8 July 2005
Mr John Tiner
Chief Executive Officer

Financial Services Authority

25 The North Colonnade

Canary Wharf

London

E14 5HS

Dear Mr Tiner
Insurance Regulation in the UK
It has been brought to SCDI’s notice that as a result of the EU Solvency 1 Non-life Directive, the Financial Services Authority (FSA) introduced new rules in January 2004 requiring all insurance companies to have in place a Minimum Guarantee Fund (MGF) of €2 million as opposed to the previously required minimum solvency cover expressed as a percentage of premium income.
Some small insurance companies, such as those under the umbrella of trade associations, simply do not have the required reserves to establish a MGF at such a level.  Although a short-term waiver to the MGF is available it is unlikely that many smaller insurance companies, having provided a high quality service to their members over many years, will be able to attain the €2 million threshold resulting in a closure of their schemes and therefore unable to continue the valuable service currently provided.
SCDI understands that the FSA is considering replacing the MGF with a new Enhanced Capital Requirement (ECR) which, although more robust than the pre January 2004 requirements, is more similar in terms of the capital requirements.  As most waivers to the MGF requirements are due to expire in the near future, SCDI recommends that the FSA should abandon the MGF and introduce the ECR as quickly as possible.
I trust these views will be taken into consideration.
Yours sincerely

Iain D Duff
Chief Economist and Policy Manager
