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	The UK's embattled insurance industry may have to raise up to £4bn of new capital to comply with European Union directives that come into effect in 2005.

The Financial Services Authority yesterday published a consultation paper outlining how it proposes fully to implement the EU rules, which aim to ensure that financial groups hold sufficient capital on a group-wide basis.

The EU Financial Groups Directive is designed to provide a more consistent approach to the treatment of capital in the banking and insurance sectors. The measure sets out minimum group capital levels, and aims to eliminate double-counting of capital in subsidiaries.

The FSA said the UK's 90 insurers would also be affected by full implementation of the Insurance Groups Directive, which sets out how insurers should account for capital in their subsidiaries and requires them to rectify any shortfall.

The FSA added that the annual cost to the industry of raising sufficient capital to meet the new rules would be £134.3m a year.

This, it indicated, implied that the industry would need to find £3.8bn-£4bn of new capital, assuming a typical cost of funding of 3.5 per cent a year.

Roman Cizdyn, insurance analyst at Commerzbank, said last night the proposals appeared "quite serious" and could impose a "huge cost" to insurers at a time when they were starting to recover from a three-year bear market in equities.

"This could come as a surprise to the industry and also suggests that some insurers could get into insolvency," Mr Cizdyn said.

Several insurers have recently raised new capital to help bolster their balance sheets and fund expansion. Royal & Sun Alliance raised £960m in a rights issue this month.

Aviva raised £1.6bn from a subordinated debt issue last month and Prudential raised $1bn from Asian debt markets in June. Legal & General raised £786m through a rights issue in September 2002. The Association of British Insurers said last night it was still studying the proposals.

The FSA conceded that another effect of the proposed changes could be to limit the choice of products that insurers can offer, because some products - such as with-profits bonds - are more capital-intensive than others. It also said some insurers could decide to pass on increased costs to customers.


