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Moves to bring taxation online with greater digitalisation are not new. However, last month the UK’s tax
authority, HM Revenue & Customs (HMRC), laid out what it sees as a route map to fully implement Making Tax
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Digital (MTD) for corporation tax.
While the aim is to operate a pilot scheme in 2024 and a mandated online ﬁling by 2026, insurers cannot ignore
the need to be aware of the impact the changes will deliver and how they need to prepare for their introduction.
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Those impacts can be described in terms of both volume and frequency. In terms of frequency, where
traditionally ﬁrms will have expected to ﬁle their tax return once a year, it is clear statutory, regulatory and
taxation ﬁlings will be required on a more consistent basis. The expectation is tax ﬁlings will need to be made at
least four to ﬁve times a year and once the system is fully implemented it is more than likely the time period will
https://insuranceday.maritimeintelligence.informa.com/ID1132686/...
be moved to a monthly basis.
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It will undoubtedly create a signiﬁcant amount of work for insurers, particularly as they have a more complex
system with both insurance and actual accounting systems. MTD will also demand a greater degree of
integration between the various departments and operations that create tax returns at present.
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It is envisaged there will be a single point of origin for all data and the systems that create the various returns
BEHIND TAX RETURNS
will need to be interlinked to enable the revenue authorities to see a clear evidence trail as to how the ﬁgures
within the tax return have been calculated and on what basis.
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With tax-payer data being readily available and online, HMRC will be able to benchmark ﬁrm returns and
performance. This will enable HMRC to identify and focus its enquiry resources on any ﬁrms that are outside the
collective responses, perhaps with more stringent enquires as to why those ﬁrms are failing to follow the curve
that has been created by the majority of its peers.
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It is also likely to have a secondary consequence in terms of acting as a catalyst for changes in other areas of
business. It will require greater levels of data, and with increased data comes an opportunity for ﬁrms to put it to
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may result in changes to the ﬁnal structure and regime, once created it will change the existing system
dramatically.
Thomas
To is a director and Ian Bacon is head of tax technology delivery at BDO
Processes that, at present, are split into separate teams, which rarely communicate, will need to be integrated to
create a single process across the regulatory, compliance and taxation reporting lifecycle.
The changes will be signiﬁcant and they will demand companies understand how the volume and frequency in
the reporting system will change.
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Lloyd’s say its Blueprint Two will deliver:
• Approved and clear data standards
that will support the next generation of
placement platforms and solutions at
Lloyd’s.
• A new Lloyd’s marketplace gateway
and super-fast processing capability that
will allow cover to be evidenced and issued
in minutes and simultaneously create
technical accounting records.
• Automated claims recognition, routing
and orchestration that will facilitate faster
claims payments.
However, the market’s aims are not
without challenges.
Christopher Croft, CEO of LIIBA,
says while change is needed, face to face
placement of risks will remain.
“We are supportive of the broad ambition
of the proposals in Blueprint Two,” he adds.
“There is no doubt that we cannot go on
doing what we are doing today if London is
to remain the pre-eminent global insurance
centre. So, more efficient and effective
approaches to processing, particularly to
the way in which we move money between
counterparties, is vital. Blueprint Two will
reboot market efforts in this area. It is vital
that, this time, we deliver.
“The proposals set out a plausible high-

level direction. We now need to come
together as a market, brokers, company
market and Lloyd’s, to develop this into a
suite of services that works for our clients
and which there will thus be an incentive to
adopt.
“This must be an inclusive process with
participation from across the communities.
If you just build it, people are unlikely to
come.”
Croft adds: “Given the complexity of
business that comes to London, it will
always be an intermediated market. And
navigating that market to get the best deal
for clients will rely on skills, expertise,
knowledge and relationships that can
only be developed through a physical
presence. So, whilst the transactional part
of the market will continue to be remote,
trading will not. No wholesale financial
service sector has left the City cluster after
digitising – even if staff may be fewer in
number. We wouldn’t expect, for once, for
insurance to be any different.”
Charles Portsmouth, partner in the
Insurance Practice at BDO says the market’s
plans are likely to open up areas of the
market to brokers which traditionally do not
walk the floors of One Lime Street.
“COVID has undoubtedly accelerated
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change in the market and the moves
towards a remote underwriting operation,”
he explains.
Technology will redefine the underwriting
room with increasing levels of risk placed
remotely, reducing the need for face to face
interaction on many risks. Whether this will
impact the use of wholesale brokers in the
market is still open for debate, but the direct
placement of risks online will undoubtedly
reduce the frictional costs of doing business
adds Portsmouth.
“Complex risks will always require a
degree of face to face interaction,” he adds.
“However, that can be achieved remotely
as we have seen in recent months due to
COVID.”
The delivery of cross market standards
will be key according to Portsmouth, given
the need for the London market to move as
one on process reform.
He adds that the market was already on
the way to driving tangible reform.
“The semi-remote underwriting room
already exists given the events of recent
months,” Portsmouth says. “Lloyd’s needs
to take the whole London market with them
which is why a set of common standards
rather than a standalone platform is a
positive.”
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COVID-19 likely to deliver worst of years for insurers
Published 02-Jun-2020 by
Charles Portsmouth, BDO

As the COVID-19 pandemic increases the internal and external pressures on underwriters, one of the market's adages comes to mind:
"good years get better, bad years get worse". The industry is set to put that view to a test unlike any it has previously witnessed.
From a financial perspective the insurance industry is generally well-prepared for major loss events such as COVID-19, albeit the true
financial impact is likely to take some time to play out fully. Lloyd's has estimated the 2020 underwriting losses covered by the industry
as a result of COVID-19 to be approximately $107 billion, and that figure is predicated on the lockdowns imposed across the world
having eased before the third quarter of the year.
It has also warned that, unlike with other events, the industry will experience falls in investment portfolios of an estimated $96 billion,
bringing the total projected loss to the insurance industry to $203 billion. For insurers and reinsurers, it is not simply the cost of claims
that they need to consider and respond to. Apart from being claims payers they are also employers and investment managers, and
heavily regulated ones at that.
Mixed picture
Those leading insurers that have reported first-quarter results, including Chubb, Travelers, the Hartford, Markel and Swiss Re, have
painted a mixed picture of the liabilities so far. All predict that things will probably get worse, however. At present the lines of business
exposed include: life and health; business interruption; travel insurance; credit insurance, cyber risk insurance and the contingency
market, with the industry set for significant claims arising from the cancellation of major events such as the Olympics and Wimbledon.
Other areas of risk will surface as time passes. Marine hull underwriters are now becoming concerned at the number of cruise ships
sitting in Miami harbour or in other parts of the Caribbean, just as the hurricane season starts. It creates a concentration of risk and
exposure similar to the one suffered by the marine cargo market during the Thailand floods a few years ago. Insurers generally expect
the pandemic to remain an earnings issue, however, rather than becoming a question of viability.
It is not all bad news. Areas such as motor insurance have experienced significantly lower loss rates due to the impact of social
distancing and a reduction in road travel. Demand for some classes of business is also likely to change. Credit risk exposures will
undoubtedly continue to increase, particularly in the retail and leisure sectors.
Historically, following major loss events such as 9/11 and hurricanes Katrina, Rita and Wilma, rates have tended to harden across the
board, and every indication is that the current pricing cycle will follow suit. Several underwriters are already undertaking capital-raising
exercises to be able to increase risk capacity as rates increase.
Balance sheets
What is clear is that the pandemic will have an impact on underwriters' balance sheets. Companies will need to look at how best
to manage the business, and their staff, through the pandemic and what is already shaping up to be an unprecedented worldwide
recession.
The impact of falling equity markets cannot be underestimated. This will not only apply to insurers' balance sheets, but will also affect
pension funds and many other businesses. Investment income will also be down, as dividends are cancelled or deferred. This comes in
conjunction with continued low interest rates and against a backdrop of both a recession and a possible increase in inflation.
There is likely to be a material deterioration in credit ratings, which may not filter through into the ratings of the credit agencies, who
appear to be taking a long-term view. Many sectors, however, will have viability issues which will affect customers in terms of bad debts
on premiums. Exposure to financial institutions, including reinsurers, may well increase, and this may have an effect on credit ratings,
which may need to feed through into capital calculations for insurers.
Reviewing risk profiles
Insurers' chief risk officers and risk management teams are now being challenged by a changed risk profile and by the demands
of regulators, which have taken a proactive approach to the pandemic. Six months ago, a "pandemic" was a green dot on many or
even all companies' emerging risk reports. It has now crystallised as a live risk flashing red on their risk registers, although this might
be lowered in the near future. It seems unlikely, however, that many firms would have mapped the crisis and its possible impacts
effectively. How many scenarios would have considered a complete lockdown of much economic and all social activity for the potential
length of time being witnessed at the moment?

-1-

The result is the need to review the predicted effects and ensure they are updated to reflect the reality, both in the short term and in the
medium to long term. The latter might be difficult to predict as yet, and a range of scenarios might therefore be needed, with differing
assumptions. A company's Own Risk and Solvency Assessment (ORSA) will need to be reviewed and possibly re-run, both from
© 2020 Thomson
Reuters.
All rights
an internal and external perspective.
It will
need
toreserved.
consider that awful piece of jargon which now seems to be heard daily, "the new
normal". This will mean revising three-year business plans, reviewing capital management plans and, if necessary, reporting the results
to the regulator as required by the Senior Managers and Certification Regime (SMCR) and the rules governing senior management
functions. A regulatory communications plan will also need to be put together.
Regulatory response
The UK regulators, the Prudential Regulation Authority (PRA) and the Financial Conduct Authority (FCA), both initially focused on
business continuity and operational resilience. Given the lack of issues which have come to light, they have since moved on to look at
more proactive steps to protect policyholders. The PRA has unsurprisingly, focused on financial viability and the ability to pay claims to
policy holders. It has already requested statements from insurers on potential exposure to business interruption coverage. The FCA has
focused on conduct and treating customers fairly, both in terms of claims handling and policy terms and conditions.
Both regulators issued speedy statements setting out their expectations, and in particular regarding motor, home and property
insurance. Their intervention in the business interruption market has been widely reported, as it seeks legal opinion on a range of policy
wordings amid concerns about ambiguity. There may well be more regulatory interventions like this from the FCA in future, as the
regulator attempts to ensure its objectives are met, particularly for those seen as financially weak, with a focus on retail and small and
medium-sized enterprise business customers.
The FCA has raised concerns about the treatment of policyholders at renewal, mid-term adjustments and product suspensions. Given
the shock this crisis has presented to financial markets, and the potential long-term implications, it has never been more important to
maintain clear and complete audit trails for all decisions. Ultimately, firms' records need to be kept in a way that is readily available and
presentable to the regulators on demand.
Constant scrutiny
Insurers and reinsurers face significant challenges, and their response to the crisis which they and their customers face will be under
constant scrutiny. To return to the "good years get better, bad years get worse" adage, when the industry has the opportunity to look
back, 2020 will be classified as a bad year overall.
Charles Portsmouth, director, financial services advisory, at international accountancy and advisory firm BDO
Complaints Procedure
Produced by Thomson Reuters Accelus Regulatory Intelligence
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