall personal non-life insurance products.

Proposed Provisions for Inclusion in the Code:

AutomaticRenewals

10.An insurance undertaking or insurance intermediary shallnot
automaticallyrenewaninsurance policy with a personal consumer
unless the personal consumer has, prior tothe entry into of the insurance
policy which is being renewed, provided written consent tosuch
automaticrenewal.

11.An insurance undertaking orinsurance intermediary shallallowa
personal consumer toexercise the right to cancel the automatic renewal
of aninsurance policy-

(a) at any time during the duration of the insurance policy, and

(b) free of charge.

12.(1) Where a personal consumer has provided consent tothe
automaticrenewal of aninsurance policy, with a duration of ten months
or more, andthe insurance undertaking or insurance intermediary
proposes torenew suchinsurance policy, the insurance undertaking or
insurance intermediary shall provide a notification on paper or on
another durable medium tothe personal consumer at least 20 working
days prior tothe renewal date of the insurance policy which shall include
the following:

(a) astatement thatthe insurance policy will renew automatically if
the personal consumer does not cancel the automatic renewal
before a specified date;

(b) details on how the personal consumer canstop the automatic
renewal of the insurance policy if the personal consumer does not
wishto automatically renew, including-

(i) the existence of the right to cancel the automatic renewal
of the insurance policy,

(i) the conditions for exercising the right tocancel the
automaticrenewal of the insurance policy,

(iii) the consequences of exercising the right tocancel the
automaticrenewal of the insurance policy,and
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(iv) the practical steps requiredfor exercising the rightto
cancel the automaticrenewal of the insurance policy,
including, at a minimum, the options available for
cancelling the automatic renewal of the insurance policy
by way of telephone, e-mail, online and post;

(c) except where Section 14(6) of the Consumer Insurance Contracts
Act 2019 (No.53 of 2019) applies, confirmation as towhether it
is proposed that there will be any changes tothe terms of the
insurance policy upon renewal;

(d) details of any fee payable specificallyinrespect of the automatic
renewal of the insurance policy and the services provided for
such fee;

(e) a hyperlink to, or website address of, the relevant sectiononthe
Competitionand Consumer Protection Commission’s website
relating togetting insurance quotes;

(f) astatement thatthe personal consumer should keep their
insurance arrangementsunder review as there may be other
alternatives inthe market that could provide savingsfor the
personal consumer for similar cover.

(2) Where a personal consumer has provided consent to the automatic

renewal of aninsurance policy, witha durationof ten months or more,

and the insurance undertaking or insurance intermediary does not
propose to renewsuch insurance policy, the insurance undertaking or
insurance intermediary shall provide a notification on paper or on
another durable medium tothe personal consumer at least 20 working
days prior tothe renewal date that the insurance undertaking or
insurance intermediary does not wishtoinvite a renewal.

(3) Regulation 12(2) shall not apply where Regulation 5(1)(b) of the Non-

Life Insurance (Provision of Information) Regulations 2007 (S.I. No. 74 of

2007) applies.

13.(1) Where a personal consumer has provided consent tothe
automaticrenewal of aninsurance policy, withadurationof less thanten
months, and the insurance undertaking or insurance intermediary
proposes torenew suchinsurance policy, the insurance undertaking or
insurance intermediary shall provide a notification on paper or on
another durable medium tothe personal consumer, at least once ayear
from the date of entry into of the insurance policy for solong as the
insurance policy continues to be renewed, which shall include the
following:

(a) astatement thattheinsurancepolicy renews automatically
including the frequency of the automaticrenewal andany end
date of such automaticrenewal;

(b) details onhow the personal consumer canstopthe automatic
renewal of the insurance policy if the personal consumer does not
wish toautomatically renew, including-
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(i) the existence of the right to cancel the automatic renewal
of the insurance policy,

(ii) the conditions for exercising the right tocancel the
automaticrenewal of the insurance policy,

(iii) the consequences of exercising the right tocancel the
automaticrenewal of the insurance policy,and

(iv) the practical steps required for exercising the rightto
cancel the automatic renewal of the insurance policy,
including, at a minimum, the options available for
cancelling the automatic renewalof the insurance policy
by way of telephone, e-mail, online and post;

(c) details of any fee payable specificallyin respect of the automatic
renewal of the insurance policy and the services provided for such
fee;

(d)  ahyperlinkto,or website address of, the relevant sectiononthe
Competitionand Consumer Protection Commission’s website
relatingtogetting insurancequotes;

(e) astatementthatthe personal consumershouldkeeptheir
insurance arrangements under review as there may be other
alternativesinthe market that could provide savings for the
personal consumer, for similar cover.

(2) Where a personal consumer has provided consent to the automatic

renewal of aninsurance policy,witha durationof less thanten months,

and the insurance undertaking or insurance intermediary does not
propose to renewsuch insurance policy, the insurance undertaking or
insurance intermediary shall provide a notification on paper or on
another durable medium tothe personal consumer prior tothe renewal
datethat theinsurance undertaking or insurance intermediary does not
wishtoinvitearenewal.

(3) Regulation 13(2) shall not apply where Regulation 5(1)(b) of the Non-

Life Insurance (Provision of Information) Regulations 2007 (S.I. No. 74 of

2007) applies.

14.(1) Subject toparagraph(2), Regulations 10 to 13 shall only apply in
relationtoaninsurance policy enteredinto after the commencement of
these Regulations (including arenewal ina case where the insurance
policy concerned was concluded before suchcommencement).

(2) Regulations 10 to 13 shall not apply inrespect of an automatic
renewal of aninsurance policy that a personal consumer agreedto
before the commencement of these Regulations.

(3) Regulations 10to 13 shall only apply inrespect of non-life insurance
policies, meaning insurances of one or more of the classes falling within
Part 1 of Schedule 1 to the European Union (Insurance and Reinsurance)
Regulations 2015 (S.I. No.485 of 2015) or Part Aof Annex | tothe
European Communities (Non-Life Insurance) Framework Regulations
1994 (S.1.No.359 of 1994).
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We are seeking your views on these proposed measures:

Number

Question

Do you agree that an insurance provider may not renew an
insurance policy automatically unless a personal consumer has
provided his or her written consent prior to first entering into
the automatic renewal arrangement? Please outline the
reasons for your view.

Do you agree with the information to be provided to the
personal consumer prior to the automatic renewal of an
insurance policy? Please outline the reasons for your view.

Are there any further details that should be included? If yes,
please explain your answer.

Are there details that should not be included? If yes, please
explain your answer.

Do you agree with the proposed requirements relating to the
cancellation of anautomatic renewal arrangement? Please
outline the reasons for your view.

Do you agree that these proposals should apply to the
automatic renewal of all personal non-life insurance products?
Please outline the reasons for your view.

Do you foresee any practical difficulties with the
implementation of the proposed requirements on automatic
renewal? Please set out those practical difficulties in detail.

Do you have any views on what, if any, unintended
consequences, may arise from the introduction of the proposed
measures? Please explain your answer.
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6.4 Public Consultation Process

This public consultation process will rununtil 22 October 2021. Any
submissions received after this datemay not be considered. Please submit
any submissions by e-mail toconsumerprotectionpolicy@centralbank.ie.

The Central Bankintends to make submissions received available onits
website after the deadline for receiving submissions has passed. Therefore,
please donot include commercially sensitivematerial inyour submission,
unless you consider it essential.

If you do include such material, pleasehighlightit clearlysothat reasonable
steps may be takentoavoid publishing that material. This mayinvolve
publishing submissions with the sensitive material deleted and indicating
the deletions. The Central Bank can,however, make noguarantee not to
publishany informationthat youdeem confidential. Please be aware that,
unless youidentify any commercially sensitive information, you are making
asubmissionon the basis that youconsent toit being publishedinfull.

Taking intoaccount the views of stakeholders inresponse tothis
consultation,we intendtofinalise these measuresearlynext year andthey
will apply to insurance providers from 1 July 2022.
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7. Next Steps

Financial services providersare responsible for providing products that
meet their customers’ needs both now andinto the future,and doing so
fairly. The Central Bank will intervene where we have reasontobelieve
that unfair practices are occurring which take advantage of consumer
behaviours and habits. Our Review has highlighted a number of practices
which could result inunfair outcomes for certainconsumers inthe private
car and home insurance markets. Accordingly, we are proposing a series of
reforms tostrengthenthe consumer protectionframework.

Giventhat differential pricing can be associated with both benefits and
costs for consumers, and the importance of functioning and trustworthy
insurance markets toconsumers more generally, itis essentialthat any
regulatory interventions areappropriately calibrated.

Public consultationwill nowtake place onour proposals to:

= Banprice walkinginthe motor and home insurance markets for
personal consumers;

= Require providers of motor and home insurance to personal
consumers,toreviewtheir pricing policies and processes
annually;and

= |ntroduce new consumer consent anddisclosure requirements to
ensure the automatic renewal process is more transparentfor all
personal non-life products.

We welcome the evidence-based views of stakeholders. Following the
public consultation and consideration of views received, we will publish our
finalised reformpackage.

Separately, the findings fromthe Reviewinrelationtocomplaints
resolutionandvulnerable consumers are being further considered as part
of the Code Review, and will be consulted on in that context.

We will continue to analyse developments inthe private carand home
insurance markets, following this Review, toensure that insurance
providers areactinginthe best interestof their customers anddelivering
fair outcomes. We will also explore how consumer engagement might be
improved,including by way of enhanced transparency measures andthe
applicationof insights from behavioural science.
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Appendix 1 - Glossary of Key
Terms

Key Terms usedin the Report:

Actual Premium - This is the premium paid by the policyholder. The Actual
Premium paid may include further adjustments tothe Technical Premium
that do notrelate tothe expected costs totheinsurer of the policy.

Actual Premium to Technical Premium (APTP) - This is the Actual
Premiumdivided by the Technical Premium, where Technical Premiumis a
measure of the premium needed to cover the expected costs of the policy.
This ratiois commonly monitored by insurers to check the sufficiency of
their premiums. A ratioabove 1 suggests thataninsureris charginga
higher premium thanthe amount neededto cover the expected costs of the
policy. A ratiobelow 1 suggeststheinsureris charging a lower premium
thanthe amount needed to cover the expected costs of the policy.

AutomaticRenewals - This is the practicewhere aninsurance contract
allows for a policy tobe automaticallyrenewed, unless the customer tells
the insurance provider otherwise before the renewal date.

Differential Pricing - The Central Bank has defined differential pricingin
insurance servicesas a circumstance or practice whereby customers witha
similar risk and cost of service are charged different premiumsfor reasons
otherthanrisk andcost of service.

Dual Pricing - This is a form of differential pricing. This is where newand
renewing customers withasimilar risk and cost of service are charged
different premiums for reasons other thanrisk and cost of service.

Price Walking - This is where customers are charged higher premiums
relative tothe expected costs the longer they remainwithaninsurance
provider.

Technical Premium - This represents the amount needed to cover the
expected costs of anindividual policyi.e.,itincludes the sumof the
expected claims costs,and anallowance for the following: expenses,
commission, reinsurance,and investment income. Technical Premiumcan
include an allowance for profit margin, but we have not includeditin our
definitionof the Technical Premium.
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Key Terms usedin the Proposed Provisions for inclusion in the
Code:

Close Matched Product - Ahome insurance product or motor insurance
product, which provides a personal consumer with core cover and benefits
that are broadly equivalent tothe core cover and benefits enjoyed by the
personal consumer under their existinghome insurance or motorinsurance

policy.

Closed Book - Anindividual home insurance product or motor insurance
product inrespect of which its policies are not availablefor renewal by way
of first renewal.

Consumer Protection Code - The consumer protection code, effective
from 1 January 2012, issued by the Central Bankof Ireland pursuant to: (i)
Section 117 of the Central Bank Act 1989; (ii) Section 23 and Section 37 of
the Investment Intermediaries Act 1995;(iii) Section 8H of the Consumer
Credit Act 1995; and (iv) Section 61 of the Insurance Act 1989.

EquivalentFirst Renewal Price - The price an insurance undertaking or
insurance intermediary would offer toa personal consumer upon thefirst
renewal of a particular home insurance policy or motor insurance policy.

First Renewal - Any renewal of a home insurance policy or a motor
insurance policy by a personal consumer which is afirst renewal of such
home insurance policy or motor insurance policy.

First Renewal Price - The price an insurance undertaking or insurance
intermediary offers toa personal consumer uponthefirst renewal of a
home insurance policy or motor insurance policy.

Related Additional Product or Service - Aproduct or servicerelatedtoa
home insurance policy or a motor insurance policy sold to a personal
consumer at the same time as the insurance policy.

SubsequentRenewal - Any renewal of a home insurance policy or a motor
insurance policy by a personal consumer subsequent tothe first renewal of
the home insurance policy or motor insurance policy.

SubsequentRenewal Price - The price offered by an insurance
undertaking or insurance intermediary toa personal consumertorenewa
home insurance policy or motor insurance policy on any renewal
subsequent tothe first renewal of the insurance policy, including where
more thanone policy is soldtogether as part of a package.

Tenure - The number of years a personal consumer has held their
insurance policy, including any renewal of the insurance policy.
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