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Changes in the UK life insurance tax regime
— Consequential simplifications

Impact on design of Solvency Il tax models
Tax profile considerations

Interaction with

— Updates to accounting standards in-force
— IFRS4 Phase Il

— UK GAAP changes
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Solvency Il: Why is tax important?

» Tax can potentially reduce the SCR by more than a fifth

» Variety of tax regimes across Europe and UK BLAGAB present
challenges.

* The interactions between tax and other areas of methodology
is complex and may be material (e.g. calculation of risk
margins).

* UK policyholder tax makes has implications for calibration and
validation. Completeness and consistency are key.

* The new UK life tax regime and a falling main rate of tax may
support less complex modelling approaches provided the BEL
models are adequate.

Pictorial comparison of old and new regime (and
its complexity)
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Some implications of changes

Post 2012 Protection business
* Loss of synergy
* Pricing
— New entrants
— Still sold from UK?
Separation of BLAGAB and OLTB
» Loss of asset conversion
» PHI dividends now taxable
* No loss streaming

The new life tax regime
Commercial allocation: BLAGAB income and gains

Non linked assets
(backing policy
liabilities)

Negative
liabilities

ICA Notional
liabilities “block of
business”
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The new life tax regime
Commercial allocation of profit

IFRS accounting
profit before tax

Bonuses

AMCs less expenses

Declared Accrued per block of linked
business

ICA
liabilities

m “Non Profit” Fixed Capital

Sl BEL

Tax in the Sll balance sheet

The Sl balance sheet contains both explicit tax balances and items which have tax
assumptions applied in their calculation.

LUEIAS
of

Tax impact on surplus

aszsldsLTr]zii:es Technical
rovisions
liabilities a
sl sl
. balance sheet balance sheet
LADT Risk - Tax variances -
interaction margin t=0 t=1

IFRS DT balances Tax effect of
other items

Tax balances

IFRS to SlI differences (netted to best
advantage)

Future tax capacity




The new environment for tax modelling

* 2% incremental shareholder tax rate Slmp“flcatlon

* BLAGAB and OLTB taxed independently Traditional “Simp|e I-E

« Protection business change 3

« Hard to obtain value via group relief for only” BEL models could
BLAGAB losses get tax materially correct

* BNTD may eliminate relevance of trade
profits and losses if XSE

in both XSI and XSE
cases.

What is a proportionate
solution for remaining

* BLAGAB is diminishing gaps?

* RDR means less acquisition E i .

+ RPI may exceed assumed equity growth Where should validation
+ Commercial allocations be focused?

* XSE products and positions less common

Tax: Extent to which LADT is recognised

Fully recongnised on that basis that it was less than the
deferred tax liability on unstressed balance sheet

2 Capped at the level of the DTL on the unstressed balance sheet

2 I Given a haircut based on actuarial judgement

Support by reference to future and/or prior year income or
4 profits

Supported by future management actions and/or future tax
1 1 planning, in addition to future and/or prior year income or
profits

Recognised at the full tax rate but not fully tested

Other

15/10/2012



Tax: Sources of future taxable profits

Release of risk margins
Taxable profits arising on future new business
Investment return on excess capital

Equity markets reverting to mean post-shock
Reversal of interest rate shock on bonds which can be held to maturity

Income or profits from non-insurance entities in the group

Post shock tax planning to move income or profits and losses
into the same entity
Income or profits in excess of the risk free rate

Post shock management actions (e.g. recapitalisations,
Other

20

The wider angle to consider.

| 2012 | 2013 | 2014 | 2015 ] 2016.._

Basis of tax computation Sol. | Accounts
Regulatory return Sol. | ca. Sol. 11?7 Sol. Il
Accounts — IFRS IFRS4 P1 IFRS4 P2?  IFRS4 P2?
Accounts — UK GAAP UK GAAP UK GAAP ? Switch off
relies on relies on
Sol. | Sol. |
* Questions

How many transitions do you want in the accounts?
How are you going to explain them to analysts?
Can you adopt Solvency Il reserves in accounts?
Are HMRC going to “trust” the audited accounts?
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Proposals for the future of UK GAAP

EU-IFRS Those required to apply by law Group accounts of EU-listed entities

or regulation Group accounts of AIM-listed entities

IAS
accounts

Optional for others **

EU-IFRS recognition Individual accounts of qualifying Parent company and subsidiary
and measurement with parent and subsidiary entities * entities in a listed group
reduced disclosures

51 (FRS 101)

9 2

25 FRS 102 Large and medium-sized entities Large and medium private

s 3 companies

E 3

38 FRS 102 with reduced Individual accounts of qualifying Parent company and subsidiary
disclosures parent and subsidiary entities * entities in a group
FRSSE Qualifying small entities Small private companies

A qualifying parent or subsidiary is a member of a group that prepares publicly available financial statements in which it is consolidated. Fewer
exemptions are available for financial institutions

Charitable companies cannot, under current law, elect to prepare IAS accounts

— Final standard Transition date (Dec y/e) Application date
31 plc
2012 December 1 January
2013 2015

Questions or comments?

Expressions of individual views by

{
members of The Actuarial Profession

and its staff are encouraged. b
The views expressed in this presentation —

are those of the presenter. e,

wactuaries.org.uk
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