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South African life insurers are 
currently using the Statutory 
Valuation Method (SVM) in their 
tax calculations.  
 
It is expected that the SVM basis 
will change fundamentally under 
the new Solvency Assessment 
and Management (SAM) regime.  
 
Given the uncertainty about the 
timing and direction National 
Treasury will take to address the 
basis that should be used for tax 
purposes, life insurers could end 
up with significant transition 
arrangements, which will have a 
direct impact on their results as 
well as systems and processes to 
calculate the tax numbers. 
 
 
 

 

 

 

 

 

 

What you need to 
know  

Four fund tax changes 

1. Tax laws continually evolve 
and concurrent with the 
introduction of Solvency II in 
the UK, a number of 
legislative changes will be 
implemented to rationalise 
and simplify the structure of 
the taxation of the life 
insurance industry. For 
example, changes to the scope 
of I-E for policies which 
provide no separate 
investment element in 
addition to life cover are 
envisaged in the UK as tax 
will be calculated on a trading 
profits basis.  

2. As part of National Treasury’s 
Strategic Plan to review the 
current taxation method of 
life insurers, a SAM Tax Task 
Group is investigating the tax 
impact of SAM. Legislative 
changes relating to, for 
example, transitional 
adjustments in moving from 
the current statutory tax 
balance sheet to a SAM 
balance sheet, and other 
principle changes to the four 
funds tax regime, could thus 
be expected. 

Measurement of tax under 
Pillar I   

3. SAM introduces a ‘market 
value balance sheet’ for 
regulatory reporting, with 
statutory capital determined 
through the Solvency Capital 
Requirement (‘SCR’) rules. 
Tax is a critical component of 
the SAM balance sheet and 
SCR calculations and some of 

the implications are explained 
below.  

4. Deferred tax assets and 
liabilities will have a direct 
impact on available capital. 
Appropriate valuation and 
recognition of deferred tax 
balances are therefore critical.  

5. In calculating the SCR, the 
loss absorbency of any 
deferred tax balance should 
also be carefully considered. 
This is not straightforward 
due to the complexity of the 
four fund tax principles. For 
example, tax rules dictate that 
capital losses cannot be set-
off against revenue income. 
Tax funds are also treated as 
separate taxpayers and no 
offsetting is allowed across 
different tax funds. Any 
modelling should thus take 
into account the position of 
each tax fund and the 
allowable loss set-offs in 
stress scenarios. 

6. Tax is often a key 
consideration in designing a 
product and the product mix 
is key to the SCR calculation. 

7. As IT systems may necessitate 
redesign under SAM, insurers 
will need to take the tax data 
and system requirements into 
account. For example, 
requirements relating to tax 
fund allocations, capital gains 
tax calculations and dividend 
withholding taxes. In addition 
tax assumptions and inputs 
are critical for developing an 
internal model, which adds 
complexity to system 
requirements. 
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Pillar II: Tax risk 
assessment and 
management 

8. Risk management is a 
fundamental component of 
SAM. Tax departments will 
therefore need to 
demonstrate that they are 
effectively managing tax risk 
and understand how tax risk 
impacts on capital 
requirements. 

9. Recent developments 
disclosed by the South 
African Revenue Service 
(‘SARS’) reveal the adoption 
of a risk based approach, 
whereby companies will be 
risk rated based on their 
approach to tax risk 
management. 

10. Interim measures under SAM 
will also require 
developments in the areas of 
governance, internal controls, 
risk management and stress 
testing, which will have an 
impact on tax and the role of 
the tax department. 

Group restructuring 

11. The legal and organisational 
structure of an insurance 
group impacts its capital 
needs.  

12. Various group tax roll over 
relief provisions are available 
in the Tax Act, which could 
assist insurers to reorganise 
or transfer insurance business 
on a tax neutral basis.  

13. With the continued changes 
by National Treasury to the 
group relief provision in the 
Tax Act (e.g. to section 45), it 
is however important that 

insurers consult on the most 
tax efficient capital 
refinancing and restructuring 
alternatives. 

What you need to do 

14. Tax departments need to 
obtain a detail understanding 
of the Solvency II/SAM 
proposals and carefully 
consider the tax requirements 
for the Pillar I models and 
balance sheet/SCR 
calculations. 

15. Insurers should ensure that 
they are providing adequate 
input through the SAM 
structures to the process of 
investigating and assessing 
the impact of any changes to 
the taxation regime. 

16. For businesses to remain 
competitive insurers should 
understand and manage the 
potential tax risk and 
implications arising from 
product design.  

17. Insurers should embark on a 
process of improving tax risk 
management to proactively 
respond to SARS’s new risk 
based approach. 

18. Insurance groups should be 
looking at possible structural 
changes in anticipation of 
SAM to optimise the 
utilisation of losses or 
decrease the capital and 
compliance requirements. 

19. Given the potential changes 
and future tax developments, 
insures should consider how 
tax risk will be managed in 
this uncertain time. 

 

If you wish to discuss how we 
can help you, please call your 
regular contact or 
alternatively: 

Louis le Grange 

louis.le.grange@za.pwc.com 

011 797 4263 

Jos Smit 

jos.smit@za.pwc.com 

021 529 2315 

Stefan Botha 

stefan.botha@za.pwc.com 

011 797 5271 

 

 

PwC SAM focus 
newsletters 

The following link provides 
access to PwC’s SAM focus 
newsletters. 

http://www.pwc.com/za/en/pu
blications/sam-focus.jhtml 

 

PwC global thought 
leadership on Solvency 
II 

The following link provides 
access to a range of thought 
leadership pieces produced by 
the firm on Solvency II. 

http://www.pwc.com/gx/en/in
surance/solvency-ii/index.jhtml 
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