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Dear Sir/Madam 

Response to a consultation on distributable profits of long-term (life) insurers 

Deloitte LLP welcomes the opportunity to respond to a consultation on distributable profits of long-term (life) 

insurers. We agree that the nature of the long-term insurers’ business makes it difficult for life insurance 

companies to apply the general rules of distributable profits as set out in section 830. The introduction of the 

Solvency 2 Directive made it necessary to revise the current requirements of section 843 for those entities 

no longer required to have a “long-term fund”. We agree that for those entities not applying the Solvency 2 

regime section 843 will remain relevant. We have set out our detailed responses to the consultation 

questions in the Appendix to this letter.  

Overall we support the proposal to revise the calculation of distributable profits for long-term insurers.  Our 

key comments, which we expand on in the appendix to this letter are as follows: 

• We believe that in a number of instances the amounts determined based on a formula in section 843A 

may be higher than the amount determined under section 831. In such situations section 831 would 

provide a restriction for public companies capping the amount of reserves that can be distributed. We 

believe this operation of section 831, which stems from an EU legislation, to be a useful protective 

mechanism complementing the application of section 843A.  

 

• We believe there are potential unintended consequences from including as deductions both the amounts of 

illiquid or regulatory restricted assets and the amounts of capital items such as share capital and other 

undistributable reserves, as this may result in double counting. We ask for clarification that application of 

section 843A (6) would avoid double counting in such instances. 

 

• We recommend the development of an allocation criteria, or at least a general principle, to apportion the 

amount of the deductions under the new approach for items that cannot be fully allocated to the life 

insurance business (such as a surplus from investments in the qualifying undertakings or a defined benefit 

pension plan surplus). 

 

We would be happy to discuss our letter and the draft proposals with you. If you have any questions, please 

contact Kate Kabanova (020 7303 8440 or kakabanova@deloitte.co.uk) or Ken Rigelsford (020 7007 0752 or 

krigelsford@deloitte.co.uk).  
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Yours faithfully 

 

 

 

 

Veronica Poole 

National Head of Accounting and Corporate Reporting 

Deloitte LLP 
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Appendix 

Question 1. Do you believe that the new approach is stricter than that laid out in section 831 and thus 

in the case of a public limited company, a distribution which satisfies the new approach will also 

satisfy section 831? If not, do the two approaches work together in a consistent way? 

The determination of distributable profits under the proposed section 843A will be based on the 

company’s net assets as determined for Solvency 2 prudential regulatory purposes, rather than on the 

statutory reported accounting numbers. It is difficult to assess whether the amounts determined based 

on the Solvency 2 net assets would always be lower than those determined in accordance with section 

831. We believe that in a number of instances the amounts determined based on a formula in section 

843A (assets less liabilities less deductions) may be higher than entity’s net assets less the aggregate of 

its called–up share capital and undistributable reserves (per section 831). However, in these situations 

section 831 would provide a restriction on the amounts calculated under section 843A capping the 

amount of reserves that can be distributed. This operation of section 831, which stems from an EU 

legislation, seems to be a useful protective mechanism complementing the application of section 843A.  

 

Question 2. Is it in fact possible to determine profits, losses, assets, liabilities and relevant deduction 

relate to which part (life or non-life) of the company? If this is not possible for some items, how would 

apportionment be possible for these? 

Solvency 2 requirements to separate the life and non-life parts of the business of an insurance 

undertaking that is authorised to carry out both businesses would naturally provide the basis for the 

application of the new approach to the “A” and “L” elements of the formula. 

However, the identification of the “D” elements is not always straightforward. In particular: 

• The deduction of the unrealised value of investments in a qualifying undertaking (section 843A 

(5) (a)) would need to be apportioned if that undertaking’s operating activities would be 

potentially benefitting both life and non-life insurance businesses of the company.  We 

recommend the development of an allocation criteria, or at least a general principle to apportion 

the surplus from investments in the qualifying undertaking participations that cannot be fully 

allocated to the life insurance business to enable the calculation of the deduction amount for 

“D” in the new approach. 

• A similar issue would exist for the surplus of a defined benefit pension scheme that employs a 

workforce that is working both for the life and non-life part of the undertaking. 

• By their nature capital items are company specific and they would not naturally fall in the life 

and non-life allocation. However, Solvency 2 would require the calculation of the Solvency 

Capital Requirement for the two segments of the composite undertaking and the government 

could utilise these amounts to set the basis to allocate the deduction from these items.  
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Q3. Are there any unintended consequences that arise due to the approach of “A-L-D” (assets – 

liabilities – deductions) being equal to profits of the company which are available for the purpose of 

making a distribution, rather than equal to accumulated realised profits less accumulated, realised 

losses? 

We believe there are potential unintended consequences from including as deductions both the 

amounts of illiquid or regulatory restricted assets and the amounts of capital items such as share capital 

and other undistributable reserves, as this may result in double counting. Consider for example a 

company with a pension surplus that is represented by its share capital and share premium reserves. 

Deduction of both the pension surplus and the reserves from the amount of net assets would double 

count the deduction. We would ask for a clarification that this is a type of situation that is intended to be 

captured by section 843A (6) that would avoid double counting.  

Question 4a. Do you believe the wording in subsection 5(a) achieves the objective of distinguishing 

between undertakings which carry out the life insurance or reinsurance business and undertakings 

which represent part of the insurer or reinsurer’s portfolio of investments? 

Question 4b. Do you believe that the “undertaking”, given its definition within the subsection 8(e), 

that references “participation” (as defined in Solvency 2) is appropriate in this case? If not, what would 

be a more appropriate way of defining this deduction? 

Question 4c. Should the cost price of the “undertaking” be adjusted for inflation when determining 

if/by how much shares at their current value exceed cost price?  

We believe that the wording of subsection 8(e) of section 843A distinguishes between investments in 

associates, subsidiaries and joint ventures and investments held as part of a portfolio of assets.  

The effect of the subsection 5(a) of restricting the amount included in net assets for such investment in 

subsidiaries, associates or joint ventures to cost is similar to the effect achieved by section 831.  

We do not believe that the value of the cost of the “undertaking” should be adjusted for inflation.  

Question 5. Do you agree that the concept of a defined benefit pension scheme is sufficiently clear 

without further definition? If not, how would you propose it be changed?  

We believe the concept of the defined benefit pension scheme is sufficiently clear and we assume that 

the reference to a defined benefit pension surplus refer to the amount as included in the company’s 

financial statements.  

Question 6. Can you provide a rationale for including, or not including, Solvency 2 transitional 

measures as part of the distributable profits figure? 

We have not been able to conclude on the impact of Solvency 2 transitional measures on the UK life 

insurance sector. 

 


