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On 10 December 2018, the Prudential Regulation Authority (PRA) published its feedback on the responses it 

has received following a period of consultation on equity release mortgages (PS31/18) and an updated 

supervisory statement (SS3/17). Details of the consultation paper previously issued by the PRA on equity 

release mortgages (CP13/18) can be found in our previous newsflash.  

The PRA provided an update on 25 October 2018 that any changes it proposes to make will be deferred by a 

year from the original intended date of 31 December 2018 to 31 December 2019 and highlighted that details of 

the final changes will be published in due course – which is covered in the revised SS3/17.     

This newsflash compares the changes initially proposed by the PRA in CP13/18 and those implemented in the 

revised SS3/17, and highlights the areas where the PRA intends to consult further next year. 

Proposed vs implemented changes 
Following the feedback received during the consultation period which ended on 30 September 2018, the PRA 

has amended some of the proposed changes set out in CP13/18 in the updated SS3/17. The updated 

supervisory statement becomes effective on 31 December 2019. 

Area Proposed changes in CP13/18 Implemented changes in revised SS3/17 

Valuing the No-Negative Equity Guarantee (NNEG) 

- Deferment Rate The PRA stated that a deferment rate of less than 

1% p.a. “would be difficult to justify”. 

Firms are expected to apply a deferment rate of 

1% p.a. (beginning from 31 December 2021 – see 

“Phasing-in” below). 

- Volatility The PRA stated that its central estimate for volatility 

was 13%, but that depending on the data source 

used and allowing for parameter uncertainty, the 

range of potential estimates is 11%-18%. 

The PRA requires firms to use a volatility parameter 

of 13%. 

Transitional Measure 

on Technical 

Provisions (TMTP) 

The PRA requires firms to adopt a similar approach 

when assessing the illiquidity premium under the 

previous ICAS regime, which reduces the ability of 

the TMTP in absorbing the impact of any proposed 

changes in the consultation paper. 

The PRA has removed the requirement to harmonise 

the approach taken under Solvency II and the 

previous ICAS regime. 

This means that the TMTP will absorb part of the 

impact from implementing the requirements of SS3/17 

(in respect of pre 2016 business). 

Phasing-in period The phasing-in period for the proposed changes 

was “dependent upon the circumstances of the firm” 

and “unlikely to exceed 3 years” (i.e. starting from 

31 December 2018 with changes to be fully 

effective from 31 December 2021). 

The proposed changes will still become fully effective 

from 31 December 2021, but the phasing-in period 

now begins from 31 December 2019 and is available 

to all firms. 

The phasing-in period relates to the deferment rate, 

which the PRA expects firms to assume is 0% p.a. at 

31 December 2019, increasing to 1% p.a. by 31 

December 2021. Firms should apply all other aspects 

of the Effective Value Test (EVT) proposed in the 

updated supervisory statement from 31 December 

2019 onwards. 

PRA publishes supervisory statement on equity release mortgages 
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As originally suggested in CP13/18 – and retained within SS3/17 – when conducting the EVT, the PRA does 

not require firms to value the NNEG using a Black-Scholes approach. However, any alternative approach 

must satisfy the principles laid out in SS3/17. 

So where next? 
In the Dear CEO letter accompanying the publication of PS31/18 and the revised SS3/17, David Rule from the 

PRA reiterated that the PRA “continue to believe that restructured equity release mortgages are a suitable 

asset to back annuities as part of an appropriately diversified portfolio” which should provide some degree of 

comfort to firms who intend to continue using equity release mortgages to back annuities.  

While the revised SS3/17 provides clarity on the uncertainty surrounding the PRA’s consultation on equity 

release this year, this should not be viewed as the end of the equity release saga. In fact, PS31/18 has 

already indicated further areas that the PRA intends to consult on in 2019: 

• The PRA will consult on when and how the PRA publishes updated values for the deferment rate and the 

volatility parameter. Feedback to CP13/18 received by the PRA stated that the approach in SS3/17 may 

introduce additional balance sheet sensitivity to interest rates – it will therefore consult on the proposals to 

adjust the deferment rate in response to changes in interest rates.  

• Firms have highlighted that assets other than equity release mortgages may be included in the same 

special purpose vehicle (SPV) that is being used to restructure equity release mortgages. The PRA 

intends to consult on how these assets should be allowed for in the EVT. 

• The PRA intends to consult on the frequency that firms are required to assess the EVT. 

• The PRA has so far focused on the base balance sheet. It intends to consult on the principles for how it 

would assess the approaches firms could use to model the risks associated with equity release 

mortgages in their Internal Models, including the application of EVT and varying the deferment rate 

assumption under stress.  

Some festive cheer before the holiday period 
The revisions to the proposals in CP13/18 will be welcome news to those firms currently investing in equity 

release mortgages, as well as to those firms looking at this as a potential new asset class. 

In particular, the PRA has decided not to go ahead with CP13/18’s proposed changes to the ICAS illiquidity 

premium calculation for the purpose of calculating TMTP. This should result in less strain on firms’ balance 

sheets than was previously feared. 

And whilst the PRA intends to conduct further consultation in 2019, the updated Supervisory Statement brings 

some much needed clarity to firms, who can now focus on implementing the requirements and getting back to 

business. 

Many firms will see this as a (relatively) positive note to end the year on. 

 

Hymans Robertson has a wealth of Solvency II and equity release experience. Our consultants would 

be delighted to support you to evaluate the PRA’s implemented changes. 

If you would like to discuss with one of our specialists, please get in touch.  
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