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Welcome to the February 2012 edition of the Argenta Tax & Corporate Services Limited 
(‘ATCSL’) Tax Newsletter. The purpose of this newsletter is keep our clients informed of 
tax issues affecting the Lloyd’s market. Feel free to write to us if you would like to see 
particular issues covered in the Newsletter or have any comments on the articles 
published. 
 
Member Level Stop-Loss Premiums 
 
The Government announced at Budget 2011 that it would consult with industry on 
proposals to amend the timing of the tax deduction for Lloyd’s member-level stop-loss 
premiums.  Following this announcement, the Government has been consulting with 
Lloyd’s and interested parties on these proposals. The Government has decided to 
legislate in Finance Bill 2012 to amend the timing of the tax deduction for all premiums 
payable by corporate members of Lloyd’s in respect of member-level stop-loss insurance 
taken out on or after 6 December. The legislation aims to align the timing for recognition of 
tax deductions for premiums with the recognition of the profits to which they relate. This 
will, therefore, apply the same tax treatment that currently applies to syndicate-level 
reinsurance. 
 
We would point out that this rule only applies to companies (eg Namecos) and company 
partners in LLPs and SLPs. The new rules do not apply to Names or individual partners in 
SLPs and LLPs who will still be able to take a deduction when the premium is paid.  
 
For the avoidance of doubt, where a stop loss premium is taken out to protect a LLP or 
SLP, the premium should be deductible in the LLP or SLP. It is of no relevance if the policy 
is settled on behalf of the LLP or SLP by the individual member. 
 
Claims Equalisation Reserves to be abolished under Solvency II 
 
Tax relief for Claims Equalisation Reserves (CERs) of Lloyd’s corporate members is to be 
repealed.  The measure will have effect from the date Solvency II comes into force, which 
is expected to be 1 January 2014 ie the 2010 Year of Account will be the final underwriting 
year where it will be possible to obtain a tax deduction for a CER. CERs will disappear as 
a regulatory requirement once Solvency II comes into effect and so something needed to 
be done from 2014 onwards. 
 
It is planned that from 2014, the amount of any CER for which tax relief has been obtained 
will be brought back into charge to tax in six equal installments over the following six 
years, with any balance being taxed in the member’s final period of business if it ceases to 
carry on the business within those six years.  
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Converting to Limited Liability Underwriting Vehicles 
 
Sometimes it is worthwhile reviewing the benefits available to Names on conversion to 
limited liability underwriting vehicles. We have summarised below an opportunity that 
might be of interest to Names that are not resident for tax purposes in the UK, or indeed 
Names who might one day become non-UK resident: 
 
At the moment, conversion to a Nameco (rather than an LLP) is attractive for non-resident 
Names, paying UK tax at 20% rather than 50% being an obvious attraction. Many Names 
own capacity which if sold at auction would generate a substantial capital gain, which 
would be subject to capital gains tax (at 28% or possibly 10%).  Conversion to a Nameco 
enables capacity to be transferred to a Nameco with the gain rolled over into the shares 
issued in exchange by the Nameco. Ordinarily, under this legislation the gain only 
crystallises for UK tax purposes when the shares are sold.  For certain non-residents, it 
should be possible to defer the gain in this way, and, even on disposal of the Nameco 
shares, avoid crystallising the UK capital gains tax charge (local tax legislation will need to 
be considered).  
 
In addition, as part of the conversion process, the Nameco will acquire the capacity at 
market value and will be able to amortise the capacity for UK tax purposes over its 
estimated useful life (potentially as little as 3 years). The amortisation can be offset 
against the underwriting profits of the Nameco - another attractive benefit. 
 
As you would expect, the effectiveness of this idea will depend on your particular facts 
and circumstances. Please speak to your usual Argenta contact if you would like to 
explore this idea in more detail. 
 
Entrepreneurs' Relief and Namecos 
 
A potential issue arose recently on the availability of entrepreneurs' relief on the sale of 
shares in a Nameco that might be of interest to you. 
 
Entrepreneurs’ relief is available on gains made by individuals on qualifying business 
disposals. These include disposals of shares or securities held in the shareholder’s 
personal company. If entrepreneurs’ relief is available the effective rate of capital gains 
tax payable on any gains arising on the disposal is 10%. If the conditions are not met then 
CGT is payable at 28%. 
 
There is a lifetime limit of £10 million on the amount of gains which can qualify for 
entrepreneurs’ relief. 
 
In order for a shareholder to be able to claim entrepreneurs’ relief on the disposal of 
shares, all of the following conditions must be met: 
 
(a) The company in which the shares are held must be the shareholder’s personal 

company; 
(b) The shareholder must be an officer or employee of the company; 
(c) The company must be a trading company. 
 
All three of these conditions must be met for the whole of a 12 month qualifying period. 
The qualifying period ends on the date of disposal of the shares or securities, unless the 
company ceases to be a trading company, or to be a member of a trading group, within 
the period of three years before the date of disposal. If so, it ends on the date the 
company ceased to qualify as a trading company or a member of a trading group. 
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Conditions (a) and (b) are based on fact and in most cases will be met.  We want 
to draw your attention to a possible problem with condition (c). 
 
A trading company for these purposes is a company carrying on trading activities 
whose activities do not include, to a substantial extent, non-trading activities. 
Namecos are corporate members at Lloyd’s and underwrite through participation 
on various syndicates at Lloyd’s. Such an activity is considered to be a trading 
activity. It is then necessary to consider whether the company carries on any 
substantial non-trading activities.  Substantial in this context is regarded by HM 
Revenue and Customs as meaning more than 20%. In ascertaining a company’s 
trading status, HMRC would consider the following factors: 
 

• Income from non-trading activities; 

• The company’s asset base; 

• Expenses incurred or time spent by the officers and employees of the 
company in undertaking its activities; and  

• The company’s history 
 
These measures should not be regarded as individual tests which all need to be 
passed. They are merely factors which may assist in the determination of the 
status.  
 
A Nameco is unlikely to have substantial non-trading income and the time spent 
by the company’s officers would be substantially on trading activities. When 
looking at the company’s assets, many Namecos hold cash. To the extent that 
this cash is greater than 20% of the overall value of the company then HMRC 
might try to argue that the cash is a non-trading asset and therefore the disposal 
would not be eligible for entrepreneurs’ relief.  
 
Fortunately, there might be good arguments to defend such a challenge (if it was 
made). There are good justifications for Namecos retaining cash balances for the 
purposes of its trade. For example, meeting Coming into Line requirements. The 
Nameco would also need to retain funds to meet losses arising on its underwriting 
for prior Years of Account. Insurance, especially underwritten via a Lloyd’s 
platform, is a high risk business with volatile results.  Consequently companies 
need adequate capital to ensure continued underwriting and therefore it is prudent 
to retain cash in the company to cover a Two Events Net Realistic Disaster 
Scenario of up to 20% of PIL as well as making provision for ongoing expenses 
and harsher CIL requirements into a softer market cycle. 
 
Conclusion 

 
The key message here is for Nameco shareholders that at some point might 
consider a sale of the shares in the company. They need to ensure they are 
meeting the obvious conditions (eg, is the shareholder a director of the Nameco?) 
and consider whether the asset base of the Nameco is justifiable for the purposes 
of claiming entrepreneurs' relief.  
 
 



 

Last Will and Testament 
 
… and to that nice young man at No. 11 I leave 40% of my estate. 
 
We are fairly confident that most of our readers would not want George Osborne to be the 
biggest single beneficiary of their estate but in the absence of proper planning that is the 
likely outcome. 
 
Inheritance tax (IHT) is charged at the flat rate of 40% on the chargeable value of your 
estate on death.  The normally unlimited spouse exemption means that in most cases the 
charge can be deferred until the death of the second spouse or civil partner. 
 
Following the introduction of “transferable” nil rate bands it is no longer necessary to 
capture the nil rate band of the first spouse to die but, particularly in the context of Lloyd’s, 
it remains important to capture the benefit of IHT business property relief on the first death. 
 
For those of a charitable disposition it is proposed that for deaths on or after 6 April this 
year where a minimum of 10% of the estate is left to charity the rate of IHT on the 
remainder will be reduced from 40% to 36%; this change is intended principally to 
encourage charitable giving. 
 
There are some lifetime exemptions from IHT: 

• small gifts £250 p.a.  

• annual £3,000  

• marriage up to £5,000 

• regular gifts out of surplus income – potentially unlimited 
 
Outright lifetime gifts to individual recipients that are not exempt when made are called 
potentially exempt transfers (PETs) and fall off your IHT “clock” after seven years.   
 
Nowadays most lifetime gifts to trust are immediately chargeable but can still be very 
useful as the IHT charge, even if at the rate of nil because the value is within the £325,000 
nil rate band, affords capital gains tax “holdover” relief.  
 
 
For further details on the taxation services provided by ATCSL please contact us: 
 
David Powell  Stephen Hopwood 
Managing Director Director 
Direct tel:  020 7825 7265 Direct tel: 020 7825 7255 
E-mail: david.powell@argentaplc.com  E-mail: stephen.hopwood@argentaplc.com 

 

Argenta Tax & Corporate Services Limited 
Fountain House  
130 Fenchurch Street 
London 
EC3M 5DJ 

 

 

The information contained herein is of a general nature and is not intended to address the circumstances of 
any particular individual or entity. Although we endeavour to provide accurate and timely information, there can 
be no guarantee that such information is accurate as of the date it is received or that it will continue to be 
accurate in the future. No one should act on such information without appropriate professional advice after a 
thorough examination of the particular situation.  


