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As essential as the Pillar I capital 
requirements are, it is not the 
only prerequisite to meet 
solvency requirements. Often 
underestimated, effective risk 
management and sound 
governance under Pillar II, will 
be of significant importance 
under SAM.  
 
Pillar II will have an enterprise-
wide impact, of which the extent 
and practical implication of the 
respective responsibilities and 
contributions has to be 
considered in its entirety.  
 
One of the questions to ask is 
where does tax sit in this 
process?  
 
 
 
 
 
 

What you need to 
know  

1. Tax will have the following 
strategic and operational 
implications within SAM: 

Strategic 

 Tax efficiency of products 

 Product design 

 Competitive position 

 Structure of groups 

Operational 

 Calculation of the Solvency 
Balance Sheet 

 Tax payable 

 Risk and governance 

2. The responsibilities of the 
following key stakeholders 
will be impacted under 
Pillar II – Risk management 
and governance: 

Board/Senior 

management 

Key 

responsibility 

Risk 

management 

Functional 

responsibility 

Finance Contribution 

required 

Actuaries Contribution 

required 

3. Understanding the 
responsibilities and required 
contributions and how this 
will affect the current day-
to-day activities of the tax 
related stakeholders is 
imperative in the design and 
implementation or 
remediation of the 
enterprise tax risk 
management activities and 
governance structures. 

 

4. Tax is often an important 
aspect of product design and 
mix.  Given that this will 
impact the Solvency Capital 
Requirement (SCR), 
effective integration of tax in 
the risk management or 
governance structure under 
Pillar II is vital. 

5. Tax is technical in nature 
and requires specialist 
expertise in the 
identification, assessment, 
and mitigation of tax risk as 
it pertains to each of the 
respective stakeholders.  

6. Tax as a business risk 
potentially impacts a 
significant number of 
processes, necessitating 
integration and the 
adequate consideration of 
tax risk management at an 
appropriate time in the 
design phase of the Pillar II 
process. 

7. General principles of risk 
management and good 
governance could assist 
insurers in understanding 
the impact of tax on their 
solvency requirements. It 
will also provide additional 
benefits through reducing 
uncertainty around tax in 
the organisation, reduce 
compliance related cost and 
providing a greater level of 
assurance to the board. 
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Three lines of tax 
defence 

8. The first step to tax risk 
management and tax 
governance under SAM is to 
ensure that you have 
adequate and effective 
governance, appropriate 
resources and effective tax 
processes and controls.  

 

 

 

 

 

Appropriate systems and 
data for accurate, complete 
and timely tax reporting are 
also required. 

9. A three lines of defence 
principle will ensure that 
appropriate attention is 
awarded to tax risk 
throughout the 
organisation. 

 

 

 

 

 

 

10. All tax types should be 
included in the development 
of a three lines of tax 
defence. The following table 
is an illustration of how the 
key stakeholders will be 
incorporated across the 
three lines of defence 
ensuring the tax risk 
management and 
governance requirements 
under Pillar II are met. 

 

 

 

 

 

  Executive  Non – Executive 

  First Line  Second Line  Third Line 

       

Examples of 
coverage 

  Tax strategy 

 Tax governance - tone 
at the top 

 Tax risk management 

 Tax compliance and 
risk awareness in 
operating practices 

 Tax performance 
management 

  Clear and well 
communicated tax 
risk policies, 
procedures and 
processes 

 Effective control 
and monitoring 
systems 

 Tax risk oversight 

 

  Independent tax 
risk assurance and 
oversight 

       

Who should be 
responsible 

  CFO 

 Head of Tax 

 Actuarial 

 Product design and 
development functions 

 

  Management 
control i.e. CEO, 
CFO, Head of Tax 
and Actuarial 

 All risk and 
compliance officers 
and other specialist 
functions 

 

  Internal Audit 

 External Audit 

 Board sub 
committees 
especially Audit, 
Risk and Tax 
committees 



 

What you need to do 

11. Tax departments need to 
obtain a detailed 
understanding of the SAM 
proposals and carefully 
consider the tax 
requirements for Pillar II. 

12. SAM will necessitate the 
integration of risk 
management and capital 
management, especially 
where an internal model will 
be used. Insurers will have 
to demonstrate that the risk 
management system, 
including tax risk, is 
embedded in key business 
decisions. On an operational 
level tax must also form part 
of managing the business.  

13. Activities such as the 
maintenance of the risk 
management system, 
demonstration of the use 
test, forward looking capital 
planning and management, 
stress and scenario testing, 
should all form part of the 
ORSA process. All activities 
will include tax risk across 
the different tax types. 

14. Insurers will have to develop 
and enhance the tax internal 
control environment, which 
will have an impact on the 
role of the tax department, 
risk functions and internal 
audit. 

 

 

 

 

 

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

16. Insurers should embark on a 
process of improving tax 
risk management, which 
includes proactively 
responding to SARS’ 
proposed new risk based 
approach. 

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

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

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

 

Louis le Grange 

louis.le.grange@za.pwc.com 

011 797 4263 

Christiaan Nel 

christiaan.nel@za.pwc.com 

021 529 2519 

Francois Kruger 

francois.kruger@za.pwc.com 

011 797 4717 

 

PwC SAM focus 
newsletters 

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

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.co.uk/eng/pub
lications/solvency_II_publicati
ons.html 

http://www.pwc.com/za/en/publications/sam-focus.jhtml
http://www.pwc.com/za/en/publications/sam-focus.jhtml
http://www.pwc.co.uk/eng/publications/solvency_II_publications.html
http://www.pwc.co.uk/eng/publications/solvency_II_publications.html
http://www.pwc.co.uk/eng/publications/solvency_II_publications.html

