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Introduction

Welcome to a new year of KUWT for Insurance and whilst we 

are in the midst of a difficult lockdown, I am hopeful that 

through the vaccines, we can now see the light at the end of 

the tunnel. December and January have been eventful 

months, both in the UK and across the world, and as ever, 

there are plenty of developments that we would like to share 

with you.

Firstly, I am pleased to share that PwC have launched the final 

instalment of our Annual Review 2020 including our financial 

and environmental data and our people data, which includes 

our gender and ethnicity pay gaps. This year, for the first time, 

we will also be publicly sharing our pay gaps for our Black, 

Asian and Mixed Ethnic Background employees. As an 

organisation we recognise that transparency is key to driving 

accountability, action and change. We hope that our reporting 

will generate further discussion and debate in the days ahead 

and I know that there is more work we need to do.

Since the last edition, the UK and the EU signed the Trade & 

Cooperation Agreement (‘TCA’), which came into provisional 

effect on 31 December 2020 and establishes the commercial 

and regulatory arrangements between the UK and the EU. The 

agreement is provisional upon ratification by the European 

Parliament which is expected by the end of February/early 

March. This publication provides summaries of the TCA’s 

provisions in key areas such as Direct Tax, Indirect Tax, 

Immigration, Social Security and Data Protection and is a 

useful reference point for the issues at hand.

Interestingly, on 21 January, the OECD updated the guidance 

issued by the OECD Secretariat in April 2020 on the impact of 

the COVID-19 pandemic on tax treaties. It represents the 

Secretariat’s views on the interpretation of the provision of tax 

treaties, reflecting the general approach of jurisdictions, and 

illustrates how some (including the UK) have addressed the 

impact of the pandemic on the situations of individuals and 

employers including tax residence and permanent 

establishments.

Just before the inauguration of Joe Biden, the US Trade 

Representative (USTR) still serving under Trump's 

administration published the result of an investigation into UK 

DST. In short, USTR has found the UK DST to be 

discriminatory against US companies. This finding allows the 

US to take action (including tariff and non tariff based 

retaliatory measures) against the UK and could also seek 

settlement with the UK government. This means the US can 

now take action against the UK, including the introduction of 

tariff and non tariff based retaliatory measures. This could 

affect UK exports which would be a challenging outcome in a 

post-Brexit environment. We will keep you informed of any 

developments on this front.

In this month’s edition, we have included the following articles:

• DAC6 developments

• Why more and more companies are turning to 

Execution Managed Solutions

• Navigating the uncertainty - how the OECD Digital Tax 

will impact insurance groups?

• IFRS17 - Year in Review

• Insurers and brokers: Transfer Pricing readiness for 

the post-EU exit landscape

• Potential UK version of Sarbanes-Oxley Act

• HMRC interaction

I hope you enjoy the articles that we have put together, and as 

always please get in touch with me or your PwC team if there 

is anything that you would like to discuss further.
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Andrew Rosam

Insurance Tax Market Leader

M: +44 (0) 7718 339569

E: andrew.c.rosam@pwc.com 

Andy is PwC’s Insurance Tax Market Leader and he 

specialises in cross border transactions, group restructuring 

and financing.
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https://www.pwc.co.uk/who-we-are/annual-report.html
https://thesuite.pwc.com/media/11618/trade-cooperation-agreement-uk-eu.pdf
https://www.gov.uk/government/publications/ots-capital-gains-tax-review-simplifying-by-design
https://www.bailii.org/uk/cases/UKFTT/TC/2020/TC07920.html
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DAC6 developments following the EU/UK Trade and 
Cooperation Agreement

Following the agreement of the EU/UK Trade and 

Cooperation Agreement (‘TCA’) on Christmas Eve, to great 

surprise HMRC laid some amending regulations on 29 

December 2020 which fundamentally changed the 

application of DAC6 in the UK. 

Put simply, HMRC have removed the obligation to make 

disclosures of cross-border arrangements unless these 

relate to the ‘D hallmarks’ (i.e. those which relate to CRS 

avoidance and opaque ownership structures). This is very 

significant, as it removes all of the hallmarks which typically 

impact on normal commercial transactions.

As the change came into force before 1 January 2021, any 

transitional period arrangements (i.e. between 25 June 2018 

and 31 December 2020) will only be disclosable in the UK on 

31 January/28 February 2021 to the extent that they satisfied 

the D hallmarks. This also means that no reliance can be 

placed on a UK disclosure to satisfy any disclosure obligation 

in one or more EU27 states.

Whilst this removes most of the burden in the UK going 

forward, it should be noted that:

• The rules are now fully live in all EU Member States.

• Many EU territories are taking a broad approach to 

implementation and interpretation. Many ordinary 

transactions will continue to be disclosable.

• Due to the wide scope of professional secrecy/LPP in 

many EU Member States, it is frequently a taxpayer 

obligation to make disclosures.

Key technical developments

The TCA requires that ‘[a] Party shall not weaken or reduce 

the level of protection provided for in its legislation at the end 

of the transition period below the level provided for by the 

standards and rules which have been agreed in the OECD at 

the end of the transition period, in relation to... the exchange 

of information … concerning … potential cross-border tax 

planning arrangements’.

Following on from the OECD BEPS Action 12 Final Report, 

the OECD subsequently agreed and published model MDR 

rules equivalent to the D hallmarks.

HMRC have accordingly issued Regulations which, in 

addition to fixing some of the problems with the existing SI 

2020/25 arising from the UK not being a Member State, have 

removed the reporting obligation for all hallmarks other than 

the D hallmarks.

Practical considerations

As insurers have digested the technical updates, thoughts 

have quickly turned to practical implications, the common of 

which are set out below:

Firms where previous EU MDR interactions were through the 

UK business only.

The change is, in most cases, good news as most 

transactions will now be excluded, other than where the D 

hallmarks are in point.

Action: As a matter of good internal ‘housekeeping’, most 

firms are reviewing their previous technical impact 

assessments to ensure no unconsidered EU27 elements are 

in point, given a prior focus on the UK.

Firms with EU MDR interactions through both UK and EU27 

member states

Previous analysis needs to pivot to whether any of the EU27 

states are relevant now the UK is no longer an intermediary. 

There are practical challenges here, including:

• Differing interpretations of the Directive across the EU27. 

Complex and time consuming local analysis can be 

required.

• The extent to which advisors will take on filing 

responsibilities due to local legal professional 

privilege/professional secrecy regulations differs by 

territory. Engagement with local advisors before the first 

filing deadline is key as any filings (and associated 

penalties) may fall upon the taxpayer.

• Differing administrative procedures across the EU27. 

Care needs to be taken to ensure that any filings are 

timely and accurate to mitigate penalty risks. MDR 

‘trigger’ dates for reporting differ or are poorly defined, 

adding complexity.

• Disconnects between UK led structuring processes and 

MDR compliance. Where the UK office takes the lead 

role on transactions, that team will most likely need to 

keep a lead role in overseeing MDR analysis and 

reporting, even if the UK is no longer relevant, to ensure 

filings are made on a timely basis in all 

relevant territories.

A wider issue arises for transactions where the UK invests 

directly into EU transactions from a UK office and there is no 

local EU establishment. As the UK’s intermediary status no 

longer applies, the MDR classification may also have 

changed if the UK based firm has no fixed place of business 

or office in the EU, other than an SPV/bid co structure. This 

brings in complex considerations over the definitions of 

‘intermediary’ and ‘relevant taxpayer’ in local legislation and 

the level of reporting that may be required. 

Again, the role of advisor intermediaries and legal privilege 

needs to be considered to ensure that the firm itself is not left 

requiring to make a filing in territories in which it may not 

have a presence.

DAC6 developments
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https://ec.europa.eu/taxation_customs/news/taxation-commission-proposes-postponement-taxation-rules-due-coronavirus-crisis_en
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DAC6 developments following the EU/UK Trade and 
Cooperation Agreement

Action: review all transactions with an UK/EU nexus and 

consider whether intermediary status may have changed. 

Engage with local advisors to confirm filing responsibilities 

and whether there are any legal privilege issues. 

Next steps for Insurers

While the withdrawal of the UK from large swathes of the 

DAC6 regime has been widely welcomed, there are ongoing 

practical points to consider. Insurers are now focusing on the 

following ‘no regrets’ decisions:

• Update technical assessment. Review and update 

previous technical impact assessments to ensure that all 

structures and transactions are considered in light of the 

new status. This may result in having to conduct local 

territory technical analysis, and consider local filing 

obligations.

• Refresh advisor engagement and compliance 

strategy. Engage with local advisors to ensure that any 

new filings are being picked up, especially where 

‘relevant taxpayer’ status may apply in the case of legal 

privilege being claimed and filings may need to be made 

by the taxpayer. Obtain confirmation that all required 

filings have been flagged, and that there is a clear 

compliance roadmap in place.

• Document technical and operational approach.

Documenting how transactions have been assessed from 

a technical perspective in a policy document has been a 

core element of most firms’ MDR implementation 

process. Refreshing this to pick up the changes will help 

in clearly setting out any changes. It will be equally 

important to set out how MDR is being managed across 

the organisation operationally. This provides clarity 

across tax, deals teams, advisors, and other counter 

parties as transactions are undertaken. A clearly 

articulated MDR policy is already being seen as important 

for responding to audit or investor queries and also 

support internal training initiatives.

• Ongoing tracking and management. With UK tax 

teams likely to have a more oversight and risk 

management focused role over MDR compliance, 

consideration should be given to how this is to be 

achieved. A wide range of options are being assessed, 

from spreadsheet tracking, to more complex 

management tools, to co-sourcing models with external 

advisors. Now the regime is live and filings are imminent, 

many firms are now looking to put an appropriate solution 

in place. Whichever approach is most appropriate, the 

change in the UK’s status is unlikely to take away the 

need for, and in some cases increases the importance of, 

the tax teams of insurers to have a clear understanding of 

any MDR filings being made in the EU27.

Bradley Philips

Director

M:+44 (0) 7785 254944

E: bradley.s.phillips@pwc.com

Brent Hadley

Director

M:+44 (0) 7730 147650

E: brent.c.hadley@pwc.com
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https://ec.europa.eu/taxation_customs/news/taxation-commission-proposes-postponement-taxation-rules-due-coronavirus-crisis_en
https://thesuite.pwc.com/insights/keeping-up-with-tax-for-insurance-october-2019
https://www.ft.com/content/93ec3c1e-895a-48fd-841d-d9cc3cd09a71?accessToken=zwAAAXXScOdAkdOT7DweiVpI_dOEHdnMPNCacQ.MEUCIQCA70hacEmbXMI-6Q39NuXZdeI3KArGSH2CbUgNMuhhbAIgKKmeqRpSOE93R9a3ob7cg7Y6I4SwGpExMdcLTeu4jUI&sharetype=gift?token=44d92f8f-8c5a-4bbe-9490-df8edf0b82c2
https://www.ft.com/content/93ec3c1e-895a-48fd-841d-d9cc3cd09a71?accessToken=zwAAAXXScOdAkdOT7DweiVpI_dOEHdnMPNCacQ.MEUCIQCA70hacEmbXMI-6Q39NuXZdeI3KArGSH2CbUgNMuhhbAIgKKmeqRpSOE93R9a3ob7cg7Y6I4SwGpExMdcLTeu4jUI&sharetype=gift?token=44d92f8f-8c5a-4bbe-9490-df8edf0b82c2
https://www.thetimes.co.uk/article/hmrc-warns-multinational-companies-over-shifting-profit-m6hmgnktq
https://www.gov.uk/government/publications/transfer-pricing-and-diverted-profits-tax-statistics-2019-to-2020/tackling-profit-diversion-by-multi-national-companies
https://thesuite.pwc.com/insights/keeping-up-with-tax-for-insurance-march-2020-international-edition
https://thesuite.pwc.com/insights/keeping-up-with-tax-for-insurance-november-2020
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Why more and more companies are turning to Execution 
Managed Solutions

Our recent PwC CEO survey found the majority of our clients 

planned to use more managed solutions in the coming 

months. In fact, it appears that over half of all consulting spend 

in the next decade will be on managed services. The question 

is: why?

Businesses asking for advice on how to do things differently or 

better is the daily norm for professional services. But in the last 

couple of years, and accelerated in response to the pandemic, 

something has changed. There is a trend towards our clients 

saying ‘don’t just advise me – help me deliver too’. 

Organisations are looking for the most cost-effective way to 

deliver many parts of their business, including tax.

As businesses become more complex, operational functions 

require more and more expertise and technological capability 

to meet the demands of tax authorities, internal stakeholders 

and customers. Tax teams are often fully utilised attending to 

existing processes that are essential and need to be done 

accurately. These tasks take up the time of the team that could 

spend on new opportunities for adding value. Then there’s the 

impact of the pandemic. Some tax processes have been in 

danger of being overwhelmed by the sheer volume of 

increasing reporting and compliance duties while working 

remotely.

This is one of the reasons for the increase in Execution 

Managed Solutions (EMS), where specialist providers take 

responsibility for operationally-intensive processes. The 

fundamental idea is to provide access to faster delivery and 

greater flexibility than a company might be able to achieve on 

its own. EMS also injects resilience into a business. It does 

this directly, through access to specialists who can be 

accessed in real time as needed, but also more generally 

because the company’s limits are no longer set by its own 

resources (in terms of technology, skills and data) and 

capabilities. For businesses using EMS during the pandemic, 

surge capacity was immediately available – finding the 

necessary resources essentially became someone else’s 

problem.

Organisation are looking to make use of EMS when seeing 

signals such as a:

• high number of manual activities, with technology 

investment costs outweighing the benefits

• need to deal with multiple systems with potentially 

ineffective data management and analysis

• move to cloud solutions

• existing tax resource being required on IFRS17 

implementation (or a resulting Finance Transformation), 

risk and governance or DAC6 programmes

• high impact from an error or non-compliance, potentially 

affecting risk and reputation exposure

Finally, it is always a struggle to keep pace with fast-changing 

developments in technology. This is the area where EMS 

providers have an advantage through investments in emerging 

technologies and data management tools, with an emphasis 

on cloud solutions, automation, data management and data 

analysis. Companies that use EMS are able to access these 

platforms without making costly upfront and long-term 

investments. EMS providers have data tools to help the 

company better manage, analyse and visualise data, to allow 

the business better information for decision making. EMS 

providers are also constantly monitoring how new technology 

and new approaches to reporting and governance can offer 

better, faster, more efficient and accurate solutions.

Deciding which processes are suitable for EMS requires 

careful thought. Used wisely, the benefits are not limited to 

improved efficiency – moving the delivery of certain 

operational areas to a trusted partner creates room for the tax 

team to demonstrate strong risk management and governance 

and to being a innovative business partner. New technology 

and EMS capabilities mean that many organisations are now 

using an EMS as a core part of their tax department — an 

option that may not have been conceivable until recently. To 

read more about our range of EMS, visit our webpage.

Michael Gibbons

Partner

M:+44 (0) 7841 569523

E: michael.a.gibbons@pwc.com

Andrew Molloy

Director

M:+44 (0) 7808 105921

E: andrew.b.molloy@pwc.com
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https://ec.europa.eu/taxation_customs/news/taxation-commission-proposes-postponement-taxation-rules-due-coronavirus-crisis_en
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https://www.thetimes.co.uk/article/hmrc-warns-multinational-companies-over-shifting-profit-m6hmgnktq
https://www.gov.uk/government/publications/transfer-pricing-and-diverted-profits-tax-statistics-2019-to-2020/tackling-profit-diversion-by-multi-national-companies
https://www.pwc.com/gx/en/ceo-agenda/ceosurvey/2020.html
https://www.pwc.co.uk/industries/financial-services/enabling-transformation-through-managed-solutions.html
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Navigating the uncertainty - how the OECD Digital Tax 
will impact insurance groups?

The OECD have embarked on what many consider to be 

the most substantive changes to the international tax 

system since the 1930s. The proposals on the taxation of 

the Digital Economy fall into two pillars. The good news for 

insurers is that most will be entirely exempt from Pillar One, 

which seeks to reallocate taxing rights for digital and 

consumer facing businesses. That means insurers can 

focus on the impact of Pillar Two, which will still be far 

reaching in many cases.

The blueprint on Pillar Two, published in October 2020, is 

aimed at introducing a minimum level of tax on corporate 

profits, wherever those profits arise. The proposals have 

been through a round of public consultations in December, 

including concerns expressed by various insurance 

associations, highlighting several areas where the Pillar Two 

mechanics need to be addressed ahead of an eventual 

consensus (expected later this year).

Against this backdrop, insurance groups should start 

thinking about what the Pillar Two rules will mean for them, 

so they can understand what the financial impact will be on 

their organisation and to start to address the operational and 

implementation challenges this new rule book brings. This 

article provides an overview of the key areas within the Pillar 

Two rules that will be most relevant for insurance groups.

A quick snapshot on the Pillar Two Blueprint

The Blueprint discusses four mechanisms to establish this 

global framework of minimum taxation. These are:

• The income inclusion rule (‘IIR’), which operates as a 

top-up tax when income of controlled foreign entities are 

taxed below an effective minimum tax rate (for example, 

insurance companies in Bermuda).

• The switch-over rule (‘SoR’), which focuses on branch 

structures that are exempt from any form of top-up tax in 

the head office jurisdiction (for example, impacting many 

European branch networks).

• The undertaxed payments rule (‘UTPR’), which denies 

deductions to payments (for example, interest or 

reinsurance premiums) made to low or no tax 

jurisdictions.

• The subject-to-tax rule (‘STTR’), which allows countries 

to turn off the lower rates of withholding tax that currently 

apply in many bilateral tax treaties (for example, 

Australian treaties) to intra-group payments made to 

jurisdictions with low or no taxation.

These provisions (collectively referred to as the Global Anti-

Base Erosion or, ‘GloBE’ rules), will apply to companies with 

more than €750 million in annual gross revenues, meaning 

most large and medium-size insurers will be subject to the 

new regime, which is expected to come into force as early 

as 2022.

The Pillar Two Blueprint recognises that a number of open 

issues remain for political decision, including: (i) the 

minimum rate of tax that will apply; (ii); how to incorporate 

the equivalent US GILTI regime and (ii) whether the 

calculation of Effective Tax Rate (‘ETR’) should occur on an 

aggregate or jurisdictional level.

Please refer to our October edition for further details on the 

mechanics of the rules.

The impact for insurers

Whilst some technical and political aspects of the Pillar Two 

mechanics still remain uncertain (including whether the 

OECD will reach a consensus, and if not, whether a EU-

based solution will be implemented), there are a number of 

aspects that the insurance industry should consider in order 

to understand how the proposed mechanics are likely to 

impact their group structure. 

First, the GloBE system will impact insurance groups (either 

through the IIR or the UTPR) that have a carrier in low-tax 

jurisdictions like Bermuda. Which of the four elements set 

out above will apply depends on rule ordering. For instance, 

for groups with ultimate parent entities in jurisdictions 

adopting the IIR - likely to be many European territories - the 

impact will depend on the level and materiality of the 

operations in low-tax jurisdictions and the coexistence with 

CFC regimes. For organisations with ultimate parent entities 

in jurisdictions not adopting the IIR, the likely impact will be 

via the UTPR, as entities making payments to low-tax 

jurisdictions will ultimately be subject to the top-up tax. 

Again, the coexistence with existing CFC regimes and the 

implementation profile (e.g. which jurisdictions adopt the 

GloBE system) will be important here. Either way, the STTR 

could also create an additional layer of complexity by 

denying treaty benefits for payments made to low-tax 

jurisdictions (e.g. creating/increasing withholding obligations 

for reinsurance premiums or interest paid). Whilst any 

withholding tax levied under the STTR will be taken into 

account in order to determine the ETR of the jurisdiction 

where the recipient is located, this will pose additional cash 

tax challenges for insurers.

OECD Digital Tax
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Navigating the uncertainty - how the OECD Digital Tax 
will impact insurance groups?

Second, given the insurance cycle, timing differences will be 

of critical importance for insurance groups assessing the 

impact of the Pillar Two mechanisms. The Blueprint 

currently provides that the ETR is calculated on a 

jurisdictional basis by dividing covered taxes (without taking 

timing differences into account) by the amount of income: it 

does not provide for adjustments to the significant book/tax 

differences that impact the insurance industry, such as 

insurance technical provisions (in which the tax basis 

calculation might differ from the accounting calculations) or 

investments (mark-to-market accounting vs taxation based 

on realisation of income or gains). Timing differences are 

also likely for those groups operating in Lloyd's market. The 

current ETR mechanism will likely result in differences 

between the ‘year of account’ basis and the consolidated 

financial statements, which show the financial results on an 

actual, ‘current year’ basis. A deferred tax type solution 

could address these timing differences issues (at least 

partially), but this is not currently on the cards and faces 

resistance from certain OECD member states.

Third, linked to the issue of timing differences is the 

treatment of pre-regime losses. With a consensus yet to be 

reached in this matter, the Blueprint currently envisages a 

‘locked period’ for utilising pre-regime losses. This solution 

is likely to be unsuitable for insurance groups however, as 

insurance groups typically utilise losses for a longer period 

than many other industries. An indefinite carry-forward of 

pre-regime losses would solve this issue, but again, this is 

by no means assured at this stage.

Of particular relevance for life insurance groups is the 

treatment of investment funds. The current Blueprint 

includes an exclusion of investment funds which do not 

consolidate (under accounting standards). However, since 

many life insurers consolidate (under the relevant 

accounting standards) the funds they use to pool 

investments from multiple policyholders, they may not 

benefit from the investment fund exclusion. The Blueprint 

does not currently address the treatment of funds invested 

in by insurance companies although this point is currently 

the subject of industry lobbying to ensure policyholders are 

not unfairly disadvantaged.

Other exclusions or carve outs are also being envisaged. 

One is an economic substance carve-out based on payroll 

and tangible asset thresholds. In practice, however, this will 

not benefit capital intensive sectors such as insurance. With 

many insurance associations requesting that regulatory 

capital is factored into the economic substance exemption to 

reflect the realities of insurers’ business models, there is 

hope - but no certainty - that the OECD will extend the carve 

out.

Finally, in respect of the STTR, the treatment of reinsurance 

premiums and insurance brokerage fees is also up in the 

air. In relation to the former, various insurance bodies are 

seeking reinsurance premiums to be removed from the 

scope of the STTR. Whether the OECD obliges will depend 

on determining a rule set that allows them to address 

captives of non-insurance groups (which are in the spotlight 

for these rules) whilst exempting equivalent payments for 

insurance groups. In relation to brokerage fees, the 

Blueprint refers to ‘brokerage fees’ in general and it is not 

clear at this stage how it is intended that the STTR would be 

applied to brokerage fees for insurance products.

Key takeaways

Overall, irrespective of the current uncertainties in relation to 

the overall consensus, there are a number of areas that 

insurance groups should start planning for in order to stay 

on top of the likely potential issues. Specifically, our best 

practice recommendations are to evaluate:

• The impact of the different rules. In particular, it will be 

important to understand which of the GloBE rules will 

apply based on the group’s structure (e.g. IIR vs UTPR) 

and how this will affect the incidence and amount of 

taxation. For instance, if the UTPR were to apply, there 

would be more complexities added in terms of 

implementation (i.e. different jurisdictions would share 

the top-up). Of relevance is also to assess the impact of 

the STTR on reinsurance premiums (currently included 

as part of the scope of the STTR);

PwC | KUWT for Insurance – February 2021
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Navigating the uncertainty - how the OECD Digital Tax 
will impact insurance groups?

• The initial assessment of the ETR impact. Historical 

information (based on CbCR information) can serve to 

estimate the potential impact of the GloBE rules and 

which jurisdictions could drive the potential top-up. This 

would require modelling the (not-yet addressed) relevant 

aspects for insurance groups, such as timing differences, 

treatment of pre-regime losses or the application of 

substance-based carve-outs; and

• The investment funds exemption. The treatment of 

investment funds needs to be evaluated to understand 

whether fund structures could benefit from the proposed 

exemption (and thus being excluded from the application 

of the top-up tax). As many life insurers consolidate the 

funds they invest in to pool investments from multiple 

policyholders, life insurers face the challenge of 

assessing which funds (under the current proposed 

mechanics) will be subject to the new rules.

Whilst the adoption of these rules appears some way off 

(2022 at the earliest), experience suggests that the 

operational and systems impact will be substantial and 

these aspects take considerable time to implement. 

Planning early will allow forward-thinking groups the 

greatest chance of understanding and mitigating the 

potential impact across their organisation.

For a deeper discussion on how this may impact your 

organisation, get in touch with the authors or your normal 

PwC contact.

PwC | KUWT for Insurance – February 2021
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IFRS17: Year in Review

Australian wildfires and COVID-19 created significant 

challenges for the insurance industry during 2020. Yet 

through turbulence and changes to ways of working, the 

need to deliver IFRS 17 remains constant.

March saw the IASB delay the effective date to 1 January 

2023 and then amend the Standard in June. But make no 

mistake, IFRS 17 is now at the final stage. Some insurers 

have used the time to increase business value from their 

investment in IFRS 17 transition and de-risk the delivery, or 

in some cases stop the projects altogether. And it’s clear 

organisations have different objectives for their transition -

from minimum compliance to a strategic Finance 

Transformation. This December our global webcast, ‘It’s 

time to accelerate’, concluded:

there’s not much time left to implement IFRS 17 effectively;

companies are looking at a Plan B in case their original 

software solution is not working;

IFRS 17 compliance is starting to be a staging post on the 

road to a longer Finance Transformation journey;

Another highlight has been the growth of our global, multi-

disciplinary IFRS 17 delivery team. 3,200 people, 250 global 

IFRS 17 projects, and a dedicated team implementing our 

award-winning IFRS 17 In A Box solution in addition to 

launching PwC Managed Services for smaller clients.

I couldn’t write a 2020 summary without discussing In A 

Box! I’m proud of how our accountants, actuaries and 

technologists have been able to focus our insights into a 

complete solution offering. And it's great that the hard work 

of the team in taking the headache out of IFRS transition 

has been recognised more broadly - with success at the 

Chartis Research awards.

Looking ahead at 2021, there are three trends that we’ll be 

focusing on.

1. Engage your auditor

For large and medium insurance clients, proactive 

assurance will benefit your programme. But there is 

significant audit effort that would be required ahead of 

implementation of the standard. Your auditor must be 

comfortable with your technical decisions, end-to-end 

solution and transition results. If you consider the amount of 

effort insurance companies have invested in their IFRS 17 

projects already, and the period of time over which this 

investment has been required, engaging with your auditor 

too late could have detrimental consequences.

2. Finalise your technology solution and consider a 

Plan B

For those that haven’t, 2021 is the year you should select 

key components of your IFRS 17 solution architecture and 

get the implementation underway. We’re having many 

conversations with organisations reconsidering their end-to-

end solution based on vendors not delivering or emerging 

data challenges. A ‘Plan B’ is something we’re encouraging 

organisations to have should technology components 

experience delays.

3. Think about how you will communicate with 

external stakeholders to get the most out of your 

IFRS 17 KPIs

As the effective date looms, we have seen insurers 

beginning to focus on the impact of IFRS 17 on KPIs and 

reporting metrics. In the run up to transition over 2021, we 

suggest you focus on:

Plans to manage this phase of the transition effectively, 

including when you should first report IFRS 17 results to the 

market and whether this will be in advance of the mandatory 

date;

Educating key stakeholders such as analysts, investors and 

Board members on how results will differ under IFRS 17;

Building KPIs into the core IFRS 17 processes and systems. 

We’ve recently published our latest thinking on IFRS 17 

transition and KPIs.

Finally, it remains to say stay tuned for the Accelerated 

Journey which will be IFRS 17 in 2021.

IFRS17: Year in Review

PwC | KUWT for Insurance – February 2021
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Insurers and brokers: Transfer Pricing readiness for the 
post-EU exit landscape

The ‘last minute’ deal between the UK and the EU was, as 

expected, light on detail for the financial services industry. 

As such, without the near term prospect of passporting or 

regulatory equivalence, both insurers and brokers will need 

to continue implementing their business contingency plans 

so that they can operate business-as-usual on a UK/EU 

cross-border basis.

From a structuring and operational perspective, many 

insurers and brokers are on top of their game. This bodes 

well. What remains a challenge is the documentation and 

evidence - crucial in today’s tax environment - that 

underpins the commercial logic, structures, governance and 

operations of Brexit models. In most cases, tax authorities 

will not start to audit the Brexit planning implemented over 

the last two years for some time to come. Ensuring that this 

documentation and these evidence files are created now will 

be critical in maintaining and supporting the tax positions 

taken as those tax enquiries play out.

Nowhere is this more important than Transfer Pricing. This 

article aims to provide a summary of the TP aspects that 

insurers and brokers should consider, both for those cases 

where Brexit restructuring has been completed and those 

where it is still in process.

Insurers: Part VII transfers and future operations

To preserve their ability to operate in the EU, many UK 

insurers have incorporated new EU entities and/or branches 

accompanied by a transfer of business under Part VII. An 

important first step is to ensure (and document) that such 

Part VII transfers (based on a ‘fair value’ basis) are aligned 

with the arm’s length price for any legacy portfolio moved to 

the new EU operations (including, for example, valuation of 

intangibles such as renewal rights). The second step is to 

document the commercial rationale for the overall 

restructuring (which is also important for Diverted Profits 

Tax purposes). Whilst it is clear that, in almost every case, 

the Part VII transfer is likely to be the only realistic option to 

UK insurers (clearly impacting what is an arm’s length 

price), the rationale for the steps taken and ongoing 

structuring of the cross-border operations need to be subject 

to the appropriate TP evaluation.

In many cases, Part VII transfers have been followed by the 

move of critical ‘substance-related’ activities, typically driven 

by regulatory requirements. At the same time, insurers have 

been keen to maintain as much UK-based function 

supporting the new EU business (e.g. servicing of run-off 

business, underwriting and actuarial support). These cross-

border functions need to be appropriately evaluated to 

understand: (i) whether the UK functions give rise to UK 

permanent establishments - noting the sensitivity around tax 

and regulatory constraints on underwriting activities; and (ii) 

whether the UK functions create a ‘new’ intra-group 

transaction (or the need to document how those functions 

influence the profit recognised in the UK).

Often, this is reflected in the form of cross-border services 

formalised through Service Level Agreements. For routine 

back office support, a straightforward cost plus reward may 

be the right answer, but higher value functions such as 

actuarial or underwriting support require more complex profit 

attribution/TP mechanisms with enhanced documentation to 

explain and justify the approach. Similar considerations 

apply for potential new transaction flows from EU operations 

to the UK.

To support capital efficiency, a number of Brexit models 

envisage reinsurance arrangements back to the UK, to 

concentrate risk (and therefore capital) in one place. In such 

circumstances, these reinsurance transactions need to be 

evaluated and appropriately documented, both from the 

cedant’s and reinsurer’s perspective, to evidence: (i) the 

overall rationale for the reinsurance transaction (e.g. 

considering aspects such as the amounts and nature of the 

risk ceded); and (ii) the arm’s length pricing of the premium 

or ceding commission. In other cases, capital efficiency is 

being managed by EU insurers operating with UK branches 

subject to third-country branch regulations. This requires 

particular considerations with respect to profit attribution 

(and in particular, in relation to investment income 

attribution) given the new regulatory status and capital 

requirements associated with third country branches. Again, 

explaining the basis of any profit / investment income 

attribution is likely to be an area of scrutiny in both head 

office and branch locations, meaning up-to-date 

documentation of the approach adopted and the financial 

impact on each territory is important.

In addition, Brexit creates a number of 'additional' costs 

associated with the establishment of new entities / branches 

and Part VII transfer. The benefit test, which requires 

identifying the entity / part of the enterprise which receives 

the benefit from the costs incurred, needs to be considered 

in order to determine which entity / branch should ultimately 

bear these costs. For instance, certain costs might be 

considered as ‘shareholder’ expenses; others will be 

recharged to the new insurance platform. In either case, tax 

authority challenges around the deductibility of intragroup 

recharges, based on benefit-test challenges are some of the 

most common in Europe. Setting out who benefits from 

these costs (and how they do so) and by implication, why 

the recharges should be deductible is essential in sustaining 

the position taken through future enquiries.

Transfer Pricing post-

Brexit
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Insurers and brokers: Transfer Pricing readiness for the 
post-EU exit landscape

Finally, the pandemic is posing a number of new challenges 

for insurers around workforce location. Some relate to 

displaced employees. But underlying this is the longer term 

trend towards a more virtual workforce. This is playing out 

across the whole of the insurance organisation: from senior 

executives and underwriters to middle and back office 

teams. Whilst the OECD and tax authorities have often 

taken a pragmatic view in 2020, this is not expected to last 

as pressure mounts on tax administrations to collect the tax 

necessary to pay for the substantial welfare and job 

retention programmes across Europe. Having a 

documented framework for assessing the relevant tax risks 

in particular managing transfer pricing, permanent 

establishment and employment tax obligations (as 

discussed in our October edition) will be key.

Brokers, uncertainty and servicing of EU relationships

As with insurers, so too most brokers are well on their way 

to executing their post-Brexit contingency plans (both UK 

outbound and UK inbound). However, the greater level of 

uncertainty around the regulatory position means that some 

had to pause or delay implementation, meaning there is 

more to do to properly operationalise these new structures.

In many cases, brokers' plans consist of the creation of a 

EU entity with the subsequent establishment of a UK 

Branch, which will assume the placement functions into the 

UK market. In these cases, there is often twinned activity 

between a regulatory/oversight role (EU entity) and 

placement role (UK branch), that needs to be considered 

from a profit attribution / TP angle. Where the EU entity has 

assumed an increased number of functions and risks (e.g. in 

relation to maintaining or growing customer relationships), 

then the analysis - and associated documentation 

requirements - will increase in complexity.

Similarly to Part VII transfers, the transfer of customer 

relationships and contracts between the UK and the new EU 

domiciled entity needs to be evaluated, priced and 

documented from a TP standpoint, to determine whether an 

arm’s length compensation for such transfer is required. 

Subsequently, depending on the role of the EU intermediary 

and its interaction with the UK, the ongoing arm’s length 

pricing needs to be established and evidenced. Equivalent 

considerations apply for those cases where a new UK 

branch/entity of a EU-domiciled broker has been set up to 

service UK clients.

Similarly to the consideration provided for insurers, aspects 

such as cross-border functions, ‘new’ cross-border service 

transactions and treatment of implementation costs need to 

be evaluated. As always, documentation on the position 

adopted will be key to defending the transfer pricing 

arrangements ahead of future tax scrutiny.

Key takeaways

Across the market, many have been dealing with the 

complex restructuring aspects aimed at enabling insurance 

and brokerage organisations to continue servicing their 

UK/EU cross-border business post-Brexit. Given the 

inherent complexities of these restructurings, TP 

considerations have not always been at the forefront of the 

issues that have been addressed. However, as the 

commercial, regulatory and legal picture becomes clearer 

and the structures are being operationalised, we 

recommend that the TP aspects are adequately reviewed 

(for those operations that have been completed) and/or 

assessed upfront (for those cases in which the steps are still 

being executed) so that your organisation is well prepared 

for the future scrutiny that is likely in many situations.

PwC | KUWT for Insurance – February 2021
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Insurers and brokers: Transfer Pricing readiness for the 
post-EU exit landscape

Best practice recommendations are to ensure that:

1. TP restructuring implications are considered and 

documented, either arising from Part VII transfers 

(insurers) or any potential transfer of 

contracts/relationships (brokers). The key is to make 

sure that the arm’s length pricing for such transfers has 

been adequately factored into consideration and 

appropriately documented;

2. The changes in the value chain, i.e. functions, risks and 

assets, have been considered from a broader TP 

perspective (including profit attribution considerations 

when appropriate). This typically requires an in-depth 

exercise aimed at understanding the new transactions 

and flows involving the UK and the EU operations (e.g. 

provision of intra-group services), considering broader 

profit attribution implications for branch networks (e.g. 

investment income considerations arising from new 

third-country branch regulatory requirements for UK 

branches); and

3. The business has adapted to the new TP 

documentation requirements in the new jurisdictions in 

which they will operate.

Addressing each of these will help your organisation to: (i) 

ensure that the Brexit transactional and ongoing TP aspects 

have been considered and documented; and (ii) robust 

evidence is in place to support the technical and factual 

positions adopted, well ahead of future scrutiny from tax 

authorities.

For a deeper discussion on how this may impact your 

organisation, get in touch with the authors or your normal 

PwC contact.
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Do tax practitioners need to prepare for the UK version of 
the Sarbanes-Oxley Act?

For some time now, we have been talking about the fact that 

a change is coming which could seriously jolt our corporate 

governance model. Over the next few months, the 

Government will examine the many detailed 

recommendations for audit, corporate reporting and 

governance arising from the recent Kingman, Brydon and 

CMA reviews. Of particular interest to the tax community will 

be the recommendation for the UK to adopt a toughened 

internal controls regime – meaning that something similar to 

the US Sarbanes-Oxley Act (‘SOX’) is potentially on the 

horizon.

There is of course a discernible distinction between the 

approach of those who are subject to SOX and those who 

are not. In the US, it is widely recognised that SOX has 

driven a much greater sense of accountability in 

management for ensuring the effectiveness of the company’s 

internal controls and, as a consequence, has enhanced 

them. Other benefits have arguably included an increase in 

investor confidence, more reliable and resilient financial 

reporting and increased oversight obligation for the audit 

committee. Companies that do this well are able to leverage 

their work to better understand their processes, drive 

efficiencies and make better use of their 

technology investments.

We need to be clear what the objective of a reinforced UK 

regime is. If it is to improve financial reporting quality and 

mitigate large scale financial fraud, then a US SOX style 

regime is potentially an attractive solution. But if the aim is to 

reduce the risk of corporate collapse then, the requirements 

are probably going to have to look beyond pure financial 

reporting and more towards an organisation’s principal 

business risks. 

A full US SOX regime in the UK?

Some in the industry perceive that there is an increasing 

pressure for the UK to adopt a US style system and there 

should be a requirement for assurance over the internal 

controls regime to ensure it is robust enough and does not 

lead to inconsistencies in approach. (One can only hope that 

such a regime, if introduced, included more pragmatism 

around the depth of controls and documentation 

requirements!)

If we want to look to an alternative model with less stringent 

requirements than the US, we could perhaps look to South 

Africa. Companies listed on the Johannesburg Stock 

Exchange will be required to comply with a CEO/CFO SOX 

style controls attestation for the first time for 31st Dec 2020 

year ends. Their experiences will provide an interesting 

reference point for us in the UK. 

There are a number of big questions for how such a regime 

could work in the UK.

Five key questions for a UK SOX regime

Assurance

Should assurance over 

the attestation be 

mandated? In the US 

there is an auditor 

attestation – is that the 

model we’d use here in 

the UK?

Standards

How deep should the 

framework go? And how 

rigorous is the 

documentation, testing 

and evidence gathering 

that supports the 

CEO/CFO attestation 

expected to be? 

Framework

What framework should 

be used? COSO is tried 

and tested or there is the 

option to develop a new 

framework or adapt an 

existing one.

Application

To which companies 

should it apply? It could 

be limited to the very 

largest companies, for 

example the FTSE 350, 

or it could apply to all 

companies where there is 

a significant public 

interest, including large 

private companies.

Scope

There needs to be 

deliberate study of the 

scope of any enhanced 

UK regime. Should it 

cover only internal 

controls over financial 

reporting, as it does in the 

US, or should it cover 

broader operational and 

non-financial controls?

However, once these questions are answered, it is clear that 

any bolstered UK framework for internal controls over 

financial reporting would have an impact on companies. But 

we can learn lessons from the way SOX was implemented in 

the US.

In its proposal for how a UK regime should be developed, the 

ACCIF has already gone a long way towards responding to a 

number of the key questions. The question now is how will 

the government take this forward. 

If a toughened UK internal controls regime does feature in 

the government’s proposals for the corporate governance 

system, it is important that companies and their stakeholders 

respond and share their views. 

Potential UK version of 

Sarbanes-Oxley Act
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Do tax practitioners need to prepare for the UK version of 
the Sarbanes-Oxley Act?

Tax internal controls in an Era of transparency 

and disclosure

Heads of Tax should be following the proposals closely, as 

many will recall (perhaps as a distant memory from time as a 

junior on audit rotation(!)) the amount of work that went into 

adopting SOX for tax in the US back in 2002. Moreover, tax 

controls are hard to get right and a recent survey by the 

PCAOB as recent as 2016 found that tax accounting in the 

US was the second leading cause of 2016 financial 

restatements; ninety-eight percent of financial restatements 

were tax related; an average of thirty-six hours was spent on 

each key control (including design, documentation, and 

testing); and almost sixty percent of reported tax material 

weaknesses were attributed to insufficient tax accounting 

expertise, insufficient review, and lack of general procedures.

These findings clearly indicate that tax accounting is a high 

risk area, but why is this? There are a number of factors that 

contribute to the heightened level of inherent risk relating to 

accounting and financial reporting for tax. These include:

• Nature and volume of transactions undertaken e.g. 

certain taxes like VAT are operational in nature and 

impact nearly every transaction the organisation enters 

into;

• The combination of automated and manual processes;

• Complexity driven by the interaction between tax law and 

accounting rules;

• High level of management judgement involved in the 

process; and

• Complexity driven by tax reporting processes straddling 

multiple systems and functions across the organisation.

Given the level of risk and complexity faced, firms should 

implement a robust framework to identify tax reporting risks, 

design, implement and test key controls, ensuring identified 

issues are appropriately remediated and which should be 

integrated as much as possible with the firm’s wider tax risk 

management framework. The key steps that should be 

followed include:

• Scoping – this involves defining materiality thresholds, 

identifying material locations and processes which impact 

tax reporting processes and confirming roles and 

obligations between the tax team, finance and 

other areas;

• Risk assessment – this involves reviewing end to end 

processes to identify where material tax reporting risks 

arise. Key areas to focus on include processes that are 

manual or straddle alternative systems or functions as 

well as where material management judgement 

is applied; 

• Process design and mapping – this should highlight 

key steps in the end to end tax reporting processes, 

identifying where key risks and related controls as well as 

roles and obligations lie; 

• Controls design effectiveness testing – the focus here 

is to ensure that the controls that are in place are 

designed effectively, mitigate the risks they aim to, and 

that the processes are adequately documented; 

• Controls operating effectiveness testing – the 

objective here is through, the testing of controls and other 

assurance activity, to determine whether controls operate 

as designed, are documented effectively and that any 

control issues are identified;

• Issue evaluation and remediation – this involves 

assessing identified control issues so that they can be 

prioritised for mitigation, remediation and where required 

escalation and reporting.

A key factor to contemplate in delivering on these steps, 

informed by the introduction of SOX for Tax in the US, is to 

ensure that the work is done in a proportionate manner to 

ensure that processes that are put in place are effective but 

also can be managed in an efficient manner, avoiding 

excessive administrative overheads.

Where is it all at?

In terms of timing, at the moment we are still awaiting the 

Department for Business Energy and Industrial Strategy 

(BEIS) super consultation to be released. It was expected in 

early January, but in light of the further recent lockdown 

announcements, this has been pushed to February or March. 

The work wraps up all of the market reviews over the last two 

years (Brydon, Kingman, CMA) and proposes the various 

measures that the government is proposing to implement. 

This has been jointly written by the FRC and BEIS and a 

position on UK SOX will be part of this. We anticipate that 

stakeholders (investors, companies, accountants etc) will 

then likely be given three months to provide feedback 

against this, which will then lead to some tweaks to the 

proposed course of action and a legislative timetable – again 

the quickest scenario would see this become legislation this 

year with staggered implementation timetables for all the 

various measures going out a few years.

PwC | KUWT for Insurance – February 2021
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Do tax practitioners need to prepare for the UK version of 
the Sarbanes-Oxley Act?

Next steps for Insurers

Insurers should be following the audit proposals very closely, 

as many will remember the amount of work that went into 

adopting SOX for tax in the US back in 2002. In the 

meantime, groups may want to look at reviewing their tax 

internal controls and governance procedures in any case 

given the general direction of travel and the fact that we 

know that tax claims and disputes are set to arise as a result 

of governments seeking to plug black holes in their 

balance sheets.

Hazell Hallam
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Director
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Update on Nudge letters, One to Many letters, and 
tax enquiries

Increasingly, taxpayers and their agents are receiving letters 

from HMRC as part of dedicated campaigns being run by 

HMRC designed to encourage taxpayers to review their tax 

position and ensure their tax affairs are fully up to date.

The two main types of letters we are seeing at the moment 

are referred to as ‘nudge’ letters and ‘one to many’. Both 

types of letters can cover a range of different areas, are not 

uniform and do not all require a response so knowing what 

action to take on their receipt, if any is required, is very 

important.

‘Nudge’ letters

We are aware that HMRC has once again issued letters to 

some taxpayers requesting information in respect of offshore 

income and gains.

The letters tell the individual that it is their responsibility to tell 

HMRC about their UK tax liabilities from offshore income and 

gains anywhere in the world, and that it is important that 

taxpayers check that they have declared all their UK 

tax liabilities.

The letters generally give 30 days to respond and all of them 

include a ‘Certificate of Tax Position’ form which HMRC ask 

the individual to complete and return whether they have 

additional tax liabilities to disclose or not.

On the certificate, the individual is asked to sign and make a 

declaration to the effect that:

• The information they provide on the certificate is ‘correct 

and complete to the best of their knowledge and belief’ 

and

• They understand that choosing to make a false statement 

or complete a false certificate is a criminal offence that 

can result in investigation and prosecution

Recipients are also asked to tick that either:

• Their tax affairs need to be brought up to date and they 

will make a disclosure of irregularities through the 

Worldwide Disclosure Facility (WDF); or

• Their tax affairs do not need updating and they do not 

have additional tax to pay.

There is then a further declaration: ‘I have declared all of my 

offshore income, assets and gains which are taxable in 

the UK’.

What should you do if you receive one of these 

letters from HMRC?

The first point to note is that HMRC are saying that they are 

aware that you have overseas income, not that your tax 

return is necessarily wrong. It should also be noted that there

is no legal obligation to complete the ‘Certificate of tax 

position’ and return it to HMRC. However, we strongly 

recommend that you check whether your tax affairs are 

correct and complete to the best of your knowledge and 

belief before responding to the letter.

If no disclosure is needed, you may wish to consider sending 

HMRC an explanation by letter. Where no response is 

received by HMRC, HMRC may follow up. Therefore not 

responding at all could attract more attention from HMRC. 

Responding to the initial letter may reduce the risks of further 

action being taken by HMRC.

If a disclosure is required, the letter advises that this must be 

made via the Worldwide Disclosure Facility (‘WDF’), but 

using the WDF may not necessarily be the most appropriate 

method. Depending on your individual circumstances, other 

approaches may be better.

‘One to Many’ letters

A One to Many letter represents an approach taken by 

HMRC to ‘positively influence customer actions’ so that they 

are more likely to comply with their tax obligations. In effect, 

these letters are designed to educate taxpayers, alerting 

them to consider whether there are any issues that they 

need to review in relation to their historic filing positions.

HMRC have issued these letters recently in relation to a 

number of different areas. These include:

• Deferred consideration for CGT purposes

• Reporting requirements for deemed domicile individuals

• CGT on residential property disposals

• Statutory Residency Test

• Foreign tax credit relief

• Overseas workday relief

What should you do if you receive one of these 

letters from HMRC?

If you receive one of these letters, it is important that you 

consider your historic position, with a view to confirming that 

there have not been any tax irregularities. Firstly and 

fundamentally this is important in and of itself to ensure that 

all returns are correct and complete.

In addition to this, if any irregularity that relates to the 

contents of HMRC’s letter does emerge, whether or not this 

issue has been adequately considered could have an impact 

on your position in the context of any subsequent 

amendment or enquiry.

HMRC interaction
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Update on Nudge letters, One to Many letters, and 
tax enquiries

HMRC enquiries

Over the last 18 months, we have seen many HMRC 

enquiries into executive tax returns with a focus on ‘carried 

interest’ – some involving several executives from the same 

firm, whilst others may only be in relation to one individual.

In order for HMRC to get comfortable with the reporting and 

disclosure of carried interest, they typically request 

evidence that:

• The carried interest is qualifying carried interest (i.e. 

meets the definition of carry as per the legislation);

• Does not meet the conditions of Income Based Carried 

Interest (i.e. they want to look at the Weighted Average 

Holding Period and the methodology that has 

been adopted);

• If foreign tax has been levied on the carry, that the 

correct foreign tax credit has been claimed; and

• If the recipient is non-UK domiciled, that the carry has 

been paid into two separate bank accounts and the 

proportion attributable to UK services is appropriate.

All of these points require some level of information to be 

provided by the fund manager, and in fact, HMRC will expect 

them to engage with HMRC to provide this evidence (which 

makes it even more important for this information to be 

provided to the executives from the outset – i.e. when 

preparing their returns).

Next steps for Insurers

The tax affairs of executives are typically complex, and the 

reporting of fund related returns can have wide ranging 

implications for both the individual and the firm. To ensure 

that executives are compliant with their reporting obligations, 

it is important to seek advice when:

• Dealing with HMRC ‘Nudge’ and ‘One to Many’ letters;

• Reporting carried interest and other fund returns via self-

assessment; and

• Dealing with HMRC enquiries.

Christine Cairns

Partner
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E: christine.cairns@pwc.com
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