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Overview e Traditional structure of global programmes
e What is the problem?
e Local policies
e Non-admitted cover
e Local regulations and tax
e Financial Interest cover

e A compliant global programme?
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Regulatory Crunch
for Multinational
Companies
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Memorandum of Understanding

between Tax and Regulatory Bodies

Local Corporate Governance

Tax Regulations

A

v

Local Industry Specific Licensing
Regulations

v

Insurance Regulations

V'

Multinational
Company

Company Law Changes
- Director’s Responsibilities
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Multinational
Companies Wish List
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Global insurance policies to be compliant
— from regulatory and tax perspective

Credible and rated insurers

Cost of risk as low as possible

Consistency in policy wordings

Contract certainty particularly around claims
settlement

= Pragmatic and practical approach and solutions
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Global Master
Programme —
Issues for
Multinational
Companies
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e How can a risk, located in a country where non-admitted is not
permitted, be covered?

e How can a loss, arising in a country where non-admitted is not
permitted, be adjusted and paid by the insurer?
* Will the global insurer pay the loss directly to the entity which suffered the loss?
* Will the global insurer pay the loss to the parent company?
* s this clear from the wording of the Master Policy?

* If Financial Interest Cover endorsement included in the Master Policy, what are the
implications for the Multinational Company?

e If local policies required, what local limits should be purchased?
* How can the insurer/broker assist in the determination of the local limits?
» Can premiums be paid centrally or will they have to be paid locally?
* What about DIC/DIL cover, premiums and related taxes?

e Premium allocation and internal recharge of global programme
premiums
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Insurer Issues
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e Licensing obligations

* Freedom of Services/Establishment
¢ Lloyd’s licence 66 countries including EU/EEA
- US surplus lines licence

e Direct cover on a non-admitted basis
* Non-admitted not permitted

e Premium allocation
e Loss adjustment services

e Claims management and settlement

e Premium related tax collection and settlement
* Relevant documentation in support
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Local regulations

e Range of regimes
¢ relaxed — e.g. UK
* medium —e.g. USA
* strict — e.g. Argentina, Mexico

e Will breaches be detected?
* regulators talking
¢ tax bodies
* exchange control

e Penalties

* e.g. Argentina

CLype&Co
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Examples of
Regulatory Issues

o In the European Union, inconsistent regulations

 Certain member states require local risks to be covered by EU
insurer

* Non-admitted permitted in a few member states such as UK
o US risks could be covered on a direct procurement
basis

* But confusing and impractical regulations, which vary from state to
state

o Brazil, Russia, India, China, (“BRIC”) strictly prohibit
non-admitted insurance

* In certain countries exemptions could be sought from the local
regulator

o In Australia — Regulation of Direct Offshore Foreign
Insurers

o In Canada, Insurance Companies Act amended from
1 January 2010

o Warning issued by Mexican Regulator about potential
penalties for non-compliance

o Argentinean authorities imposed fine of 23 times the
premium for non-compliance

CLype&Co
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Local Policies

e Pros
» comply with local regulations
» conformed to needs of local entity

* local service
e Cons
* strength of local insurer?
¢ extent of cover?
¢ coordination with rest of programme?

CLype&Co
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Non-admitted Cover

e Pros
* strength of carrier
¢ consistency of service and terms
* cost-effective

e Cons
* remote?
* non-compliant?

CLype&Co
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Taxation Issues for
Multinational
Companies

e Premium allocation methodology
* “Just and reasonable” basis
* Documentation

e What premium related taxes has to be paid to the
insurer?

e What premium related taxes has to be paid directly to
the tax authorities?

e What about premium related taxes on premiums
relating to risks located in countries where non-
admitted insurance is not permitted?

e Evidence of premium related taxes paid via the
insurer

e Potential income tax implications on premiums and
claims

e Tax warranty/indemnity clause in the Master Policy

CLype&Co
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Potential Tax
Paradox on Global
Insurance Policies —
An example
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P&L P&L
Overseas Ultimate EU
iary Parent

Subsid

Premium expense paid to insurer centrally —
premium taxes may not be paid correctly

(1,000,000

Premium recharged — may not be tax deductible at subsidiary level (500,000) 500,000

Insurance Premium Tax — average rate of 11% 55,000

Loss suffered by the overseas subsidiary (10,000,000)

Claims received from non-admitted insurer — may be treated as “Taxable Income” by the
local tax authorities

Tax may be suffered by Ultimate Parent on Claims - avg. income tax rate 25%

10,000,000

(2,500,000)
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Financial Interest

C
over e A different approach to DIC/DIL Structures

- insures the value of a subsidiary, not the value of the asset
- calculation of loss
- payments will be made to lead office, not locally

e Enables local compliance but does not replicate
traditional global — policy coverage
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Financial

Interest Traditional
Cover

Insured

Financial

| Parent | L05§es Parent interest in
Paid value of

subsidiary

e —  Subsidiary | | Subsidiary |

| Factory |<— Insured | Factory |'— Insured
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Financial Interest

Cover
e A solution to all global policy issuers?

* Legal analysis

* Mismatch in loss and recovery

* Regulatory views

* Implementation through wordings

CLype&Co
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A Compliant Global e Local policies where required/appropriate
Programme?

e Master policy where allowed
* alone or

* local policy plus DIC/DIL

e Financial interest cover

CLype&Co
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“The Compliance
Continuum”

More flexible
options

High
Regulation

High i
Enforcement, P Mlzdium Vediin
\ i ulariior EXposure

More economic
possibilities

Essential Advised

High degree of compliance
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I Questions Contact Details:

Andy Tromans

Address: The St Botolph Building
138 Houndsditch
London
EC3A 7AR

Tel: 020 7876 5000

Email: andy.tromans@clydeco.com
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Abu Dhabi

Tel:  +9712 644 6633
Fax: +9712 644 2422
Email: mero@clydeco.ae

Belgrade*

Tel +381 11 303 8822
Fax:  +381 11 303 8309
Email: clyde@clydeco.rs

Caracas

Tel +58 21227857118
Fax: +58 212 285 5098
Email: clyde.co@cantv.net

Dar es Salaam*

Tel:  +255(0) 753 451 345
Fax:  +255 (0) 222 103 004
Email: info@akolaw.com

Doha

Tel +974 496 7434

Fax:  +974 496 7412

Email: mero@clydeco.com.qa

Dubai

Tel +971 4 384 4000
Fax:  +9714 384 4004
Email: mero@clydeco.ae

Guildford

Tel:  +44 (0)1483 555 555
Fax:  +44 (0)1483 567 330
Email: info@clydeco.com

Hong Kong

Tel +852 2878 8600
Fax:  +852 2522 5907
Email: clyde@clyde.com.hk

London

Tel +44 (0)20 7876 5000
Fax:  +44 (0)20 7876 5111
Email: info@clydeco.com

CLype&Co

* Manchester * Paris . .
Tel:  +44 161829 6400 Tel: +33 1444388 88 Clyde & Co LLP is a limited
Fax: +44 161829 6401 Fax: +33 144438888 liability partnership
Email com Email: pari fr g in England and

Wales.

* Montreal * Piraeus N
Tel:  +1514843 3777 Tel:  +30210 417 0001 Authorised and regulated
Fax: +15148436110 Fax: +30 210 417 0002 by the Solicitors Regulation
Email: info@clydeco.com Email: info@clydegr Authority.

* Moscow .

* Riyadh* © Clyde & Co LLP 2011
Tel:  +7 495601 9006 Te{ N 1 970 5010

Fax: +7 4956019005
Email: clyde.co@mail.ru

¢ Mumbai*

Tel:  +91 (0) 22 4001 0000
Fax: +91(0) 22 4001 0001
Email: mumbai@almtlegal.com

Nantes

Tel +33(0)2 40470071
Fax:  +33(0)2 40 35 84 82
Email: nantes.office@clydeco.fr

New Delhi*

Tel +91 11 3061 4401
Fax:  +91 113061 4411
Email: delhi@almtlegal.com

* New Jersey

Tel:  +1908 277 4100
Fax: +1908 277 4110
Email: info@clydeco.us

New York

Tel +1212710 3900
Fax:  +1212710 3959
Email: info@clydeco.us

Oxford

Tel +44 1865 336600
Fax:  +44 1865 336611
Email: info@clydeco.com

Fax. +966 1279 5101
Email: enquiry@albosailylawoffice.com

* Rio de Janeiro

Tel:  +55 212217 7700
Fax: +55212217 7729
Email: enquiries@beaumont.com.br

¢ San Francisco

Tel:  +1415 365 9800
Fax: +1415365 9801
Email: info@clydeco.us

* Shanghai

Tel: +86 2160356188
Fax: +86 2160356199
Email: clyde@clydeco.com.cn

Singapore

Tel:  +65 6544 6500
Fax: +65 6544 6501
Email: post@clyde.com.sg

St Petersburg*

Tel: +7 8122322297

Fax: +7 812233 8109

Email: mp@musinandpartners.ru

Toronto

Tel:  +1416 366 4555
Fax: +1416 366 6110
Email: info@clydeco.com




